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Preface

Curiosity regarding the causes of China’s economic miracle between 1980
and 2014 and predictions about China’s economic future have remained
strong. It is not only because China is now the largest economy in the
world, but also because it has been experiencing tremendous fluctuations
in recent years. A close examination of the Chinese economy indicates
that its strength comes from its private sector, which contributes more
than 60% to the GDP and provides 70 % of employment. In a country
that has adopted the ideology of socialism and conducts economic
reform in the name of socialism, the rise of such a strong private economy
was once unimaginable and is still unbelievable to many, including the
Chinese people themselves.

Many efforts have been made to account for such a remarkable
economic achievement, especially on tracing the developmental journey
of the private sector, relative to that of the state and foreign sectors.
However, much less systematic knowledge is available about the people
who founded and led the successful private firms. In this book, we
advocate Chandler’s (1978) view and suggest that it is the ‘visible hands’
of Chinese entrepreneurs that have replaced the ‘invisible hand’ of market
forces; that is, the success of the private sector in China is not a result of
the forces of the ‘free market—because the market was neither truly free
nor fair to private entrepreneurs. We also agree with Nee and Opper’s
(2012) judgement that the China economic miracle was caused by

vii
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‘capitalism from below’ rather than by ‘top down design’ or governmental
vision and guidance. A brief review of the evolution of Chinese private
business indicates that entrepreneurs have suffered from disrespect,
hardship and unfair policies from the government. But they have worked
hard, struggled and stuck together, co-operated with one another, built
networks for financial and social support, and created norms that were
able to go under the radar and sustain their businesses. Only after their
success, and with their substantial contribution to the economy, were they
afforded legitimacy and reluctantly admitted as an integral part of the
Chinese economy. Therefore, during the entire process, ‘the entrepreneur
was the central agent who drives the institutional innovations that give
rise to the private enterprise economy’ (Nee and Opper 2012: 106).

The narratives and data presented in this book provide a micro-level,
vividly detailed picture of these ‘central agents’ who were China’s first
generation of company founders, and whose life journeys corresponded
to some degree to the rough steps taken by the Chinese economy itself
in its climb to the top of the world economy. We have identified 13
founder/entrepreneurs in four different industries and who are widely
recognized as their industry’s leaders. They include three in the financial
services industry: Xinjun Liang, co-founder of the Fosun Group,
Dongsheng Chen, founder of Taikang Life, and Weihua Ma, former
CEO of China Merchants Bank; four in the information technology
and e-commerce industry: Jiren Liu, founder of NeuSoft, Chuanzhi Liu,
founder of Lenovo, Fansheng Guo, founder of HC360, and Jack Ma,
co-founder of Alibaba; three in the real estate industry: Lun Feng, co-
founder of Vantone, Shi Wang, founder of Vanke, and Shengzhe Nie,
founder of Tecsun; and three in the consumer goods and retail industry:
Qinghou Zong, founder of Wahaha, Ning Li, founder of Li-Ning Sports,
and Jianguo Wang, founder of Five Star Holdings and Kidswant. Their
stories are told in the entrepreneurs’ own words and style. Each story is
different and is fascinating in its own way. Through in-depth narrative
analyses, we have identified distinguishing personal characteristics of
these leaders, their management thoughts and leadership practices. We
further have discovered some themes that are common across industries,
some that are shared only by certain industries, and even some unique
to individual companies. These leadership attributes and practices might
set them apart from less successful entrepreneurs. We offer a concentric
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model of private firm leadership integrating the themes derived from the
narratives of the 13 exemplary leaders.

At the core of this concentric model is reflective thinking, an ability
to step back and engage in critical thinking by analysing and making
judgements about what has happened and what has been learned. In a
business environment full of legal, political, social and market uncertainty,
an ability constantly to reflect, learn and adjust is of crucial importance
for creativity and innovation, and essential for survival. Then there are the
four Ds: Determination—perseverance and commitment; Discipline—
consistency and principle; Duality-focus—focus on balancing the short
and long term, modernity and traditionality, self and other interests;
and Divinity belief—belief in the role of both human agency and divine
power. These attributes allowed the entrepreneurs to develop strategies
balancing the interests of multiple stakeholders (customers, employees,
suppliers, society), to focus on both short-term returns and the long-
term development of the firm, to lead with modern methods guided
by traditional cultural philosophies, and to maintain humility and
integrity while acting with determination, boldness and discipline. The
four Ds manifest themselves in eight management principles that guide
the entrepreneurs’ actual leadership practices: (1) holding on to moral
and ethical principles and (2) engaging in humanistic management;
focusing on both (3) market development and (4) business sustainability;
(5) pursing innovation and (6) constant transformation; building (7)
organizational capability and (8) a dual system that consists of structure
and culture, accountability and flexibility, and empowerment and control.

The story of these central agents is told in 16 chapters. Chapter 1
provides a brief historical overview of the evolution process of private
business in China after the People’s Republic of China (PRC) was
established in 1949. Chapter 2 provides an analysis of the studies about
private firm (CEQO) leadership by chief executive ofhcers (CEOs) gleaned
from published academic papers since 2000. Chapters 3 to 15 offer
the original interview texts with each of the 13 entrepreneur CEOs,
complemented by descriptions of their backgrounds and our summary
comments. Finally, in Chap. 16 we offer our analysis of the 13 interviews
and present the concentric model of Chinese private firm leadership.
We hope this framework will offer a unique insight into the distinctive
characteristics of Chinese private firms business leadership that has
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contributed to the overall economic growth of China since 1980. We also
hope that this book will shed light on the future of Chinese economic
development in general as well as on Chinese management.

The book is intended for those who wish to understand the growth
of the Chinese economy and the role of private entrepreneurship in this
growth. We hope the book could provide a resource for business students
studying the Chinese private economy and Chinese leadership. We also
invite scholars interested in China to further explore and solve the puzzle
of the rising dominance of the private sector despite the unfavourable
institutional environment that continues to be a major source of
uncertainty for private enterprises. Critics might take issue with the one-
sided focus of our study, and suggest that we are painting a rosy picture
of the private sector and its leaders. We acknowledge that the private
sector is largely, though not solely, responsible for damage to the physical
environment and for fuelling increasing income inequality in China. The
rich are becoming immensely richer and the poor are holding steady,
but the quality of life of the middle class is declining because wages are
not keeping up with the rising cost of living in China. A change to the
economic development model in 2016, as President Xi stated to clarify
the drop in gross domestic product (GDP) growth, is intended to correct
the course of the Chinese economic phenomenon. Changing from a sole
focus on economic development to a more balanced social economic
development with innovation and at this turning point in both the
Chinese economy and in management, synthesizing the wisdom of the
exemplary leaders is a necessity for the leaders of the next generation. As
we can see from the interviews and analysis in this book, the exemplary
leaders have been linking firm performance with societal needs and
responding to collective well-being, rather than treating enterprises
solely as money-making machines. China remains a massive, complex
and extremely intricate intellectual puzzle that offers an interesting and
important opportunity for research and analysis by social scientists. We
hope our book is the aperitif to an intellectual feast.

Anne S. Tsui
Yingying Zhang
Xiao-Ping Chen
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Part |

Entrepreneurship in the Turbulent
Sea of Chinese Economic Reform



1

Chinese Private Enterprises: Evolution
and Challenges for Leadership

According to the IMF World Economic Outlook database, in 2014
China became the largest economy in the world, with a gross domes-
tic product (GDP) of US$18.088 trillion (16.6 % of the world total),
based on purchasing power parity (PPP) valuation, surpassing the USA
(US$17.348 trillion; 15.9 % of the world total) (IMF 2015). It is an
average GDP (PPP) per capita of $13,224, a growth of 42,764 % from
1980, the beginning of its economic reform period, when GDP (PPP)
was US$309 per capita (IMF 2015). The estimated calculation of IMF
data put China in the top position in 2015 in terms of PPP.

This rate of economic growth is truly remarkable. China’s ability to
sustain a consistent growth in GDP of approximately 10 % per annum
since the mid-1990s is considered an economic miracle (BBC News
China 2012) that has impressed economic experts while earning the

We would like to express our gratitude to Athena Du, Xuhong Li and Mu Tian for their
assistance in statistics data collection.

The data listed in the chapter needs to be compared cautiously if they are from different sources.
Different definitions are used in the data collection processes by different statistics groups.

© The Author(s) 2017 3
A.S. Tsui et al., Leadership of Chinese Private Enterprises, Palgrave Studies
in Chinese Management, DOI 10.1057/978-1-137-40235-6_1
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envy of political leaders around the world. However, recently eco-
nomic development has slowed and GDP growth for China in 2016
is estimated at less than 7 %. China has attracted a great deal of both
scholarly and public attention for a long time (Coase and Wang 2012;
Huang 2008; Lardy 2014; Nee and Opper 2012; Tsui et al. 2004;
Tsui et al. 2006). Researchers and practitioners alike have demon-
strated a strong interest in understanding how China has been able
to gain this international economic leadership in such a short period
of time. Even though the recent slowdown of Chinese GDP growth
is a worry to many people, it is considered by some as a change in
the economic development model of China from manufacturing and
export to domestic consumption, therefore yielding better-quality
GDP growth (Wong 2016). Some have also speculated the end of
this ‘miracle’ (e.g. Powell 2014), but the question of how this ‘dragon’
(Economist 2001; Guthrie 1999; Zeng and Williamson 2003)
has managed to achieve this incredible feat since the 1980s, defying
all economic logic and prediction, is still fascinating and worthy of
being explored.

The most fascinating part of China’s economic growth is that it is a
story of two paths (Coase and Wang 2012; Lardy 2014; Huang 2008).
The first is a path of top-down, centrally managed capitalism (Lin 2011),
which gave disproportional advantage to state-owned and foreign-owned
firms. The second is a path of bottom-up, decentralised grass-roots capi-
talism (Nee and Opper 2012) and this path accounts for the phenomenal
success of private entrepreneurship. A capitalism with Chinese charac-
teristics grew out of socialism, and the Chinese government carried out
market reforms in the name of socialism (Coase and Wang 2012). At the
beginning of the economic reform, the government approached private
entrepreneurs as a way of solving unemployment issues and of addressing
poor economic performance, but with no policy in place to support its
development. Compared to the state-owned and foreign firms, private
firms actually faced a hostile environment on multiple fronts because
they were not provided with formal channels to access bank loans or a
policy to support their development (Ahlstrom and Bruton 2001; Tsui
et al. 2006; S.E.A. 2014). However, against all odds, possibly through a
combination of the ingenuity of the entrepreneurs and a tremendously
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hungry market where almost everything produced was gobbled up, both
domestically and globally, private entrepreneurship gained an unstop-
pable momentum. By the mid-1990s, some 15 years after embarking on
economic reform, it became clear that the private sector was the major
engine of economic growth for China. Then the government began to
recognise the potential value of the private sector to the overall eco-
nomic growth of China. By the early 2000s, with China’s entry to the
World Trade Organization, Chinese private firms also began to ‘go out,’
in part an escape to the more friendly business terrains outside China
(Boisot and Meyer 2008). Through the ups and downs of three-and-a-
half decades of economic transformation, step by step the private econ-
omy and privately-owned firms have gained legal and social legitimacy
(Ahlstrom and Bruton 2001) and are playing an important role in the
economic success of both the emerging economy of China and its glo-
balisation (Coase and Wang 2012; Lardy 2014).

In this introductory chapter we describe the evolution of Chinese pri-
vate enterprises in the Chinese economic development and transforma-
tion, and the principal challenges that such enterprises have faced in their
developmental journey. In explaining the growth of modern industrial
enterprises in the USA in the early 1900s, Chandler (1978) concluded
that, in many sectors of the economy, the visible hand of management
replaced the invisible hand of market forces. A similar developmental
journey has occurred in China: ‘No nation has had sustainable economic
growth absent sustainable firms and managers guiding those firms’ (Tsui
et al. 2004: 133). The success of the private sector is not caused by the
forces of the ‘free market'—because the market was not truly free or fair
to private entrepreneurs, as we shall show later. It is the ‘visible hands’ of
the Chinese entrepreneurs who have contributed to the development of
a vibrant private economy through their hard work, co-operation and
competition, network building, business norm shaping and constant
innovation. During this process, ‘the entrepreneur is the central agent
who drives the institutional innovations that give rise to the private enter-
prise economy’ (Nee and Opper 2012: 1006).

This book is devoted to understanding the success of private firms
through a study of their leaders—those entrepreneurs who decided to
‘jump into the sea’ (xiahai I i) because of their perception and confidence
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that their success would be greater by manoeuvring in the hostile situation
of the open, turbulent sea rather than by being stuck in an equally, if not
more, difficult political landscape (i.e. working in state-owned enterprises
or government agencies), where individual competence is less important
for career success than social relationships or political behaviours. We
provide insight into the leadership of private firms through published
scholarly research that has studied the leaders—some of them founders
of entrepreneurial firms—and through in-depth original interviews with
13 extremely successful private entrepreneurs. We aim to understand the
background, perspectives and leadership behaviours of those who founded
and led these firms to success. The question guiding our analysis is this:
What are the most distinctive features of these leaders who have managed
and led the firms from inception to success? We have identified four dis-
tinct characteristics (4 Ds): Determination (perseverance, commitment);
Discipline (consistency, principle); Duality focus (focus on balancing
short and long terms, modernity—traditionality, self—other interests),
and a Divinity belief (belief in the role of both human agency and a divine
force, tianrenheyi K NAH1—). These characteristics allow entrepreneurs to
settle on strategies that balance the interests of multiple stakeholders (cus-
tomers, employees, suppliers, society), to focus on both short-term returns
and the long-term development of the firm, to lead with modern methods
guided by traditional cultural philosophies, and to maintain humility and
integrity while acting with determination, boldness and discipline. We
derived these four Ds from a preliminary analysis of published research
on Chinese private firm CEOs and further confirmed and expanded them
through an in-depth analysis of the interview data obtained from the 13
exemplary Chinese private firm entrepreneurs.

Private Enterprises: Particularity in the Recent
History of Modern China

While private enterprise is an almost taken-for-granted term in the mar-
ket economy in the West, there are at least two related terms in the cor-
responding Chinese context: privately-run enterprises (si ying qi yeth
B Al) and civilian-run enterprises (min ying qi el E ARE). These
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terms are used almost interchangeably in the Chinese context, though
differences exist. At the beginning of the economic reform period, private
business was a sensitive term perceived to be connected to capitalism,
in that words such as ‘private’ and ‘capitalism’ were contrary to the core
ideology of Communism (which does not allow for private ownership
of any property). To avoid potential conflict because of its political sen-
sitivity, the term ‘civilian-run enterprises’ was introduced, differentiat-
ing them from state-run enterprises which were the dominant type of
business enterprise in the planned economy at the beginning of the eco-
nomic reform period. Clearly, private business is not a recent invention;
it has existed in China for centuries and certainly was prevalent before the
founding of the People’s Republic of China (PRC) in Mainland China
in 1949. ‘National bourgeoisie capital’ (minzuziben FJE 5T A), the term
used to refer to these private businesses before 1949, was estimated to be
about a third of the national economy with net assets of about 2.1 billion
yuan' (currency value in 1952) (Sun 1989: 726). However, the domestic
productivity of the private firms was essentially destroyed after a long
period of war in China before the PRC was formed. One of the princi-
pal tasks at the beginning of the PRC was economic development with
governmental encouragement to develop a civilian-run economy, given
its importance in domestic economic recovery (Feng and He 2012; Wu
2009). By the end of 1949, private enterprises composed 48.7 % of the
total GDP, with more than 123,000 private enterprises and 1.64 million
employees (Cong and Zhang 1999).

During this existential period of transition, most of the private busi-
nesses were run by self-employed entrepreneurs, literally called Individual
Industrial and Commercial Business Units (getigongshanghu M4 1.7
7, also commonly abbreviated as Individual Business gezibu ANME
see also Liu 2003). According to Feng and He (2012) and S.E.A. and
Horizon (2014), the registered number of these self-employed businesses
reached 5.4 million according to 1952 national statistical data, though
that year was also a pivotal point for the decline of private business. The
economic model of the PRC (hereafter we shall use the word ‘China’ to

"Yuan (CNY) is the currency of the PRC, also called renminbi (RMB). By the mid-market rate of
1USD = 6.16 CNY, 1 EUR = 7.57 CNY; www.xe.com, accessed 8 December 2014.
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refer to the PRC) soon altered after 1952, when the central government
took over control of the economy, and its principal ideology was to create
a government-driven economic model. Influenced by the Russian eco-
nomic system, China initiated a path to a unitary public ownership eco-
nomic system with a centrally planned economy involving three reforms:
transformation of private business to state and private-state joint ven-
tures; socialistic reform of agriculture and craft industries; and the social-
istic reform of capitalistic industry and commerce. This was essentially a
process of nationalising all private assets.

A unitary public ownership economic system and planned public
administration was largely completed around 1956. By 1965, private
business only existed in sectors such as retailing, food and social ser-
vices, with a reduction of registered numbers of businesses to 479,000
enterprises, only 9 % of the number registered in 1952. This decline
continued, with only 178,000 private businesses surviving by 1978,
just before the economic reform—the opening of the economy to non-
state firms. Private business had a tense period under the centralised
economic model from 1952 to 1978, a period of long-suffering trans-
formation. Even at the beginning of the economic reform, the private
economy and private firms were seemingly taboo topics until they were
legitimised by the central government in several official documents
in the ensuing years (Feng and He 2012; S.E.A. and Horizon 2014).
During the transition, the preferred term for private business was
civilian-run enterprises, a business mode that is neither state-run nor
foreign-related. In this book, we use the term ‘private,” because readers
from outside China are more familiar with the term ‘private’ than the
term ‘civilian’ in this context.

As economic reform progressed, three types of firms emerged in China,
with each type having several subcategories. The state economy consisted
of enterprises of both government-owned (state-owned enterprises—
SOEs) and urban collectives, and the ownership of these firms is the gov-
ernment at central, provincial, city and township levels. The collectives
are generally smaller units. Both SOEs and collectives belonged to the
‘public sector.” The second type, the foreign economy, are foreign-owned
enterprises (FOEs), which consist of investments in China by companies
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from Hong Kong, Macau and Taiwan, and all other nations such as the
USA, Japan and European countries as another group. Though Hong
Kong and Macau are part of the PRC, because of their historically differ-
ent economic and political systems, they are categorised as FOEs in the
national statistics. It is especially so for Hong Kong, which has played
an important role in bridging Chinese mainland enterprises with enter-
prises of other nations. This is also called the ‘foreign sector’ in China.
Private economy, the third type, consists of four subcategories: private
firms—privately owned enterprises (POEs) (with eight or more employ-
ees), either listed on the stock markets, or unlisted; individual businesses
(with seven employees or fewer); and township and village enterprises.
Many of the private firms in the early years of the reforms were disguised
as township and village enterprises (sometimes referred to as ‘red hats’
(Chen 2007a)); the number of these firms has been declining, and are
now slowly disappearing in today’s China. The term ‘private sector’ is
used to refer to all four types of firms in the private economy.

The non-state sector includes the private sector and foreign sector
firms. The government releases irregular aggregate data on the GDP of
the private sector as a whole (all four types of firms combined). Before
1989, it was less than 10 %. In 2005, they represented around 50 %,
and by 2012, a figure of more than 60 % was reported (People’s Daily
2013). By the end of 2013, the number of POEs (including both private
firms and individual businesses) had reached about 94 % of the total
number of firms (National Bureau of Statistics of China 1995—2014).
Their registered capital was about 41 % of the total for China (State
Administration for Industry and Commerce (SAIC) statistics 2013).

In this chapter, we focus on the private firms—POEs (both listed and
non-listed) as systematic data are not always available for the individual
businesses (firms with seven employees or fewer). While we are interested
in the absolute level of contribution to the economy as a whole, we are
particularly interested in the historical growth of the private sector rela-
tive to the decline of the state sector. As we shall show below, the private
firms (listed and non-listed POEs) in absolute terms are only a partial
reflection of the real private economy in China.
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Private Firms’ Contribution to China’s
Economic Development

As a result of China’s transition from being a planned economy to a quasi
(i.e. centrally managed) market economy, private firms developed rap-
idly after they were officially approved in 1988 (Garnaut et al. 2012).
Table 1.1 shows the historical development of private firms—POEs
(excluding individual businesses and township and village enterprises)
in China since 1989 in terms of key government statistics, including the
number of firms, the contribution to GDP in Chinese yuan (RMB), the
number of employees, and listing in China’s stock exchanges.

The data in Table 1.1 demonstrate unambiguously the growth and
prosperity of this private economic sector. Figure 1.1 exhibits the annual
growth rate of firm numbers, employment, GDP and registered capital
from 1990 to 2013 based on data in Table 1.1. It shows a peak of more
than a 200 % growth rate in 1993 for registered capital and more than
150 % in 1994 for GDP. After that, there is a steady growth of double
digits in the range of 10 % to 40 %. As an illustration of the impres-
sive growth, there were 91,000 registered private firms in 1989; and the
number reached 12,539,000 at the end of 2013, an increase of 138 times.
By the end of January 2015, this number had reached 15,764,000, with
an increase of more than 173 times since 1989 (China Industry and
Commerce News 2015).

This growth pattern is even more impressive when compared to that
of the other two major forms of enterprises: the state-owned and the
foreign-owned firms. Table 1.2 shows the number of firms in the state,
private and foreign sectors in the period 1990 to 2013. Figure 1.2 com-
pares these numbers graphically. Before 1993, numbers of both private
and foreign firms were negligible compared to state-owned companies.
The number of private firms (POEs) surpassed the number of state firms
(SOEs) in 2000. In 2011, the number of foreign firms (FOEs) surpassed
the number of state firms. The steep growth slope of the private firms
since 1998 is truly impressive.
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Table 1.1 Key statistics about Chinese private firms (1989-2013)

Registered No.# listed

Firm GDP capital on Chinese

number (100 million  Employment (1000 Trillion  stock
Year  (10,000s) RMB) (10,000s) RMB) exchanges
1989 9.1 97 164 0.0084 -
1990 9.8 122 170 0.0095 0
1991 10.8 147 184 0.0123 1
1992 14 205 232 0.0221 4
1993 23.8 422 373 0.0681 31
1994 432 1140 648 0.1448 56
1995 65.5 2295 956 0.2622 60
1996 81.9 3227 1171 0.3752 96
1997 96.1 3923 1349 0.514 128
1998 120.1 5853 1709 0.7189 152
1999 150.9 7686 2022 1.0287 172
2000 176.2 10740 2406 1.3308 206
2001 202.9 12317 2714 1.8212 221
2002 2435 15338 3409 2.4756 243
2003 300.6 20083 3526 3.5 285
2004 365.1 22950 5017 4.7936 343
2005 430.1 27434 5824 6.1331 356
2006  498.1 31855 6586 7.6029 420
2007 551.3 36730 7253 9.3873 502
2008 657.4 39965 7904 11.7356 568
2009 740.2 47414 8607 14.65 655
2010 845.5 55750 9418 19.2054 991
2011 967.7 68785 10354 25.788 1274
2012  1085.7 n.a. 11296 31.1 1427
2013  1253.9 n.a. 12522 39.31 1436

Source: Own elaboration based on data from China Bureau of Industry and

Commerce, National Bureau of Statistics of China, Database of IFind and Wind
Notes: GDP data for private firms in 2012 and 2013 are not available; The data of
the number of listed private firms (POEs) on Chinese stock exchanges is from the
Wind database (for 1990-2009) and IFind (for 2010-2013). The number of listed

POEs exceeded the number of listed SOEs in 2010.

Figures 1.3, 1.4, 1.5, and 1.6 compare the assets, revenue from prin-
cipal business, profits and returns on sales of above-designated-size
(large-scale) industrial private firms—POEs; state firms—SOEs; and
foreign firms—FOEs from 2000 to 2013, respectively. (The criteria for
above-designated-size is an annual revenue from the principal economic
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Fig. 1.1 Private firms' growth rate (1990-2013). Source: Based on data in
Table 1.1

activity of more than 5 million yuan between 1998 and 2010; and more
than 20 million yuan after 2011). We can observe a significant growth
of numbers of private firms—POEs in all these indices, in comparison
with state firms—SOEs, and with foreign firms—FOEs, in most cases.
Foreign firms seem to enjoy a stable pattern of higher profits relative
to private firms and state firms. Since 2007, the above-designated-size
private firms had more revenue and profits than the corresponding state
firms and large-scale private firms; and since 2008 more in terms of assets.
The private firms are therefore increasing, as demonstrated in Fig. 1.6 in
terms of profitability (return on sales—ROS), in their competitiveness,
not only compared to state firms, but also comparably competitive to for-
eign firms that have been considered as lions with advanced technology
and modern management.

Undoubtedly, the growth of private enterprises has contributed signifi-
cantly to the different aspects of economic development in China. Since
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Table 1.2 Number of firms with different ownership types (1990-2013, in 10,000s)

Individual

Year SOEs Collectives POEs businesses FOEs
1990 115.15 338.19 9.8 1328.31 2.54

1991 125.37 348.00 10.8 1416.84 3.72

1992 154.72 415.94 14 1533.91 8.43

1993 195.17 515.65 23.8 1766.87 16.75
1994 216.63 545.68 43.2 2186.60 20.61
1995 221.86 533.77 65.5 2528.50 23.36
1996 216.33 501.34 81.9 2703.70 24.04
1997 207.83 447.05 96.1 2850.90 23.57
1998 183.63 373.64 120.1 3120.20 22.78
1999 164.99 317.25 150.9 3160.06 21.24
2000 149.22 262.71 176.2 2571.40 25.92
2001 131.78 220.85 202.9 2433.00 28.50
2002 117.25 188.59 243.5 2377.50 25.92
2003 104.97 162.55 300.6 2353.19 28.50
2004 91.60 139.37 365.1 2350.49 31.65
2005 79.45 120.70 430.1 2463.89 35.30
2006 71.69 109.42 498.1 2595.61 37.67
2007 63.74 96.35 551.3 2741.53 40.64
2008 56.88 85.67 657.4 2917.33 43.49
2009 49.82 75.61 740.2 3197.37 43.43
2010 45.78 64.79 845.5 3452.89 44.52
2011 42.21 59.12 967.7 3756.47 44.65
2012 39.50 53.67 1085.70 4059.27 44.06
2013 36.40 48.08 1253.90 4436.30 44.60

Sources: National Bureau of Statistics of China website; China statistical
yearbook 1995-2014

employment is a big concern for China because of its large population,
the contribution to employment eventually also translates into the social
stability of society. The private firms have created more jobs than state
firms since 2006. Table 1.3 and Fig. 1.7 compare employment by different
types of private, state-owned and foreign-owned firms. As shown, there
is a steady decline in the employment figures in state firms—SOEs and
collectives, but a sharp increase in private firms—POEs and individual
businesses. The employment number in POEs exceeded that of the SOEs
in 2006, and the employment number of individual businesses exceeded

that of the SOEs in 2009. By the end of 2013, the POEs employed twice
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Fig. 1.2 Comparative number of firms with five types of ownership
(1990-2013). Source: Based on data in Table 1.2
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Fig. 1.3 Comparative assets of enterprises (2000-2013). Source: Own elabo-
ration based on data from National Bureau of Statistics of China. Notes:
SOEs: State Owned Enterprises; POEs: Private Owned Enterprises; FOEs:
Foreign Owned Enterprises; Data only include industrial enterprises with
above designated size. The definition is all enterprises with annual revenue
from principal economic activity of more than 5 million yuan between 1998
and 2010. The scale criteria increased to more than 20 million yuan after
2011.
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Fig. 1.4 Comparative revenue from principal business (2000-2013). Source:
Own elaboration based on data from National Bureau of Statistics of China.
Notes: SOEs: State Owned Enterprises; POEs: Private Owned Enterprises;
FOEs: Foreign Owned Enterprises; Data only include industrial enterprises
with above designated size. The definition is all enterprises with annual rev-
enue from principal economic activity of more than 5 million yuan between
1998 and 2010. The scale criteria increased to more than 20 million yuan after
2011.

as many workers as did the SOEs. The POEs and individual businesses
combined employed 68.8 % of the total labour force, with SOEs and col-
lectives employing 21.8 % and FOEs employing 9.3 %. It is not surpris-
ing that the government began to consider the private sector as a strategic
player for the future economic growth and social stability of China.

Figure 1.8 shows the number of firms listed on the two Chinese stock
exchanges from 1990 to 2013. As shown, the listing of private firms
(POEs) grew at a much faster rate than the state firms, a ratio of nearly
three to one. By the end of 2011, the number of POE:s listed on the two
stock exchanges has surpassed that of the SOEs. Given this trend, it is
reasonable to extrapolate that the private sector, especially entrepreneurial
and family firms, in a similar way to that of other developed economies,
will in the future be the major contributor to job creation and the further
economic development of China.
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Fig. 1.5 Comparative profits of enterprises (2000-2013). Source: Own elabo-
ration based on data from National Bureau of Statistics of China. Notes:
SOEs: State Owned Enterprises; POEs: Private Owned Enterprises; FOEs:
Foreign Owned Enterprises. Data only include industrial enterprises with
above designated size. The definition is all enterprises with annual revenue
from principal economic activity more than 5 million yuan between 1998 and
2010. The scale criteria increased to more than 20 million yuan after 2011.

The Evolutionary Stages of China’s Private
Enterprises Since 1978

Despite their impressive growth performance, the POEs’ path to suc-
cess has not been a smooth one; in fact, it has been rocky and some-
times turbulent. Private firms faced multiple challenges in the process
of establishing legitimacy within a complex and often hostile institu-
tional environment (Ahlstrom and Bruton 2001). Even today, while the
private economy is formally recognised by the central government, many
restrictions still apply to private firms, creating a less-than-fair competi-
tive environment for them (Yang and Hu 2011; Feng and He 2012).
These restrictions include limitations in entering certain industries, and
difficulties in accessing financial products, credits and loans (Li 2006;
Tsai 2007). Overall, the status of private firms has risen monumentally



1 Chinese Private Enterprises: Evolution and Challenges... 17

ROS (%)
OOOOR R NNNNWWWWA S S A UTNUITIOOIDONNNN00

ONUINONUINONUINONUTNONUTNONUTNONUINONUIND
SUIOUIBUICUIOUIOUIOUIOUIONIOUIOUIOUIOUIOUNIOUIOUID

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013
Year

Fig. 1.6 Comparative profitability (Return on Sales—RQOS) of enterprises
(2000-2013). Source: Own elaboration based on data from National Bureau
of Statistics of China. Notes: SOEs: State Owned Enterprises; POEs: Private
Owned Enterprises; FOEs: Foreign Owned Enterprises. Data only include
industrial enterprises with above designated size. The definition is all enter-
prises with annual revenue from principal economic activity of more than
5 million yuan between 1998 and 2010. The scale criteria increased to more
than 20 million yuan after 2011.

in comparison to their position before the economic reforms in 1978,
when the government considered private business to be the source of evil
behaviour (Diao and Zhang 2007; Liu 2003). Below we provide details
regarding the evolution of POEs in their different phases after 1978,
drawing on works by Feng and He (2012), S.E.A. and Horizon (2014),
and Wang (2012a).

1978-1991: A Phase of Emergence

After the Third Plenary Session of the Eleventh Central Committee of the
Communist Party in 1978, China entered a period of general economic
opening and transformation, and this period saw the emergence of China’s
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Table 1.3 Employment in firms with different ownership types (1989-2013, in
10,000s)

State sector Private sector Foreign firms

Hong

Kong,

Macau

Individual  Other and

Year SOEs Collectives POEs  businesses countries Taiwan Total
1989 10109 3502 164
1990 10346 3549 170 2093 61 5 66
1991 10664 3628 184 2258 96 69 165
1992 10889 3621 232 2468 138 84 222
1993 10920 3393 373 2939 133 155 288
1994 10890 3285 648 3776 191 208 399
1995 11261 3147 956 4614 241 272 513
1996 11244 3016 1171 5017 275 265 540
1997 11044 2817 1349 5442 300 281 581
1998 9058 1900 1709 6114 293 294 587
1999 8572 1712 2022 6241 306 306 612
2000 8102 1499 2407 5070 332 310 642
2001 7640 1291 2714 4760 345 326 671
2002 7163 1122 3410 4743 391 367 758
2003 6876 1000 4299 4637 454 409 863
2004 6710 897 5017 4587 563 470 1033
2005 6488 810 5824 4901 688 557 1245
2006 6431 764 6586 5160 796 611 1407
2007 6424 718 7253 5496 903 680 1583
2008 6447 662 7904 5776 943 679 1622
2009 6420 618 8607 6585 978 721 1699
2010 6516 597 9418 7008 1053 770 1823
2011 6704 603 10354 7945 1217 932 2149
2012 6839 589 11296 8628 1246 969 2215
2013 6365 566 12522 9336 1566 1397 2963

Source: National Bureau of Statistics of China website.

private enterprises (Coase and Wang 2012; Feng and He 2012; Lardy
2014). Itis a period of private enterprise recovery because private firms had
essentially disappeared from the economic landscape between 1952 and
1978. The reform that stimulated the birth, growth and development of
private entrepreneurship began in the rural areas with agricultural reform.
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Fig. 1.8 Number of enterprises listed on Chinese stock exchanges. Source:
Database of IFind (for 2010-2014) and Wind (for 1990-2009). We thank
Xuhong Li of Fudan University for the provision of the data.

The southern province of Anhui played a pioneering role from 1978 in
China’s agricultural reforms. China’s former paramount leader, Deng
Xiaoping, said in the spring of 1992, ‘China’s reform began in rural areas
and China’s rural reform started from Anhui Province’ (Xinhua Net 2007).
In 1978, 18 peasants in Xiaogang village of Anhui’s Fengyang county
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took a criminal risk (it was illegal to do so at that time), and secretly
signed a land contract with the local government that ushered in the
rural reforms to China’s contracted household responsibility system
(bao chan dao hu EF=E|F') (CCCPC Party Literature Research Office
2009; Shui and Veeck 2012). By the end of 1979, the Xiaogang village
had turned from consisting of families with fleeing-hunger to an annual
income of more than 400 yuan per capita, with grain output equal to
a five-year sum between 1966 and 1970 (Deng et al. 2005). Though
the first 10,000-yuan family was reported in 1980 by 7he People’s Daily
in Lanzhou, Gansu province (CCCPC Party Literature Research Office
2009), it was Anhui province that was regarded as the birthplace of
national agricultural reform.

With the success of the Anhui experiment, the Communist Party of
China (CPC) Central Committee approved in 1982 as in ‘National Rural
Work Meeting Minutes’ and established a household contract respon-
sibility system (jiating lianchan chengbao zerenzhi ZX FEWLF= 7K AL AT
i), which specified a production responsibility system under a socialist
collective economy. The household contract responsibility system broke
down the previous egalitarian practice of ‘everybody eats from the same
big pot.” Under the new responsibility contract, people could work hard
to earn income with various sources such as farming, business or other
employed work. Farmers could retain the income from selling the excess
of their produce after meeting their contracted quota. It was the first time
after a long period of economic depression that the Chinese people could
dream of becoming rich. Many rural households could, and did, achieve
an annual income of over 10,000 yuan, and this type of household (ten-
thousand-yuan households—uwanyuanhu 73 JG J*') widely represented the
pride of being rich and established a model for others to follow (Kelliher
1992; S.E.A. and Horizon 2014).

At the same time, in 1979, China was suffering the pressure of a high
level of urban unemployment, since a huge number of educated young
people returned to the cities after the end of the Cultural Revolution
in 1976, adding to the existing numbers of unemployed urban resi-
dents. Different sources have documented unemployment statistics as
between 5 and 12 million people, which was some 5 % to 11 % of the
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non-agricultural labour force. However, this figure ignored the urban
young, who were still legally consigned to agricultural jobs in the country-
side (Whyte 1984). Urban unemployment could have potentially serious
consequences for economic, political and social development (Ge 2011);
therefore the CPC Central Committee and the State Council promulgated
several official regulations in 1981, allowing individual entrepreneurs to
employ up to seven people (two assistants and, if with special technology,
up to five apprentices) for their businesses (Feng and He 2012; Zhang
etal. 2011). This restriction on the numbers employed to seven is differ-
entiated from the definition of private firms, which could employ eight or
more people in regulations issued in 1988 (Feng and He 2012). The release
of labour from rural areas looking for job opportunities in urban areas; in
addition to the unemployed youth in the city, provided space and the need
to be brave and creative in becoming an entrepreneur to survive a harsh
economic situation at the beginning of the Chinese economic opening
and development. Individual business (getihu /M4 F') was the main way
to carry out entrepreneurial activities. Along with township and village
ownership, the individual businesses built the foundation for the devel-
opment of Chinese private enterprises or POEs (siyinggiyefh’E 4)V),
especially the industrial and manufacturing production centres in the
economic zones such as the Yangtze River Delta Area and the Pear] River
Delta Area.

The legitimisation process of POEs in the economy took place gradu-
ally during this period, with the recognition of private enterprise as a legal
entity to complement economic activities in the socialistic ownership
system (Hsu 1991; Lardy 2014; Liu 2003; S.E.A. and Horizon 2014).
In this phase of emergence, the number of registered private (civilian-
run) enterprises increased by 7.4 times (ibid.). However, doubts still
remained regarding the economic, social and political direction of
China’s economic reform. Therefore a move towards a capitalistic char-
acter of private ownership was taken with caution at the policy level.
Meanwhile, the boom of private businesses also brought certain social
conflicts and environmental problems such as water and air pollution
because of widespread industrialisation, and labour exploitation to keep
costs low (Stevens et al. 2013).
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1992-2001: A Phase of Rapid Growth

While a rapid development of the private economy occurred during the
phase of emergence, the real growth of private enterprises, which was
responsible for leading China to today’s co-existence of a capitalistic
market economy and a single-party political system, did not appear until
1992. It is commonly believed that the speech by Deng Xiaoping during
his tour of south China in 1992 had the most profound impact on the
Chinese market economy and modern economic development. Deng’s
1992 speech set a clear tone about the direction of economic develop-
ment in China: the critical issue of the Chinese economic revolution was
the terminology of ‘capitalism’ or ‘socialism.” While China needed to be
cautious about the ‘rightist’ move (Coase and Wang 2012), the principal
obstacle was the ‘leftist (Deng 1994; Parker 1992). The speech clari-
fied many questions and doubts regarding how to develop the Chinese
economy on the basis of its political and social foundations. It left the
legacy of Deng’s pragmatic ‘cat’ theory: it does not matter whether a cat is
white or black; as long as it catches mice, it is a good cat (Bregolat 2014;
Feng and He 2012).

This change in the direction of economic development swung the
private economy upwards. The Fourteenth National Congress of the
Communist Party of China held in 1992 set explicit objectives for the
reform of a socialistic market economic system, in which the private
economy held a complementary position, and different ownership enter-
prises could establish joint ventures. This clarification of the legal position
for private enterprises provided the foundation for their rapid develop-
ment. In the same year, the provisional regulations for limited liability
companies (LLCs) and joint-stock (limited) companies were issued to
establish the modern corporate ownership structure in China (S.E.A. and
Horizon 2014; Zhou and Xia 2008). This initiative opened up a new era
for Chinese private enterprises as many more people jumped into ‘the
sea of business’ (xizhai T ifF) from previously stable jobs in the public
sector, to become founders and leaders of many of today’s leading private
enterprises. According to surveys conducted by the All China Federation
of Industry and Commerce (ACFIC) (2007), 22.1 % of entrepreneurs
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who initiated a business in 1992 previously held positions as officers in
the public system; and the principal motive for xiahai was the perceived
obstacles to displaying their talents when in their government jobs. Some
of the first-generation private firm executives interviewed for this book
were previously government bureaucrats who decided to become private
entrepreneurs, with greater risks but also greater opportunities.

Some observers consider that private enterprises did most of their
initial capital accumulation through opportunistic trading and labour
exploitation during the period of emergence. However, the rise of tech-
nological firms such as Lenovo and Huawei (Zhang and Zhou 2015)
changed the image of private firms as being only labour-intensive facto-
ries. A decision of the CPC Central Committee and the State Council
in 1995 on strengthening scientific and technological advances pointed
out, ‘civilian-run enterprises are a vital strength of the national high and
new technology industry. We need to continue guiding and encouraging
their healthy development’ (Feng and He 2012: 10). In addition, the
15th National Congress of the CPC’s report in 1997 noted that, ‘China’s
individual, private and other non-public economy is an important part
of the socialist market economy’ (Feng and He 2012: 10). This simple
statement was significant for the private firms because it meant that they
were no longer a complementary form of the Chinese economy but were
now recognised as one of its core components. By the end of 1997, the
number of registered private firms was almost 10 times that of 1991,
while GDP increased by 27 times and employee numbers grew by more
than seven times. Extending to 2002, the end of this period of rapid
development, the growth rate is most astonishing. The number of reg-
istered firms increased by 22 times, GDP growth was 104 times greater,
and employment 18 times higher. These figures do not even include the
similarly dramatic growth of individual businesses.

S.E.A. and Horizon (2014) suggest three principal reasons for the
rapid growth of POEs. The first is the sustained overall rapid economic
development of the country; the second is the developmental changes
in the economic structure; and the third is the reform of public and col-
lective enterprises. Xu et al. (2014) also observed a similar economic
transition from SOEs through collectively owned enterprises to POEs.
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The steady decline in state-owned firms is a strategic policy at the cen-
tral government level. The number of national or central SOEs declined
from 84,000 in 1978—the start of the economic reforms—to 52,000 in
2013 (Tao 2014), while the registered number of other ownership types
(e.g. POE, FOE) increased significantly. The number of provincial and
municipal public firms has remained stable over the years (Wang and Fan
2010). The strategic changes in the state-owned enterprises have trans-
formed many small and medium-sized SOEs into private LLC or joint-
stock (limited) companies owned by previous managers or employees.
The modernisation of the corporate law and financial systems provides
further flexibility for private enterprises to operate and compete in a
dynamic market economy. By 2001, the leaders of private firms were rec-
ognised by the CPC for their efforts in contributing to China’s economic
development, considering them to be ‘workers’ (to differentiate them
from their previous consideration as ‘capitalists’ who exploit workers),
and ‘contributors to the socialist mission with Chinese characteristics’

(S.E.A. and Horizon 2014: 24).

2002-2011: A Phase of Integration

The years from 2002 to 2011 witnessed a relatively stable period of devel-
opment (Feng and He 2012). This was a phase of integration, in which
Chinese private enterprises consolidated their standing in the market and
integrated their positions within society. This integration has also been
reflected in the internationalisation of private enterprises consistent with
the ‘go-out’ policy advocated by the Chinese government (Liu 2003).

A study by the Chinese Academy of Social Sciences in 2002 classified
private entrepreneurs as the top three of ten major occupational strata
in Chinese society (Bregolat 2014: 102; Lu 2002): (1) state and public
(government) officials; (2) managerial personnel; (3) private enterprise
owners; (4) professionals; (5) office workers; (6) small self-employed indi-
viduals; (7) employees in commerce and services; (8) industrial work-
ers; (9) agricultural labourers; and (10) urban and rural unemployed and
semi-employed. This official classification legitimised the entrepreneurs’
social standing and gave them the possibility of joining the Communist
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party, and potentially to get involved in political activities. Increasing
numbers of private entrepreneurs became representatives and delegates
at the national congress and participated actively in social, economic
and political decision-making. Between 1995 and 2012, the propor-
tion of CEOs or chairpersons of listed privately owned firms who had
appointments on the People’s Congress (PC) or the People’s Political
Consultative Conference (PPCC), two important political entities that
influence policies from town to national levels, increased from 22 % in
1995 to 40 % in 2012 (Li and Liang 2015). In 2013, 71 % (356) of
the 500 richest Chinese business people ranked by Forbes held political
appointments on the PC or the PPCC.

The progress and legitimisation of the private economy in this integra-
tion and optimisation period were further consolidated by a constitu-
tional modification in 2004 which specified that a ‘citizen’s legal private
assets are protected by laws.” Legal protection of private assets may be
taken for granted in the West, but until this time it was not constitution-
ally recognised in China. Even with this modification, the Chinese con-
stitution still gives priority in protecting public assets over private ones.

In 2005, the State Council promulgated Opinions on Encouraging,
Supporting and Guiding the Development of Individually-Run Business
and Other Forms of Non-Public Owned Economy (popularly referred
to as the ‘36 Articles of Non-Public Economy’). This is the first official
policy document by the Chinese central government specifying support
for the private economy with actions ‘to eliminate system obstacles which
affect the development of non-public economy, to establish equal market
core position’ (Feng and He 2012: 12). This framework includes seven
aspects of the non-public economy: ‘opening up market access, enlarging
financial and taxation support, consummating social services, safeguard-
ing the legitimate interests of entities and their staffs, guiding the upgrade
of quality, improving government’s regulation, and strengthening guid-
ance and policy harmonization’ (Huang 2011: 248). It was the first time
private civilian capital was allowed to enter traditional monopolistic sec-
tors such as mining, electricity, telecommunications, airlines, petroleum,
banks, security and insurance; as well as the participation of private capi-
tal in the restructuration of SOEs (Chen et al. 2013; Feng and He 2012;
People Daily 2005). To repair a common image of labour exploitation
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in private enterprises, it also demands that private enterprises establish
labour unions and ensure the legal rights of employees (Wang 2008).

The significant contribution of the private economy to the 10 % GPD
growth of China also carries a large cost to society in terms of social and
environmental issues. This period saw the increasing discrepancy between
the poor and the rich, the inequality in wealth distribution in different
regions, serious problems of environmental pollution, and food and drug
safety issues. The new Chinese Labour Contract Law in January 2008
was intended to introduce a healthier employment relationship and bet-
ter employee rights. However, the global financial crisis in the summer
and autumn of 2008 worsened economic and financial conditions, and
private enterprises were confronted by serious economic problems, espe-
cially for those that were heavily dependent on export business (Qian and
Chang 2008; Wang and Gong 2009).

In spite of the rhetorical support of private enterprises, SOEs still
enjoyed the favouritism and protectionism of the Chinese government.
The problems that private enterprises encountered led to several incidents
of asset acquisition by SOEs (presumably with government approval, or
even encouragement) in 2009. This includes the acquisition of the well-
known Chinese dairy company MengNiu (5¢%f) by COFCO (China
National Cereals, Oils and Foodstuffs Corporation); the civilian-run
YingLian Airlines (JEEHXAi %) by SOE SiChuan Airline Co.; the private
NingBo Steel (‘T*¥%X%k) by SOE Bao Steel; and the profitable private
firm Rizhao Steel and Iron Co. by the loss-making SOE Shandong Steel
and Iron Group (Chen et al. 2013; Chen and Wallace 2014; Eaton 2013;
Feng and He 2012).

The opening of traditional monopolistic industries to private enter-
prises has not provided more and better space, as originally perceived or
intended, for the development of Chinese private enterprises. Instead,
private firms have encountered tremendous obstacles in the process of
entering these strictly regulated industries (Huang 2011). To stimulate
further economic development by integrating the private economy, in
2010, the State Council issued ‘36 New Articles of Non-Public Economy.’
This new regulation emphasises opening more fields for private invest-
ments such as infrastructure, social and public services, financial services,
national defence, and technological industries (gov.cn 2012). It attempts
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to encourage private enterprises to strengthen their self-initiated innova-
tion and upgrading of their capabilities by developing better investment
environments, improving investment-related services, and providing
guidance and regulation of private investment (Feng and He 2012).

The turning point during this period was the change of the overall
development direction of Chinese society as a whole. Instead of focusing
solely on economic development,integrating economic development into
addressing social and environmental issues became the principal objec-
tive. In this directional change at the national level, the private economy
was considered to be an integral part to help reach a new equilibrium.

2012-Present: A Phase of Adjustment

This phase saw the beginning of slower economic growth in compari-
son to previous periods that had attained an average of a two-digit GDP
increase. Since the second trimester of 2012, GDP growth has dropped to
less than 8 %, and the trend appears to be continuing (Economist 2015),
with 6.9 % estimated for 2015 and beyond. High market competition
along with increasing labour costs have caused a large number of manu-
facturers (almost all of them private entrepreneurs) in the eastern regions
to lose their competitiveness. Many have had to declare bankruptcy or
to close their businesses. However, the slowdown in economic growth
is not entirely unexpected. A double-digit increase in growth is simply
not sustainable because, as the economic base increases, the space for
market development decreases and competition intensifies. Current
President Xi JinPing is not concerned with high GDP growth alone,
but also focuses on whether the economy is on track for needed reforms
and macroeconomic rebalancing (Wong 2016). While in previous years
entrepreneurship benefited from an unsaturated market, to succeed in a
competitive field now requires innovation, good management and good
governance—all within the control of the ‘visible hands’ of management
(Chandler 1978).

Many scholars have recognised that future economic growth will need
to come from technological development and innovation (Bregolat 2014;
Zhang and Zhou 2015). This means that firms, private or otherwise,
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will have to invest more of their resources in research and development
(R&D). The national priority to develop better social well-being and
environmental protection means that the central government will work
even harder to integrate private enterprises in this sustainable and har-
monious development process. This demand for investment in innova-
tion and contributions to social development may cut into private firms’
profitability, which has been on the rise since the 1990s. From Fig. 1.6
we can see that foreign firms (FOEs) had higher profitability (measured
by return on sales—ROS) since 1998 but were overtaken by state firms
(SOEs) during the period 2005 to 2007, and then by private firms
(POEs) in 2008 and again between 2011 and 2013. POEs have surpassed
SOE:s since 2008 in profitability level, and it seems that this trend will
continue. However, it is unclear how long this upward trend in profit-
ability for private firms will last as market volatility continues, and as the
private firms take on an increasingly important role as major innovators
and technological leaders, as well as making significant contributions to
the building of a harmonious society.

Wealth and Wealth Inequality Associated
with the Private Economy

We asserted earlier that the growth of the private sector may in part be the
outcome of the capable ‘visible hands” of management (Chandler 1978).
Viewing the evolution of the private sector in the Chinese economy, one
thing stands out; i.e. private entrepreneurs have contributed significantly
to the development of the Chinese economy with their extraordinary
leadership and sophisticated management practices. In this book we have
identified a number of these entrepreneurs who have navigated their firms
through the turbulent and hostile sea and built highly successful organ-
isations. The visible and capable hands of the good leaders and managers
have contributed to this growth and development and, it is hoped, to the
sustainability of the private economy in modern China.

Private firms have now gained a central position in the economy, con-
tributing to more than 60 % of GDP on an annual basis since 2009
(WTO 2010). Domestically, many well-known businesses are privately



1 Chinese Private Enterprises: Evolution and Challenges... 29

owned and operate across a variety of industries, such as computer and
internet technologies (Huawei, Lenovo), banking (Ming Sheng, China
Merchants), consumer goods (Haier, Wahaha), and construction and
real estate (Vanke, Vantone), among many others. Globally, seven of
the 85 Chinese firms listed in 2013’s Fortune Global 500 were private
(Zhang 2013). In 1997 the first Chinese private-firm leader appeared
on the Forbes World’s Billionaires List. The number rose to 115 in 2011,
122 in 2013, and 242 in 2014 (Wang 2012; Forbes 2014). It is especially
remarkable because only 35 years ago (in 1978), all employed Chinese
citizens, regardless of position, rank, place of employment or nature of
work, received an identical salary of about 40 RMB per month or 480
RMB (or US$60 in 1978 currency) per year. The official data from the
National Bureau of Statistics of China indicate that the annual per capita
disposable income of urban households was 343 RMB in 1978; but this
income reached 26,955 RMB in 2013, a 7858 % increase. The average
annual salary was 5,439 RMB in 1995 in urban areas, and increased to
51,483 RMB in 2013 (and 90,908 RMB in Shanghai).

This overall improvement, ironically, has been accompanied by an
increasing degree of wealth inequality. The Gini index (an index measur-
ing inequality in individual or household income) in 1980 for China was
0.29 (World Bank 2015), and in 2012 it was 0.47 (Economist 2012).
Kaiman (2014) reported that China had a Gini 0of 0.73 in 2012, based on
an article in the China Daily, China’s official mouthpiece. A Gini index
greater than 0.40 is considered to be very large and indicates a risk of
social unrest. A 2013 Reuters report mentioned that China had 2.7 mil-
lion US dollar millionaires and 251 billionaires, but 13 % of Chinese
people lived on less than US$1.25 per day (Yao and Wang 2013). By law,
SOE managers do not receive market-competitive salaries, and their true
income is unknowable (as a result of many expenses-type subsidies and
under-the-table payments) (Liu 2015). However, it is clear that most
of the 251 billionaires are self-made private entrepreneurs, contribut-
ing greatly not only to the increasing wealth of China as a whole but
also to the increasing wealth inequality in the nation. Given that China
remains a country with a socialist ideology, it is not surprising that gov-
ernment and citizens alike would expect these successful entrepreneurs
to contribute to social development, including the restoration of a higher
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level of wealth equality among the Chinese people. In other words, the
Chinese private sector will be the primary engine for technological and
managerial innovation, including developing environmentally sustain-
able products and processes. This sector will also be a major source of
contributions towards the social sustainability of the country, by under-
taking leadership in good management and generosity to the less fortu-
nate through philanthropy.

Contribution of the Private Sector to Society
beyond GDP

As their wealth has accumulated, leaders of private businesses have begun
to pay attention to issues outside their business, such as environmen-
tal and social challenges. With permission from the government, many
foundations have been established to address these issues, such as alle-
viating suffering caused by natural disasters (e.g. 2008 and 2011 earth-
quakes) or structural poverty.

There has been a noticeable increase in charitable giving and philan-
thropy by private entrepreneurs since the 1990s. As can be seen from
Fig. 1.9, the annual donations to charity by private firms has been on
an upswing since 1997 (Yang 2014). Donations up to 2009 included
primarily the Guangcai Program, a charity foundation established in
1994 by 10 private entrepreneurs (China Society for Promotion of the
Guangcai Program 2016). It aims to eliminate poverty in mid-western
and other poor, isolated regions within China. In 2007, the dona-
tion data showed a spike because it included contributions to all other
charities not reported in previous years beyond the Guangcai Program.
Including the other public charities, the total was nearly 38.6 billion
RMB in 2010. The number dropped to 28.1 billion RMB in 2011 and
27.5 billion RMB in 2012, but was back to 34.5 billion RMB in 2013.
Figure 1.9 also provides donation data from FOEs between 2007 and
2012. We provide this data for comparison to show that private firms
(POEjs) are contributing more than FOEs to charitable causes in China.
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Fig. 1.9 Philanthropic giving by private firms each year (1998-2013, in 100
million RMB). Notes: Annual donation data from ‘The blue book of charity in
China.” Annual donations between 1997 and 2006 represent primarily dona-
tions to the Guangcai Program. The 2007 data point represents annual dona-
tions to Guangcai Program and cumulative amounts of donations to other
public charities from previous years that were not reported, which accounts
for the rise in the 2007 donation figure. The 2008-2013 data points represent
annual donations to the Guangcai Program and annual donations to other
public charities. 2007-2012 donations by FOEs are from Yang (2014).

Donation data of SOE:s are difficult to obtain and, even if they are avail-
able, are not meaningful since they are the result of government policies
rather than leadership action.

One of the most noticeable programmes in the contribution of private
entrepreneurs to the public good is the Alashan Society of Entrepreneurs
& Ecology (SEE) (see http://see.sina.com.cn/en/), founded in 2004
by 80 entrepreneurs. Its mission is to improve and recover the ecologi-
cal environment in Alashan, Inner Mongolia, the origin of more than
80 % of sandstorms in northern China. SEE is committed to addressing
increasingly serious environmental problems such as air pollution, water
pollution, disappearance of grazing, or desertification. The overall mis-
sion of SEE is to encourage Chinese entrepreneurs to take more ecologi-
cal and social responsibility and intends to develop a sustainable model
for other entrepreneurs to follow. SEE has been very successful in pursu-
ing its mission and has gained wide support from society.

At the end of 2008, the Alashan SEE started the SEE Foundation, to
provide financial support to grass-roots environmental groups, in order
to find a sustainable way to help solve environmental problems. Since
its founding, the SEE Foundation has established programmes such as
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the ‘Green Leadership Partner Plan,” the ‘Chinese Youth Environmental
Action Plan, and the ‘SEE—TNC Ecological Award’ to finance environ-
mental protection programmes and organisations, and to provide skills
training for young leaders of these organisations. Between 2009 and 2014,
the SEE Foundation supported more than 200 programmes (for details,
see http://www.see.org.cn/foundation/NewsDetail.aspx?id=1544). In the
2014 Hurun Ranking of Philanthropy of Asia, Jack Ma, founder and
chair of Alibaba, topped the list by giving RMB14.5 billion (US$2.35bn)
to charity (Hurun Report 2014). He established the Alibaba Foundation
to tackle environmental issues.

The Guangcai Program, Alashan SEE and the Alibaba Foundation are
examples of private foundations in China. The creation of private foun-
dations is new in China but is increasing rapidly (Feng 2013). The public
foundations are established, funded and managed by the government, the
first being the Chinese Children and Youth Foundation in 1981. In June
2004, China issued Regulations on the Administration of Foundations,
proviving a framework to encourage the private sector to contribute to
charity. Since 2005, private foundations have been on the rise. Figure 1.10
shows the number of private and public foundations between 2005 and
2013. The number of private foundations surpassed the number of public
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2005 | 2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013
= Private Foundations| 253 | 349 | 436 | 643 | 800 | 1098 | 1373 | 1696 | 2252
Public Foundations | 721 | 795 | 904 | 943 | 1029 | 1077 | 1218 | 1265 | 1424

Foundation Number

Fig. 1.10 Number of private and public foundations (2005-2013). Source:
Own elaboration based on Feng (2013).
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foundations in 2010, and there were 58 % more private than public
foundations in 2013. The trend appears to be continuing.

Contribution to Good Management

One may attribute this significant growth and prosperity of the private
economy to different institutional factors such as some of the above-
mentioned policies and regulations promulgated by the central gov-
ernment. No doubt the business environment for the private sector is
becoming friendlier now than in the past. However, it is clear that these
favourable policies and conditions follow rather lead the development of
the private sector (Nee and Opper 2012). How did these private firms
navigate in this inhospitable environment and become successful? The
founders of some of these private enterprises were able to manoeuvre
an extremely difficult and delicate situation in the process of legitimis-
ing their businesses and competing for resources with SOEs and FOEs
(which received relatively very favourable treatments) under unfair con-
ditions. Nee and Opper’s (2012) book detailed individual entrepreneurs’
stories and how, as a group, the entrepreneurs in the Yangtze Delta area
worked together to create reliable networks to help each other both
physically and financially to work ‘under the radar, through trial and
error, navigating the system and finally legitimising their existence. In
recent years, more favourable and fairer policies were introduced to sup-
port the private firms, although the industrial regulatory authorities and
state-owned or state-related factories and merchants did not give up their
privileged positions voluntarily (Chen and Wallace 2014; Huang 2011).
In a recent study (S.E.A. and Horizon 2014), entrepreneurs in private
firms still expressed major dissatisfactions in many areas: volatile poli-
cies and regulations, an incomplete legal system for personal and capital
security, and a social environment inhospitable to the development of
private enterprises.

Under conditions of resource constraint and a lack of legal protection,
we suggest that agency plays a particularly important role in accounting
for the success of private enterprises. This agency perspective points to
the entrepreneurs’ skills and creativity in acquiring and managing their
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resources, and their courage and wisdom in decision-making. Clearly,
many private firms have failed, but those that have succeeded could be a
source of learning for others. Studies in mature economies suggest that
the ups and downs of corporations are the result of corporate leaders’
vision and guidance in corporate capability building to predict, adapt
and confront market volatility. We expect a similar, if not a stronger, case
to be made that it was the leaders/entrepreneurs who made the private
economy in China. Therefore, the focus of this book is about leadership
in Chinese private firms, focusing on the leaders of successful firms. By
analysing published papers on Chinese business leadership, especially of
private firms, and, as already discussed above, by studying the manage-
ment philosophies and practices of 13 exemplary Chinese entrepreneurs/
founder/leaders, we hope to identify the leadership attributes and pat-
terns that contribute to the growth and development of the private sector
in China, and of the entire Chinese economy at large.

The Structure of the Book

This book attempts to gain an in-depth understanding of the leadership
of private firms, with special attention to the leaders, based on an analy-
sis of published studies and of first-hand interviews with the founders
or CEOs of 13 highly successful private firms. Chapter 2 provides an
analysis of the ideas about private firm (CEO) leadership gleaned from
published papers since 2000.

Given the general lack of knowledge on this subject, we consider it
appropriate and even advantageous to offer a dedicated space to the voices
of top leaders and founders of successful Chinese private enterprises on
their management philosophy, best practices, critical decisions and prin-
cipal learning experiences. Chapters 3—15 offer the original interview
texts with each of the 13 entrepreneur CEOs. Readers will be able to
appreciate the CEOs’ ideas in their own words. We offer in the final
chapter, Chap. 16, our analysis of the thirteen interviews, and present a
model of leadership attributes and patterns that summarises the thoughts
and beliefs of these leaders, their management philosophies about the
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role of business for employees, customers and society in general, and
their unique management practices. We hope this framework will offer
insights on the unique characteristics of Chinese private firms’ business
leadership that has contributed to the overall economic growth of China
since the 1980s.
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2

Leadership Insights from Published
Studies on Chinese Top Executives

In Chap. 1, we suggested that the growth of the economy in China as
a whole is a story of both top-down centrally managed capitalism (Lin
2011) and bottom-up grass-roots capitalism (Nee and Opper 2012). The
former focused on the reform of state-owned enterprises and the attrac-
tion of foreign investment, while the latter allowed for the creation of
a private economy without much policy guidance or support. Private
individuals overcame extremely disadvantageous initial conditions and
developed robust enterprises that became the major engine of growth
for China. Nee and Opper (2012), through their five-year study of over
700 entrepreneurs in the Yangzi River Delta region, provided convinc-
ing evidence and a persuasive argument that this economic miracle is the
result of the actions and ambitions of entrepreneurs. Since they could
not rely on formal institutions, private entrepreneurs had to develop their
own informal lending systems and networks of suppliers and distributors.
They contributed a large proportion of the national GDP and provided
employment as the state sector’s contributions to both declined steadily
over the years. Formal institutional changes that legitimised the private
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firms’ existence and supported their further development came after their
initial success. Private entrepreneurs, the ‘capitalists’ who were despised,
scorned and viewed with suspicion in the early years of the reforms, are
now legitimate members of Chinese society. Even though the sea is still
turbulent and the entrepreneurs are still complaining about the difficult
business environment and continued unfair treatment by the govern-
ment relative to state-sector firms, their economic success is undeniable,
earning social acceptance as well as raising expectations by both govern-
ment and citizens of their role in contributing to a balanced economic
and social development of China. Even though the future is uncertain,
we can conclude from the solid results that this resounding success can be
credited to the ‘leadership’ or agency of the entrepreneurs and founders
of these private enterprises. This conclusion is consistent with the ‘visible
hand’ theory of the growth and development of industrial enterprises
(Chandler 1978) in the West as well as the strategic choice theory of busi-
ness and organisation management (Child 1972).

Who are these ‘visible hands’> How do they lead? This chapter is
devoted to a discussion of this question by reviewing and analysing stud-
ies of executive leaders, especially chief executive officers (CEOs) from
China. Even though there are many books that provide accounts of the
success of private entrepreneurs, the focus of these works is often on the
institutional environment and the role of social capital (e.g. Krug 2004;
Nee and Opper 2012). They rarely focus on leaders’ behaviours and man-
agement approaches (including their philosophical foundations), and do
not offer a conceptual analysis of the leadership practices of these leaders.
Using the published studies of top leaders in Chinese firms, in this chap-
ter we aim to develop a preliminary understanding of the key behaviours
and characteristics of the top leaders of Chinese firms, with a keen eye on
those who founded and managed the private enterprises.

The Literature

Chen and Lee (2008) offer an informative discussion of Chinese busi-
ness leadership focusing on the influence of traditional Chinese philoso-
phies and Western management practices. Despite the impressive rise of
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China as an economic power in the world, their observation, based on
their review of the literature, is that ‘the twenty-first-century leadership
in China is not well understood by the outside world’” (Chen and Lee
2008: 3). Their book focuses on leadership at all levels, not just on the
top leaders of private firms. Our review of the literature suggests that
knowledge about top executives is even more scarce in the Western litera-
ture. For example, Jia et al. (2012) carried out a comprehensive review of
research papers that reported studies using Chinese samples, and identi-
fied 259 articles published in six leading English-language management
and organisation journals between 1981 and 2010. Among these articles,
only a few focused on the top leaders of Chinese firms. Most of the
leadership studies analysed the top executives’ social networks, especially
their connections to government officials, through their own direct past
associations or indirect contacts. This is part of the body of literature on
guanxi networks in the Chinese context (Chen et al. 2013). For exam-
ple, entrepreneurs use these guanxi networks in resource acquisition as
a substitute for incomplete formal institutions (Xin and Pearce 1996).
Their social capital, especially the strong ties between entrepreneurs
and venture capitalists, led to the venture capitalists’ favourable invest-
ment decisions (Batjargal and Liu 2004). The entrepreneurs’ political
networking had a positive effect on new venture performance (Li and
Zhang 2007). Nee and Opper (2012) found that the entrepreneurs in
their study used guanxi (or social) networks for control, collaboration
and mutual support.

Only a handful of studies focused on CEOs” human capital as reflected
in their personal attributes. One study focused on CEO hubris (Li and
Tang 2010) and found it to be related to risky investments in a sam-
ple of 2790 CEOs of diverse manufacturing firms in China. The results
are consistent with the literature in the West that CEO hubris, or over-
confidence, has negative or variable firm consequences (e.g. Hiller and
Hambrick 2005). The authors used an indirect measure of hubris by
comparing the CEOs’ subjective performance evaluation of their firms
over the previous six months compared to the objective return on sales
(ROS) total during the same period. In two studies of Chinese firm
CEOs, personal values and personality were the focal interests. One is
Fu et al.’s (2010) study that measured CEOs’ leadership behaviour and
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personal values, and investigated how they influenced middle managers’
organisational commitment and turnover intentions. The other is Ou
etal.’s (2014) study of CEOs’ personal attribute of humility and its influ-
ence on top management team (TMT) integration, the CEOs’ empower-
ing leadership, and middle managers’ responses. In general, research on
Chinese CEOs or top management team leadership is scanty.

We must admit that it is not an easy task to study CEOs, because
understanding their thought processes and behaviours requires origi-
nal data from them. These data are not readily available from archival
sources. CEOs are extremely busy people, and hence are not easy to con-
tact. To gain their co-operation to complete a survey or be interviewed
is particularly difficult. Hence using indirect measures of personal attri-
butes, such as the method used by Li and Tang (2010), is a practical alter-
native. This difliculty may explain the low number of studies on CEO
attributes or leadership. In this chapter, we focus on published studies
that have carried out a direct measurement of CEOs’ personal attributes
and behaviours to gain an understanding of their leadership attributes.
We do not claim to have carried out an exhaustive literature review, since
we focus only on the relatively large sample studies published in a few
leading scholarly journals and relevant Chinese leadership books. We aim
to develop some preliminary ideas on top leadership characteristics from
analysing these large-sample studies and then to use in-depth interview
data (which we report in Chaps. 3 to 15) to further explore and develop
insights into private firm’s top leadership. In the final chapter (Chap. 16),
we present the results of a thorough content analysis of the interview data
of the 13 exemplary founder/CEOs of Chinese private firms who took
part in our survey.

Below, we first provide a summary of the major focus and findings of
each study, in chronological order of publication date. Then we describe
an integration of the findings and derive four attributes that seem to
define the very top leaders of Chinese firms, especially those who founded
and led successful private enterprises.
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Large-Sample Empirical Studies of Chinese
CEO Leadership

In general, empirical research on China since the mid-1980s has con-
centrated on explaining the transformation of state-owned enterprises
(SOEs), the influence of traditional and modern culture on individuals,
multinationals in China, and human resource management issues (Tsui
etal. 2004). Only a handful of studies have focused on private firms—Iess
than 10 % of the several hundred studies reviewed by Li and Tsui (2002)
and Tsui et al. (2004). Jia et al. (2012) found the majority of the 259
articles using Chinese samples offered a very low degree of understanding
of China, because most studies analyse problems, use theories and adopt
concepts that are popular in the Western literature. Not surprisingly, there
is limited knowledge about Chinese management, especially executive
leadership. Even when a journal calls specifically for the analysis of busi-
ness leadership in the Chinese context, the results are disappointing. The
guest editors of a special issue of Management and Organization Review
conclude, “While we praise the theoretical contributions these papers
make, there continues to be a disconnection between the ... papers and
the Chinese context’ (Zhang et al. 2014: 210). Those scholars who accept
the premise of visible hands and strategic choice would agree that the
leadership of private firms might be an important key to understanding
the success of these organisations in turbulent times.

Our search of the literature resulted in eight empirical studies that
focused explicitly on the CEO, the top leader of the firm. However, not
all CEOs are leaders of private firms. Many are from a mix of private and
state firms, with a few foreign firms. Each of these eight studies involves a
sample size of at least 30 or more CEOs. Some studies involve lower-level
employees (e.g. top or middle managers) describing their CEOs. A few
studies report differences in the leadership style or approach in the different
types of firms, including SOEs (state-owned enterprises), POEs (privately
owned enterprises), and FOEs (foreign-owned enterprises). Only two stud-
ies focus exclusively on the CEOs of private firms (i.e. Li and Liang 2015;
Ou et al. 2014). We analysed these articles for the CEOs™ backgrounds,
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and their leadership behaviour, values, personality and thought processes
whenever available. As far as we could, we identified differences in the lead-
ership characteristics in POEs relative to those in SOEs and FOEs. Table
2.1 summarises the profiles of the CEO samples, the major findings of the
eight studies, and the findings relevant for executive leadership of POE:s.

In a study entitled ‘Let a Thousand Flowers Bloom: Variety of leader-
ship styles among Chinese CEOs’, Tsui et al. (2004) reported their obser-
vations on the variety of leadership styles found in two samples of top
executives. They discussed three main forces that might have influenced
the behaviours of firms’ leaders: Confucian values; communist ideologies;
and modern culture associated with economic reforms. These three forces
have co-evolved with the emergence of private entrepreneurial firms, the
entry of foreign-invested companies, and the reformation of state-owned
enterprises. The changing institutional environment combined with
younger employees endorsing values and expectations different from
those of their older counterparts suggest a context receptive to a variety
of leadership practices and behaviours. It was a period of experimentation
and learning. Leaders, like their firms, were learning as they progressed.
The authors used focus-group interviews and two large-sample surveys
(one with 446 managers and another with 1000 managers describing
their companies’ CEOs), and were able to identify six distinct leader-
ship behaviours. They are (1) being creative and taking risks; (2) relating
and communicating; (3) articulating vision; (4) showing benevolence;
(5) monitoring operations; and (6) being authoritative. The authors then
conducted a profile analysis (using a clustering procedure) and found the
six behaviours actually represented four different leadership styles. They
labelled these as advanced leadership (exhibiting high levels on all five
leadership behaviours and a lower level on being authoritative); progressing
leadership (medium level on the six behaviours); authoritative leadership
(high on authoritative behaviour but lower on other five behaviours); and
invisible leadership (low on all six behaviours). These four styles were rep-
licated in the second sample. Further analysis revealed that most of the
advanced leaders are CEOs in the POEs in both samples, and there were
no invisible leaders in POEs. These findings suggest a dynamic and active
leadership style in the owner-entrepreneurial firms. The invisible leader-
ship style may have its roots in Daoism, emphasising that the ‘superior
leader gets things done with little motion’ (Tsui et al. 2004: 17).
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There has been a long history of debate about the role of leadership for
organisational culture. Schein (1985, 1992) is a strong proponent of the
functional perspective of leadership. Leaders, especially founders, define
the core values of the organisation and shape the organisation’s culture, or
commonly accepted beliefs and values guiding decision-making through-
out the organisation. Other scholars, building on attribution theory
(Calder 1977; Meindl et al. 1985; Pfeffer 1977, 1981), argue that leaders
play a symbolic role in explaining, justifying and providing meaning to
decisions and outcomes of the organisation. Therefore followers attribute
both positive and negative outcomes to the leader. A third, contingency
perspective, points to the potential limits of the leader’s ability to change
or shape an organisation’s culture, suggesting conditions when leader-
ship behaviour and organisational culture may be decoupled. Employing
the contingency perspective, Tsui et al. (2006) aim to understand when
and why decoupling between CEO leadership behaviour and organisa-
tional culture may occur. The authors reasoned that, in China, CEOs in
state-owned and foreign-owned companies would have more constraints
on their discretion than would CEOs in the privately owned firms. In
other words, POE leaders have more discretion; therefore their behaviour
should have a more direct connection with the culture of the firm. The
authors conducted two large-sample survey studies using middle manag-
ers to describe their CEOs’ leadership behaviour and organisational cul-
ture (sample 1 has 542 firms, with one respondent per firm; and sample
2 has 152 firms with an average of seven respondents per firm). This
study also included an interview study of six firms. In general, the authors
found support for their predictions.

Specifically, the occurrence of decoupling between leadership behaviour
and organisational culture is more likely in state-owned and foreign-owned
firms than in privately owned firms. Conversely, coupling is more likely
in private firms than in state or foreign firms. The interview study fur-
ther revealed that CEOs can emphasise either performance enhancement
or institution building in shaping their organisation’s culture. The for-
mer focuses on maximising the firm’s short-term financial performance,
while the latter articulates values and puts in place systems and processes
important for the organisation’s long-term development. The authors also
found that the CEOs who emphasise short-term performance tend to be



58 A.S. Tsui et al.

younger professional managers with MBA degrees. Those who emphasise
the long-term development of the firm tend to be older, with less formal
education, and more mild-mannered. They remind us of the Taoist (the
word Dao is used in mainland China) or Confucian sage who led with a
high level of vision and a long-term perspective for the organisation.

Fu et al. (2010) began with the premise that effective CEOs tend to
engage in transformational leadership, characterised by vision, intellec-
tual stimulation, high expectations and role modelling. This leadership
approach motivates followers to go beyond their own self-interest and
to act for the good of the collective. Through transforming followers’
attention from the self to the collective, these leaders raise their followers’
commitment to the organisation. However, transformational leadership
implies an underlying value of self-transcendence by the leader him/her-
self; i.e. caring for others’ well-being is more important than caring for
one’s own interests. The authors point out that not all transformational
leaders have self-transcendent values, however; some leaders favour a high
level of self-enhancement. They theorise that CEOs’ values may either
enhance or attenuate the effect of the leaders’ transformational behav-
iours on followers. Self-enhancement values—focusing on the leaders’
own happiness—would attenuate the effect, whereas self-transcendent
values—focusing on happiness of others—would accentuate the effect of
CEO¢s’ transformational behaviours on the followers’ commitment. The
sample consisted of 177 top managers, 605 middle managers, and the
CEOs of 42 firms. About 20 % of the 42 CEOs were owners of private
firms, around 33 % were from state-owned firms, and 22 % from foreign
firms. The CEOs’ tenure was longer in private firms, and their firms were
younger than the other two types. Interestingly, the authors did not find
any difference in transformational behaviour or personal values among
CEOs of different types of firms, except that younger CEOs tended to
have a higher level of self-enhancement values than did older CEOs.

The results show that middle managers expressed the highest level
of commitment to the organisation when the CEOs’ transformational
behaviour is paired with a high level of self-transcendence value but a
low level of self-enhancement. Meanwhile, their commitment is lowest
when the CEOs’ transformational behaviour accompanies a high level of
self-enhancement and a low level of self-transcendence values. Further
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interviews with the CEOs provided insight into the nature of self-
transcendence. The leaders with self-enhancement values expressed their
life goals to be the pursuit of happiness in life, career success, honouring
ancestors, and self-fulfillment. The leaders with self-transcendence values
expressed life goals of attaining social justice, integrity, true love, giving
back to society, contributing to the development of society, and bringing
happiness and opportunities for the success of others.

These findings are consistent with the general notion that morality
in leaders is important in all cultures (House et al. 2004; Parsons and
Shils 1951), and that one should practise what one preaches. While the
authors did not conduct separate analyses of leadership behaviour and
personal values in the private firms, nor compare them to those in other
types of firms, there is no reason to expect that self-transcendence values,
and congruence between internal values and external behaviour, would
not be equally important for the leadership of private firms.

The importance of moral character also appears in an interview study
by Zhang et al. (2008). They interviewed 35 CEOs, nine from SOEs
(26 % of the sample) and 26 from POEs (74 %). Through content analy-
sis of the 35 interviews, with each lasting 60 to 150 minutes, the authors
identified seven management notions (a term similar in meaning to phi-
losophy): sincerity, pursuit of excellence, social responsibility, harmony is
precious, the Golden Mean, specialisation, and scientific management.

The most frequently mentioned notion is sincerity (by 66 % of the
interviewees). It means honesty and honouring promises made. It
includes honesty, trustworthiness and self-discipline. A private-firm
CEO reported that being honest allowed him to be credible and gain
support from others who trusted him. The second most frequently
mentioned notion is pursuit of excellence, by 60 % of the interviewees.
This means providing customers with the best products and services. It
also means achieving the best performance and sustain continuous devel-
opment. Several private-firm leaders said they were dedicated to building
a ‘centennial enterprise.” Others aspired to change the perception that
there was no ‘excellent brand in China’ (Zhang et al. 2008: 245). Social
responsibility was mentioned by 46 % of the interviewees. It refers to
a firm being beneficial for both its stakeholders and society as a whole.
It is the duty of business leaders to develop the nation and bring stability
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to the country, in addition to providing jobs and offering valuable prod-
ucts and services. The company should take care of its employees, share-
holders and other stakeholders, and to share profits with all of them. An
entrepreneur from a private company said, ‘I do not consider my firm
as a money-making machine but as a carrier which can push the society
forward’ (Zhang et al. 2008: 247).

Harmony is precious was mentioned by 37 % of the interviewees. It refers
to maintaining harmony both inside and outside the company, and includes
being kind and co-operative. The interviewees gave examples of not laying
off employees during restructuring, or even when company performance
was not satisfactory. Some leaders even developed harmonious relation-
ships with their customers, believing that harmony can bring wealth.

Each of the next three notions received a mention by 31 % of the
interviewees. The Confucian idea of the Golden Mean means maintain-
ing balance and everything in moderation, as expressed by one leader as
‘going beyond is as bad as falling short’ (Zhang et al. 2008: 250). Being
flexible, maintaining stability and maintaining steady development are
the essence of taking the middle way. Specialisation refers to professionali-
sation, competence and being principled. Scientific management includes
standardisation, institutionalisation and transparency. It involves devel-
oping rules, regulations and standards to replace personal relationships in
task assignment and management.

The interviews further revealed that both Chinese culture and Western
management theories influenced their thinking. The former were respon-
sible for the notions of harmony, Golden Mean, and social responsibil-
ity while the latter might have influenced the notions of specialisation
and scientific management. Sincerity might have the influence of both
Chinese tradition and Western thought. About half of the leaders also
said that traditional Chinese thoughts inspired them to develop strate-
gies, while Western management theory influenced them in identifying
tactics. As a group, they placed a great emphasis on learning. The learning
came from more formal executive programmes in management schools
as well as from reflecting on observation, reading and conversing. One
executive kept a diary of all his learning and his notebook contained
more than 500 million words. This interview study provided valuable
insights that could not be obtained from survey studies.
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Wang et al. (2011), using a structured survey format, explored the links
between CEO leadership behaviours (the same six behaviours reported in
the Tsui et al. 2004 study), employee (middle manager) attitudes (organ-
isational commitment, perceived support from the supervisor, perceived
fairness in outcome distribution and the fairness of process in manage-
rial decision-making), and firm performance (evaluated subjectively).
The authors grouped the six leadership behaviours into task-focused
(articulating a vision, being creative and taking risks, and monitoring
operations) and relationship-focused (relating and communicating,
showing benevolence, and being authoritative). They hypothesised that
relationship-focused leadership behaviour would influence firm perfor-
mance by creating positive employee attitudes, while the task-focused
leadership behaviour would influence the firm’s performance directly.
The hypotheses were tested on a matched sample of 739 middle manag-
ers and their supervisors (top managers) in 125 firms. Results support the
hypotheses.

This study did not report information on the ownership type of the
firms surveyed. As leaders of small entrepreneurial firms in the emerging
economic context of China, the founder/CEO may need to attend to
both task and people issues. Even though attention to tasks, necessary
for survival in a highly inhospitable and uncertain environment, may be
overwhelming, the emphasis on relationships as grounded in Confucian
culture is likely to be equally salient in the minds of the Chinese business
leaders.

Ou et al. (2014) focused on private firms and examined the concept of
humility among the private-firm CEOs. They traced the process through
which CEO humility may influence the degree of integration among
members of the top management team (TMT) and further influence
positive responses from the middle manager in terms of work engage-
ment, commitment to the firm, and job performance. By using three dif-
ferent samples, the authors developed a measure of humility comprising
six components: (1) self-awareness; (2) openness to feedback; (3) appre-
ciation of others; (4) low self-focus; (5) self-transcendent pursuit; and (6)
transcendent self-concept. While the existing literature has focused on
behavioural manifestations (e.g. Owens 2009), i.e. the first three of the
six dimensions, this study expanded the humility idea for the top leader
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of the firm by adding three cognitive and motivational dimensions that
emphasise low self-focus and high transcendent self-concept, the fourth
to the sixth dimensions in Ou et al.’s (2014) measurement. The authors
hypothesised that humble CEOs (those high on all six dimensions rela-
tive to others who are average on all, or those high on some but low on
others, as well as those who are low on all dimensions) would engage
in empowering leadership behaviours (those that enhance the mean-
ingfulness of work, fostering participative decision-making, expressing
confidence in followers, and providing autonomy). These empowering
behaviours would in turn encourage the TMT members to engage in col-
laborative behaviours, joint decision-making, open information sharing,
and developing and supporting a shared vision. Such a highly integrated
TMT would then lead with a similar orientation and convey similar
expectations to the middle managers. The middle managers would then
in turn receive consistent messages from their leaders (the top managers)
and would perceive that the organisation emphasises information shar-
ing, autonomy and self-management, all behavioural norms consistent
with empowering organisational climates. The end result of this process
that begins with CEO humility is the elicitation of positive responses
from middle managers.

To test this hypothesis, the authors gathered survey data from 328
TMT members and 645 middle managers in 63 private companies in
China at two different times three months apart. The survey results pro-
vide support for the hypothesis. The authors also conducted interviews
with 51 CEOs, who provided additional insights into the meaning of
humility and the differences between those with high and low humility.
Specifically, high and low humility differed most on transcendent self-
concept. Those who have high humility expressed openness to feedback,
appreciation of others, willingness to acknowledge their weaknesses, and
belief that mankind exists within the constraints of a larger force. As one
humble CEO said when interviewed, ‘I believe that man proposes and
nature disposes’ (Ou et al. 2014: 57).

The authors did not explain these findings as being unique to Chinese
culture, as some Western scholars (e.g. Collins 2001) have also observed
humility among CEOs of some very successful American organisations.
On the other hand, successful leaders in the Western culture, especially
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those at the helm, are often described as dynamic, outgoing, flamboy-
ant, and with an extreme air of confidence. The image of humbleness,
especially the acknowledgement of weaknesses and one’s smallness
within a large universe, does not seem to fit the stereotype of a successful
CEO. The confirmation of the humility effect in this study might mean
that it may be an important personality trait for executive leaders in the
Chinese context. After all, humility is a core idea in Daoism.

The study by Song et al. (2014) also focused on how CEOs transmit
their influence on middle managers through their top managers. This
study analyses the leadership of both the CEO and the top managers, and
how each relates to the performance of the middle managers. The authors
reasoned that middle managers (at two levels below the CEO) would be
influenced by the leadership styles of both the CEO and the middle man-
agers’ immediate supervisor (the top manager as the team leader). These
supervisors may play a buffering role in softening the strong leadership
style of the CEO. When the CEO has a highly caring leadership style
(with an emphasis on well-being concern being extended to the employ-
ees families), middle managers would perform well without the need
for a high level of support from their immediate supervisors. When the
CEO has a task-focused style (emphasis on efliciency, operational con-
trol, innovation, experimentation, long-term development of the firm)
or an authoritative style (emphasis on concentration of power, unilateral
decision-making), middle managers would benefit from the supportive-
ness of their immediate supervisors. In other words, middle managers are
subject to the influence of both the CEO as a distant leader and the top
manager as their immediate supervisor.

The sample consisted of 608 middle managers and 140 of the direct
supervisors (top managers) in 40 companies. The top managers described
the leadership style of the CEO, and the middle managers described the
supportive behaviour of the top managers. Results show that the middle
managers performance is lowest when there is a non-caring or authorita-
tive CEO plus a non-supportive supervisor. Middle manager performance
is high when a highly authoritative or a highly task-focused CEO is paired
with a supportive supervisor. The most important finding of this study is
that neither CEO leadership style nor the supportiveness of the immedi-
ate supervisor has a direct effect on middle manager performance. It is the
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combination of the two that can enhance or depress the middle managers’
performance. Supportive supervisors are important in the absence of a car-
ing CEQO, and in the presence of an authoritative and strong performance-
oriented CEO.

This study offers insight into the nature and influence of CEO leader-
ship in the context of the work environment of middle managers. This
insight is especially important for understanding the executive leadership
of private enterprises, which tend to be smaller and with fewer hierar-
chies. The CEOs tend to focus on both strategies and operations, and on
both task and people issues, a form of dual-focus or paradoxical leader-
ship behaviour described by Zhang et al. (2015). These CEOs would
have frequent contact with the middle managers who serve as the key
implementers of strategic and operational decisions. The findings of this
study also imply that, in order to motivate middle managers to achieve
high performance, CEOs need to show all three leadership behaviours:
extended care for employees, an authoritative manner, and performance-
focused with visionary, strategic and operational control. However, the
effect of the latter two would be realised only in the presence of a sup-
portive immediate supervisor.

As discussed in Chap. 1, in recent years, increasing numbers of success-
ful private-firm entrepreneurs hold (part-time) representational appoint-
ments in political councils such as the People’s Congress (PC) or People’s
Political Consultative Conference (PPCC), at both the national and pro-
vincial levels. However, past research has suggested that the main purpose
of entrepreneurs making political connections is to obtain resources that
could not otherwise be obtained to maintain their business. When they
become successful, there is a decreasing need to rely on political connec-
tions (Luo et al. 2012). From records of private firms publicly listed on
the two stock exchanges in China, Li and Liang (2015) observed that
many successful entrepreneurs are actually members of political com-
mittees such as the PC or PPCC. Intrigued by this observation, the
authors sought to understand the complex motivations of successful
entrepreneurs for joining political councils. They proposed a Confucian
social model of role transition to explain the pursuit and attainment of
political appointments by successful private entrepreneurs. According to
Confucian teaching, a great man progresses through life in four stages,
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and each stage involves specific roles and responsibilities. The first stage
is to cultivate self (develop self-discipline); the second is to regulate a
family (develop harmony); the third is to order national life (develop
a successful career); and the last is to bring world peace (contribute to
progress in society). This is a prescriptive model in that not all people
would go through all four stages, especially the final stage. Li and Liang
(2015) considered two types of motives that distinguish those who would
advance to the fourth stage and accept its role from those who would not:
a pro-self and a pro-social motive for seeking political connections. The
former focuses on bringing benefits to themselves (and their firms), while
the latter focuses on achieving benefits for society as a whole (industry,
community, nation). They hypothesised that successful entrepreneurs
would be less likely to seek or attain political appointments when they
had a high level of pro-self motive, but more likely when they have a high
level of pro-social motive. In other words, only those entrepreneurs with
a high level of pro-social motive would advance to the fourth stage and
become a sage.

The authors conducted a cross-sectional survey of 166 private-firm
CEOs/chairpersons and a longitudinal archival study of 1323 Chinese
publicly listed private firms using publicly available data from 2006 to
2012. The findings support the hypotheses, offering insights into how
Confucian cultural values may explain the dynamics between business
success and political appointments of private entrepreneurs in China.

In summary, the eight studies provide some insights into the leadership
behaviours and attributes of Chinese CEOs, though not all are from the
private sector. Two of the eight studies have 100 % private entrepreneurs
(Li and Liang 2015; Ou et al. 2014); and three studies have 74 % (Zhang
et al. 2008), 30 % (Tsui et al. 2006) and 19 % (Fu et al. 2010), respec-
tively. Three studies (Song et al. 2014; Tsui et al. 2004; Wang et al. 2011)
did not report a breakdown of ownership type in the samples. The eight
studies involved a total of about 3068 CEOs. The five studies that reported
ownership type involve a total of 2323 CEOs. Among them, there were
1793 private entrepreneurs (77 % of 2323). Based on these numbers,
we assumed that the findings would describe private-firm leadership to
some extent. However, the descriptions of Chinese leadership were also
influenced by the theories and methods used. Many of the eight studies
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were hypothesis testing, guided by Western theories. Four studies explic-
itly explored the ‘indigenous’ nature of Chinese leadership (Li and Liang
2015; Tsui etal. 2004; Tsui etal. 2006; Zhang etal. 2008). One study drew
on Confucianism to develop an indigenous hypothesis (e.g. Li and Liang
2015), and another discussed the deep influence of Confucianism on
the management thoughts of modern entrepreneurs (Zhang et al. 2008).
One study discovered the influence of Daoism reflected in the ‘invisible
leadership’ approach (Tsui et al. 2004).

A glaring omission from the studies of top leaders is the idea of pater-
nalistic leadership, which was found to be highly descriptive of Chinese
entrepreneurs in overseas Chinese family businesses, mainly in Southeast
Asia, Hong Kong and Taiwan (Farh and Cheng 2000; Redding 1990;
Westwood 1997). Paternalistic leadership combines strong authoritarian-
ism with fatherly benevolence and moral integrity. Some recent empiri-
cal studies on Chinese paternalistic leadership (Chen et al. 2015; Wu
etal. 2012) found authoritarianism to be negative while benevolence and
morality were positively related to a variety of employee outcomes. The
studies used TMT and other lower-level supervisors. However, two stud-
ies in our review (Song et al. 2014; Tsui et al. 2004), using CEO samples,
confirmed the presence of authoritative behaviour and its negative effects
on followers.

The studies we reviewed focused primarily on the leaders’ behaviours,
personality and values. Most studies identified multiple leadership behav-
iours (e.g. Tsuietal. 2004; Tsuietal. 2006; Wangetal. 2011), multiple styles
(Tsuietal.2004), or multiple managementphilosophies (Zhangetal.2008).
These findings are consistent with the proposal by Chen and Lee (2008)
that the pluralistic challenges of the Chinese context ‘call for the mul-
tiple and divergent perspectives and approaches’ that are revealed in their
book. Therefore they recommend an eclectic and holistic approach to the
study and practice of leadership. We support their view by contributing
to the holistic understanding of Chinese private-firm leadership by iden-
tifying important personal attributes.

Our observation and synthesis of the published work, and the context
in which the private entrepreneurs had to operate, led to the identifi-
cation of four personal attributes that might be particularly descriptive
of private-firm leaders. During economic reform, both state and private
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firms underwent dramatic changes. However, as we explained in Chap. 1,
government policies still favour state firms. Many state enterprises are still
very bureaucratic (Schlevogt 2002; Weihrich 1990), and the government
may have a direct interest in appointing more bureaucratic CEOs (Bryson
et al. 2012), even though there are exceptions. What we discovered and
propose may also describe some state-firm leaders, but in general we focus
our synthesis with a keen eye on the private-firm leaders who had to over-
come extraordinarily challenging conditions.

Identifying Personal Attributes of Private-Firm
Leaders

Combining what we learned from the eight survey studies, and informa-
tion about the developmental path of the private-sector entrepreneurs,
we inductively derived several unique personal characteristics. First, these
leaders appear to be able to deal with two opposing forces or contradictory
requirements simultaneously. They may pay attention to both people and
task issues (Song et al. 2014; Wang et al. 2011); short-term performance
and long-term development (Tsui et al. 2006); and self-interest and col-
lective needs (Fu et al. 2010; Li and Liang 2015; Ou et al. 2014; Song
et al. 2014). This dual focus reflects the Chinese contemporary setting,
which has a deep traditional culture of primarily Confucianism and sec-
ondarily Daoism. Confucianism emphasises social roles, the importance
of family and relationships, and the authority and responsibility of those
at higher levels in society (Li and Liang 2015), along with modern values
of professionalism, efliciency, control and creativity (Song et al. 2014;
Tsui et al. 2004). This dual -focus also reflects the paradoxical or dialectic
thinking that is deeply rooted in both Confucianism and Daoism (Ma
and Tsui 2015). Zhang et al. (2015), in a study of lower-level supervisors,
observed that Chinese leaders often face contradictory demands and fre-
quently behave in a seemingly paradoxical manner. The authors proposed
a multidimensional concept of paradoxical leadership with five dimen-
sions: combining self-centeredness with other-centeredness; maintaining
both distance and closeness with subordinates; treating subordinates uni-
formly while allowing individuality; enforcing work requirements while
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allowing flexibility; and maintaining decision control while allowing
autonomy. Using five samples, they developed a valid measure for this
construct. With a different sample of 76 first-level supervisors and 516
subordinates from six firms, they tested the hypothesis that relates para-
doxical leadership to a set of antecedents and consequences. They found
that supervisors’ holistic thinking and integrative complexity cognition
relate positively to paradoxical leader behaviours, which in turn are asso-
ciated with subordinate proficiency, adaptivity and proactivity. In other
words, effective leaders maintain a dual focus when they deal with con-
tradictory and seemingly incompatible people, tasks, and firm and envi-
ronmental issues. The survey studies do not provide direct evidence, but
are suggestive of such characteristics among successful Chinese leaders,
especially the private entrepreneurs, since they operate in a highly com-
plex, dynamic and uncertain institutional environment that is a blend of
both traditionality and modernity.

Several studies point to the leader’s orientation towards the common
good over and beyond the success and survival of their enterprises. Ou
et al. (2014) described humble CEOs who have a self-transcendent con-
cept; they believe in the existence of something greater than the self in
the universe. Not everything is within their control: man proposes and
heaven disposes. Along the same lines, they recognise and acknowledge
that they are not omnipotent, having both strengths and limitations, just
as others do. So they appreciate the strength of others as much as they
recognise their own weaknesses. Li and Liang (2015) describe the CEOs
who accept the Confucian teaching of caring for society after they have
completed their own self-development, and have attained success in their
businesses and careers. These CEOs are similar to those with a high level
of humility who have a self-transcendent concept. They consider giving
back to society and making the world a better place to be a duty after they
have achieved their personal success. This reflects their gratitude towards
the invisible force and identifies their success as being a gift rather than
an entitlement. Similarly, about half of the CEOs in the Zhang et al.
study (Zhang et al. 2008: 246) considered it their duty ‘to reciprocate
contributions by employees and society’ and ‘sharing can bring more
happiness than keeping all for oneself.” To them, a company should be
a good citizen in society. In the Fu et al. (2010) study, the CEOs were
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asked about the most important things in life for them. Those with a
high level of self-transcendence values responded with these statements:
‘have a high level of integrity, social justice, and true love’, ‘take care of
people and give back to society’, and ‘be good to society and be good
to myself’ (Fu et al. 2010: 246). These executives seem to understand
and accept the golden rule, important in all religions, ‘One should treat
others as one would like others to treat oneself.” Similarly, they seem to
accept implicitly the second Commandment in the Christian religion:
‘love your neighbour as yourself” by expressing a desire to take care of
society and self at the same time. Similar ideas can be found in Daoism.
The word ‘Dao’ (i&)refers to a mystery that cannot be expressed explic-
itly. Essentially, it means ‘true, authentic, unchangeable laws ruling all
things’ (Ma and Tsui 2015). These are not human laws, but laws from an
unnameable divine force. All people, including leaders, must follow the
Dao’s guidance. As summarised in Ma and Tsui (2015: 15):

The leader must follow the Dao, do good to all, pursue whatever the
people want, avoid competition with followers, be pure and innocent as
babies, refuse to pursue material goods, high salaries, praise, reputation,
or fame. If leaders are humble and sincerely listen to others” ideas, their
followers will tend to listen to the leaders. In this sense, strong and effec-
tive leaders embrace self-transcendence and self-sacrifice rather than self-
enhancement (Fu et al. 2010; Li and Liang 2015).

Given the underlying assumption of the existence of a larger force that
is looking after humanity and one’s duty to show gratitude for one’s for-
tune, we call this characteristic a divinity belief.

One trait is evident based on our discussion in Chap. 1, rather than
coming from any of the eight published studies. Private entrepreneurs
operate in an extremely inhospitable institutional environment. To suc-
ceed in this very difficult terrain, entrepreneurs must have determination.
Entrepreneurship in the early years of Chinese economic reform was not
for the fainthearted. It takes courage, perseverance, patience and an inde-
structible attitude to manoeuvre around the immensely difficult institu-
tional setting. Overall, determination is probably the primary defining
characteristic of the entrepreneurs who were able to overcome seemingly
insurmountable obstacles in their entrepreneurial journey.
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In addition to the three characteristics described above, we also derive
a fourth based on our integrative analysis of the situational constraints
and the enormity of the success achieved by the private-firm leaders in
the 35 years of reform in China. We suggest that the leaders must have a
high degree of discipline to accomplish such apparently impossible feats.
Discipline refers to a form of self-control and control of others through
establishing and following a set of rules or order. Because the institutional
environment and the market are undisciplined, in that there are no trans-
parent and consistently enforced rules, so the private-firm leaders must
be disciplined to avoid swaying in the wind like a weak tree. They must
develop aset of rules to guide the people in their firms and to ensure predict-
able behaviours. This disciplined approach to leadership is also necessary
to ensure reliability and dependability in their interactions with suppliers
and customers, or even government officials. Tsui et al. (2004) discovered
that private firms (POEs) have more advanced leaders who demonstrate a
high level of performance on five of the six leadership behaviours. These
authors also found that such leaders pay attention to developing and insti-
tutionalising systems and processes for the development of an organisa-
tional culture aimed at a sustainable future (Tsui et al. 2006). Leaders who
have discipline make sure that their actions are consistent with their beliefs
or internal values, as the study of Fu et al. (2010) has shown. Their task-
focus includes control over the business conditions of the organisations,
the close monitoring of operations, strict requirements for quality and effi-
ciency, the clear communication of a vision for the future of the firm, and
paying attention to the long-term planning of the company (Song et al.
2014). Three of the seven philosophical notions discovered by Zhang et al.
(2008) relate to this idea of discipline: specialisation, scientific manage-
ment and pursuit of excellence. All in all, through discipline, the leaders
provide the structure, rules and standards to guide their own decisions
and the actions of their employees. These companies usually have a rigor-
ous orientation and socialisation process during which new employees are
taught the company’s rules and are tested on them. Their employment
continues only when they have shown a clear understanding and strong
commitment to the disciplined way of doing their work. Such companies
are strong on standardisation and formalisation, measurement, control,
systematic evaluation, and a high level of professionalisation.
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Determination

(persistence, patience,
commitment)

Private Firm
Divinity-Belief  Leadership in

(transcendence, China
gratitude, golden rule)

Fig. 2.1 Four defining characteristics of successful Chinese private firm leaders

Figure 2.1 is a graphical portrayal of the four defining characteristics
of successful Chinese leaders, especially of the private-firm entrepreneurs.

Seeking In-depth Understanding
of Leadership—From the CEOs’ Own Words

Based on a limited number of large-sample survey studies, and integrating
our analysis of the development of private firms within China’s institu-
tional environment (which was extremely difficult in the early years and
remains challenging today), we have derived four key characteristics of
these entrepreneurs. These ideas are tentative, and further insights and
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verification are necessary. Large surveys cannot provide an in-depth
understanding of the unique background of each leader and cannot delve
into their inner thoughts. We therefore used in-depth, semi-structured
interviews with a group of founders of successful private firms to gain
this understanding. Our interview sample included 13 firms in different
industries, founded at different times in the phases of Chinese economic
reform: six of them (i.e. Lenovo, Vanke, Wahaha, China Merchants Bank,
Li-Ning Company and Neusoft) were founded before 1992, during the
first phase of emergence (see Chap. 1 for the evolutionary stages of China’s
private enterprises); six (i.e. Fosun, HC360, Tecsun, Vantone, Taikang and
Alibaba) were founded between 1992 and 2001, during the second phase
of rapid growth; and only one (i.e. Kidswant) was founded after 2001, in
the third phase of adjustment. A summary of the companies studied and
their leaders, along with other key information regarding the interview
date, interviewers and core themes can be found in Table 2.2. How the
exemplary entrepreneurs and leaders were identified, and the qualifica-
tions of the interviewers are detailed in Appendix 2.1. Information on the
interview protocol and process is shown in Appendix 2.2.

As in many other under-explored management topics, qualitative
methodology appears advantageous to explore phenomena that are
ambiguous in nature. With the above four leadership attributes as a start-
ing point, we use a qualitative exploration approach to analyse the words
and thought patterns of the natives—the Chinese private firm founders/
entrepreneurs/leaders. Since the four attributes were derived inductively
by synthesising studies conducted in China and the context surrounding
these leaders, we were not influenced pre-conceptually by pre-existing
leadership frameworks and existing (Western) literature (Tsui 2006; Yin
2013). This is especially appropriate when the studied phenomenon calls
for ‘inside-out’ analysis (Tsui 2006). We engaged in an inductive analysis
of the interview data in two ways. The first was an ‘attribute content anal-
ysis’ guided by the preliminary set of four traits. The second is a ‘thematic
content analysis’ which employed an open and data-driven coding proce-
dure based on the subdivision of industrial enterprises (Boyatzis 1998).
The detailed description of the two content analyses is presented in the
Appendix of Chap. 16.
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In the next thirteen chapters, we present the text of the interviews
with each leader as showed in Table 2.2, following a standard format. We
use a semi-structured interview format. This provided a standard set of
information while allowing for differences to emerge for different leaders.
We have retained the original words of the leaders as much as possible,
subject to minor editorial clarification and polishing. In the final chapter
(Chap. 16), we present the results of the attribute and thematic content
analyses and offer a revised and expanded model of private leadership at
both the individual and organisational level.

Appendix 2.1

Identifying Exemplary Entrepreneurs/Leaders and the Qualifications of the

Interviewers.

Exemplary leaders are referred to as those who have not only
achieved high performance and successful business outcomes with their
enterprises, but also are highly active in Chinese society and who have
been recognised for their social impact beyond the economic contribu-
tion of their enterprises. We therefore used several criteria in selecting
interviewees. The first criterion is that the company must have demon-
strated a strong financial performance and be well respected by peers
and the general public. Second, the founder/CEO has demonstrated
strong leadership, strong social responsibility, and is often considered
to be a role model for other business leaders. Based on these criteria, we
developed a list of qualified leaders and succeeded in gaining an agree-
ment to be interviewed from 13 entrepreneurs/leaders. All of them are
founders of their enterprises. We interviewed the 13 leaders between
2011 and 2014.

Not only did the selection of interviewees need to be filtered judi-
ciously, but also the qualifications of those who participated in the inter-
view process as interlocutors and interviewers was highly demanding.
Stening and Zhang (2007) note that a researcher’s cultural background
may potentially bias the study; therefore, the participation of local
researchers is desirable (Tsui et al. 2007) to fully capture insights and
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follow the flow of communication and knowledge exchange. Given the
knowledge intensity of each interviewee in his area of expertise, inter-
viewers engaged in a thorough preparation with careful thought given to
the development of specific company questions, and familiarity with the
background of both the company and the leader/interviewee. To man-
age the interview process tactfully and fully explore the leaders’ insights
in a short interview time, only experienced and well-prepared research-
ers were engaged in conducting the interviews. In this way, culturally
sensitive researchers could contribute to the conversation with their
local knowledge, both cultural and contextual, to enhance the knowl-
edge exploration process in the interviews. Eight management scholars
familiar with the Chinese background as well as fluency in the Chinese
language conducted these interviews. They include Professors Xiao-Ping
Chen (University of Washington), Pingping Fu (Chinese University of
Hong Kong), Qing Qu (Tsinghua University), Jiwen Song (Renmin
University of China), Anne Tsui (Arizona State University), Katherine
Xin (China European International Business School), Jianjun Zhang
(Peking University), and Weiying Zhang (Peking University).

Appendix 2.2
The Interview Protocol and Interview Process.

The purposes of the interview can be broadly divided into three areas.
First, similar to the Zhang et al. (2008) study, we wanted to learn about
the interviewees’ management philosophy and the significant life experi-
ences that had shaped that philosophy. Beyond this, we wanted to find
out about any significant events they had encountered during the pro-
cess of building the business. Third, we wanted to learn about the best
leadership and management practices that led their companies to success,
and the most important advice they would give to future entrepreneurs.

We prepared an interview guide, including an introduction to the pur-
pose of the interview, a statement of confidentiality, and a list of questions
to be discussed. We used six standard questions with all the interviewees.
These are:
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1. How would you describe your management philosophy, management
perspective, and management style?

2. What were the significant life experiences that shaped your manage-
ment philosophy, perspective and style?

3. What were the main challenges you encountered during your role
change from founder to CEO to Chairman of the company?

4. When do you handle problems by yourself? When do you let others
make decisions?

5. During the many years of running this company, you must have
encountered many situations that involve conflict between maintain-
ing interpersonal harmony and making a rational choice for the busi-
ness. How did you make the decisions you chose, and why?

6. What is the most important piece of advice you would give to future
entrepreneurs and CEOs?

For each company, we added a few additional questions specific to
the leader and the company. These questions were intended to capture
the company’s or the leader’s unique historical background, unique man-
agement practices, and other extraordinary elements. Sample questions
include:

* (To Jack Ma) You are one of the founders who emphasises the building
of a corporate culture. In your mind, what is an ideal culture for
Alibaba? How did you initiate and maintain such culture? Please pro-
vide a few examples.

* (To Weihua Ma) The slogan of China Merchants Bank is ‘Change
with your need’, emphasising your care for customers. In today’s inter-
net era, what is most needed by customers? What can banks do to
build a loyal customer group?

* (To Dongsheng Chen) You once said, “The first imitator is the innova-
tor in China.” When you started Taikang Life, which were the compa-
nies you imitated? After more than a decade of development, compared
to these companies, how would you evaluate the similarity between
Taikang Life and these model companies?

* (To Shi Wang) You have said that Vanke values ‘simplicity instead of

complexity; transparency instead of opaqueness; standardisation
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instead of particularism; and responsibility instead of abuse of power.’
Please describe how these values are implemented in the daily manage-
ment practices of your company.

We sent the questions to the interviewees about a week ahead of the
scheduled interview. The interviews were carried out in a variety of set-
tings: some were in the interviewee’s office, some were in hotel conference
rooms, and in two cases it was via a telephone. A confidentiality statement
was supplied at the beginning of the interviews to encourage candid and
open discussion. We also sought permission to audiotape the interviews,
and no interviewee declined. All interviews were conducted in the local
language, Chinese, and each interview took around two hours or more.
We followed a semi-structured format during the interview process but
without strictly following the order to allow for flexibility, to enhance
the connection with the interviewees, and to ensure fluid communica-
tion during the process. We made sure that all the questions had been
discussed before the interview ended. As can be seen from the interview
texts in Chaps. 3 to 15, the specific questions asked in each interview
varied somewhat. This was as a result of the open-ended and dynamic
nature of each case.

Further, to avoid self-serving bias, and in particular to ensure that what
the respondents said during their interviews was translated into actual
practice within their firms, we also triangulated their statements in sev-
eral ways. We asked the interviewees to provide critical events or specific
examples on the statements. We collected second-hand company infor-
mation and stories, and verified with the interviewees the events that
had occurred. Finally, after the interviews, we checked public informa-
tion sources if we had any doubts about the authenticity of information
provided by the interviewees. Since these are all well-known companies,
there is a good deal of public information available about them.

We transcribed the audiotaped interviews and sent copies of the final
versions of the interview transcripts to the interviewees for review. We
obtained additional company or CEOs’ biographical information as well
as photographs at this point, and contacted the interviewees if any fur-
ther clarification was needed. We sought the interviewees’ approval of the
final versions of the transcripts to ensure the accuracy of the transcription
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and any necessary revision of their statements. We shared these interviews
with members of the International Association for Chinese Management
Research (IACMR), a scholarly association dedicated to the advance-
ment of Chinese management research among global scholars. The final
report of these interviews was published in both English and Chinese in
Chinese Management Insights (CMI), an online bilingual magazine of
the IACMR. The interviews presented in Chaps. 3 to 15 of this book are
further edited versions of the CMI reports, with additional information
on the backgrounds of both companies and leaders.
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Building a Company with Teamwork
and Co-operation, Diversity and Unity

Interview with Fosun Group Vice Chairman
and CEO Xinjun Liang

The interview was conducted by: Xiao-Ping Chen, University of Washington.

Fosun Group'

Founded in 1992, the Fosun Group is a classic story of success following
China’s reform and opening-up. Moreover, the Fosun Group is becom-
ing a representative model for Chinese home and global investments
by actively implementing an investment model ‘Combining China’s
Growth Momentum with Global Resources.” In recent years, Fosun has
put great effort into internationalisation and global investments. The
most recent investments include the 2015 acquisition of the French Club
Méditerranée SA (Club Med) and a strategic alliance with British tour
operator, the Thomas Cook Group.

Listed on the main board of the Hong Kong Stock Exchange since 16 July
2007, Fosun’s development model comprises four growth engines: insurance,
industrial operations, investments and asset management. The company has

!This section is based on information from the company website (Fosun 2015a), Fosun Group
(Fosun 2014), 2014 Annual Report (Fosun 2015b), and IACMR’s Chinese Management Insights
publication on Fosun in June 2013.
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transformed itself into an insurance-oriented investment group, with a view to
implementing its philosophy of value investment effectively. These efforts have
established Fosun as a premium investment group with a focus on China’s
growth momentum.” Currently, Fosun invests mainly in sectors that would
benefit significantly from the growth in China’s domestic demand, such as con-
sumption and consumption upgrade, financial services, resources and energy,
and manufacturing upgrade, with a view to participating in China’s rapid eco-
nomic development.

Fosun’s investment philosophy is to maintain a strong base in China
and invest in the country’s fundamental growth. It taps proactively into
investment opportunities arising from China’s economic transformation,
with a focus on domestic demand as well as on China’s urbanisation and
industrialisation. Fosun also seeks to capitalise on structural changes in
the global economy, implementing its unique investment model of ‘com-
bining China’s growth momentum with global resources’” and reinforcing
its position as China’s global expert constantly creating value for society
and shareholders alike.

In practice, Fosun unremittingly identifies and captures investment
opportunities while benefiting from China’s growth, improving manage-
ment, enhancing investor value, and establishing a multichannel financ-
ing system to access quality capital. With the value chain based on these
three core competencies and a group of entrepreneurs endorsing its cor-
porate culture, Fosun has laid a solid foundation for continuous and
rapid growth.

Twenty-year-old Fosun, in gratitude for the support the company has
received, shares the fruitful results of its economic development with its
staff, partners, communities and society in general. Meanwhile, Fosun
also works actively to improve China’s business and natural environ-
ments to support the rejuvenation of the Chinese economy and culture.
In 2014, Fosun International Limited (listed on the Hong Kong Stock
Exchange) earned a revenue of 61.74 billion RMB with an after-tax
profit of 9.59 billion RMB, extending its markets to the USA, the UK,
Japan, Israel, Italy, France, Greece and Malaysia. *Going overseas’ and
seeking all kinds of investment opportunities has become the keyword
of Fosun for its internationalisation strategy. For example, it purchased
a 20 % stake in the American insurer Ironshore Inc. in August 201, for



3 Building a Company with Teamwork and Co-operation... 87

464 million USD, expanding its insurance business into the European
and American markets. Two months later, Fosun International bought
One Chase Manhattan Plaza for 725 million RMB from ].P. Morgan
Chase & Co.

In July 2014, Fosun International Ltd. completed this batch of invest-
ments by taking a 20 % stake in the famous Spanish ham- and wine-
producing Osborne Group, and taking a seat on the board of directors
of the Osborne Group. In the same month, Fidelidade, an affiliated
and indirect holding company of Fosun, bought a 23.16 % share of the
equity stake of Tom Tailor, a German clothing company, through which
it gained access to the German consumer market.

A few months later, in October 2014, Fosun International announced
the purchase of a 51 % equity stake in the hospital operator Espirito Santo
Saude SGPS SA from Rioforte Investments SA for 244 million EUR. And
one month later, Transcendent Resources, a Fosun International’s wholly
owned affiliated company, completed the acquisition of a 92.6 % stake
in Rock Oil Co. Ltd., a leading Australian upstream oil and gas company.

Vice Chairman and CEO: Xinjun Liang?

Born in 1968 in Taizhou, Zhejiang province, in the People’s Republic
of China (PRC), Xinjun Liang co-founded the Fosun Group with
Guangchang Guo and others in 1992, after a short period of teaching
at Fudan University, Shanghai. He was ranked 5th, with an estimated
wealth of 1.6 billion USD in the Hurun Report’s Midas China Rich
List 2015.

Mr. Xinjun Liang, vice chairman and CEO of the Fosun Group and a
long-time expert in China’s economic reform and development, is often
invited to speak at various economic forums. He is a member of the
Eleventh Shanghai Committee of Chinese People’s Political Consultative
Conference, vice chairman of the China Youth Entrepreneurs Association,
chairman of the Taizhou Chamber of Commerce in Shanghai, and execu-

>This section is based on TACMR’s Chinese Management Insights’ publication on Fosun in June
2013 with permission, complemented by public information from maigoo.com (Maigoo 2015)
and Hurun Midas Rich List 2015 (Hurun 2015).
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tive chairman of the Shanghai Fudan University Alumni Association. He
graduated from Fudan University with a BSc degree in genetic engineer-
ing in 1991, and from Cheung Kong Graduate School of Business in
Beijing with an EMBA in 2007.

Some of his many honours include the Innovation Award of Shanghai
Science & Technology Entrepreneurs, Outstanding Entrepreneur
of Chinas Science & Technology Private Enterprise, Innovation
Management Award for Young Entrepreneurs in China, and Top 10
Outstanding Youth of Shanghai. As an active speaker at various kinds
of economic forums and summits, Xinjun Liang was named the “Young
Business Leader’ by the World Economic Forum and appeared on the
cover of the Institutional Investor.

Building a Company with Teamwork
and Co-operation

Interviewer Chen: Could you please describe your management style,
and what is most distinctive about it?

Xinjun Liang (hereafter referred to as Liang): Teamwork and co-
operation are fundamental to our present success. Team management is
Fosun’s most striking difference from other companies in terms of man-
agement style. The four founders make up the first team. They enjoy a
certain influence, prestige and recognition. Other teams work directly for
the founders, including our medicines team, real estate team, insurance
team and investment team. Teamwork is in Fosun’s genes and can be
traced back to the four founders who started the business: Guangchang
Guo, Xinjun Liang, Qunbin Wang and Fan Wei.

Three of us were classmates at Fudan University. Guangchang Guo was
not; he was a little older. But we did not start a business just because we
were classmates. We became business partners through our relationship
with Guangchang. To some degree, a crucial reason for Fosun’s success lies
in the selection of its shareholders. Many people are careful when select-
ing top management teams and independent board directors, but not
when choosing shareholders. When relationships among shareholders go
wrong, the company goes wrong too. We have supported each other for
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many years because we got the right people on the founding team. This
team spirit has influenced many of our decisions, and contributed to our
outstanding co-operation.

We four share some common characteristics. First, we are all good
learners, so nobody falls behind. Second, we all care relatively little about
money and do not make a fuss about it. Third, we toleratce each other,
despite our different personalities and work styles, which indicates unity
and yet diversity. Our different styles are important because, as a team,
we can cope with a variety of situations. Lastly, we divide our responsi-
bilities quite fairly and all take our responsibilities seriously.

Interviewer Chen: How does this co-operative spirit or style extend
beyond the founding team?

Liang: We co-operate even with those who seem to be our direct compet-
itors. Take foreign capital, for example. We collaborated with Prudential
of the United States, starting from fund co-operation, to a jointly funded
insurance company, and to investment co-operation. We also work well
with top-tier companies such as Carlyle and Forbes. Additionally, we also
co-operate with private companies. The largest is Jianlong Iron and Steel,
with which we have a long-standing co-operation. Sinopharm Group is
the largest state-owned company with whom we co-operate. We also co-
operate with former state-owned, but now restructured companies, such
as Shanghai Dahua. Other state-owned companies, such as Nanjing Iron
and Steel, Zhaoyuan Gold, Shanghai Yuyuan and Hainan Mining, are
either the absolute first in quality in their local provinces or cities, or they
are the largest state-owned companies in their industry. This also includes
foreign-funded companies, such as Club Med and the Greek company
Folli Follie, which makes and distributes jewellery, watches and fashion
accessories. In summary, our success depends most crucially on our spirit
and culture of co-operation.

Interviewer Chen: What contributes to the good co-operation among
the founders?

Liang: We four founders co-operate well because we are all high in both
EQ (emotional quotient [emotional intelligence]) and IQ (intelligence quo-
tient). But EQ and IQ are not enough. We follow a few basic principles.
First is an awareness of our own ability. Once we are aware where our ability
is limited, we know we must co-operate with others because we need them.
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Second, we each manage our own needs and refrain from greed. We each ask
for a little less compensation, interest or rights, and feel more pleased with
emotional rewards. Third, we care about others’ interests so that no substan-
tial conflict will stand between us. By following these principles, co-operation
will naturally be pleasant. Of course, the core of these principles lies in value
creation. If co-operation eventually fails to create value, both parties must
part company. So I think an important reason for our good co-operative

spirit is the relatively high EQ of the founders.

Self-challenging and Outcome-Responsible
Entrepreneurship

Liang: The other point that makes our company distinctive is our entre-
preneurial spirit, which I define as, first, the courage to face any results and
outcomes. That is, I enjoy whatever successes may come, but also accept
responsibility for whatever failure I face. Some people may brag about
their accomplishments, but if they have failed to actually achieve, they are
not qualified to preach. Only those who rank among the top players have
the right to brag about their success. In my employee conferences, I often
explain that I listen to opinions, but if an employee has done well, T will lis-
ten more willingly. What can you tell me if you cannot do it well yourself?
The second aspect of entrepreneurship is the ability to set high goals, to be
self-motivated and self-driven. Many ask: why are you working so hard?
They truly do not understand that I do not want much, and I do not have
much personal wealth. Some can win millions of RMB by playing card
games, but I do not like card games, I cannot play, and I do not have the
time. I do not run after money. The answer is my strong self-motivation,
my need for a challenge, and my strong passion for work.

This entrepreneurial spirit is true of all of the employees in our com-
pany, not merely the four of us. If you visit Fosun, you will see that we
are a big team of individuals with strengths in both learning and entre-
preneurship. We are all outcome-responsible, self-motivated, and always
serious about following processes and regulations properly.

A third aspect of entrepreneurship is to know how to duplicate success.
If I like your pattern of operations, I will ask whether you can copy it ata
low cost. Even if the pattern is good, if it cannot be copied at low cost, it
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cannot be scaled up. Only duplicable things make sense. In fact, the logic
is the same: if one does well in one thing, we should ask further: can he
repeat such success easily? If not, the success is only good luck.

So you must turn any success into regulations and processes. As we
often say, you fail if your outcome is poor, but even if the outcome is
good, you only score 60 points (out of 100). If you can also promote out-
come realisation by appropriately co-ordinating process, regulation and
teams, you can reach 90 points. So the third aspect of entrepreneurship is
to create outcomes and processes that are easy to replicate.

The fourth aspect is the attitude toward successors. For example, if a
person has created value for the company for three years, but did it alone,
such a person cannot be employed for long. He might lead small teams,
but never large ones. He can serve as a manager for a one-off crisis, but
could not be assigned to key posts. Of course, he should be given reason-
able compensation, but he should never be a manager. We like those who
cultivate or provide fresh blood to our managerial teams. If a leader of a
small team has the ability not only to work with members to outperform
large teams, but also to develop his/her members to take leadership roles
in the company, such a team leader is far more important than the man-
ager who only handles a one-off crisis.

One more aspect is the attitude toward change. There are macro con-
trols (from the government) and unexpected changes in the real estate
industry. They will keep coming in the future and will come more fre-
quently in the next few years. You must learn to accept them and adapt
to them, whether you like them or not. Eventually, you learn to use them
to your own advantage. Rather than being born optimistic, people can
make themselves optimistic through training and self-regulation. I think
that is also an important aspect of entrepreneurship.

Gathering the Power of Growth

Liang: In my opinion, Fosun’s core management philosophy is ‘gather-
ing the power of growth,” that is, we choose to collaborate with or invest
in partners that have growth power or positive energy. In addition, we
develop a reasonable reward allocation mechanism intended to attract
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these partners with growth potential to work with us, so we can leverage
their strength to grow our company.

We try to avoid creating everything from scratch. Instead, we learn
to employ and integrate social resources. So both our core business con-
cept and our core values should be about gathering growing power. We
are reconsidering our vision. Previously it was ‘the ability to grow into
a world-leading investment group in realms benefiting from China’s
growth impetus.” Now, we should rethink our vision. I think we are actu-
ally helping two kinds of people: (1) dreamers who will achieve success
through our investment group; and (2) insecure individuals who will feel
psychologically secure about the future after they join us.

Interviewer Chen: What are the greatest challenges you see for diversi-
fied companies such as Fosun that invest in many industries, and how do
you rise to these challenges?

Liang: I must clarify first that we are not a diversified company. Many
diversified companies rise and fall because of their singular funding
source. They finance industries freely and gather enormous capital in
the short term, and thus appear to be successful. However, the singular
source of funds eventually kills them, because when an industry fails to
be competitive, the company must fund this business from its own finan-
cial resources. This is the first issue. The second issue with diversified
companies lies in their unbalanced cash flow; that is, there is a lack of
attention to cash flow. When I gained my EMBA in 2004, I did research
showing that a company with an annual net profit of over 100 million
RMB made investments amounting to over 10 billion RMB. So, where
did the money come from? There should always be a reasonable leverage.
Leverage can be used in a given year, but if you must use it every year,
how can you survive? So, unbalanced cash flow is an obvious cause for
the collapse. The third issue is improper liability composition. Such an
imbalance occurs because most of their liabilities are short-term debts.
If you can negotiate a 30-year debt, the issue of a high debt rate will be
solved. The fourth issue, to my mind, is overly high leverage. Of course,
these issues are interrelated, but they are not the same. So, as you can
see, some may succeed in an industrial operation, may be far-sighted in
terms of financial layout, and are logically expected to grow into a great
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company. But from the perspective of tactics, they have been wrong in
all four aspects.

We are aware that we are definitely positioned as an investment group,
though investment groups have been unpopular in China in recent years,
and you cannot get loans there as an investment group. Loans are clearly
to be used as ‘capital flow for business operations’, or for investment in
nationally approved projects. Financing a project is the precondition for
aloan, so as an investment group, we do not qualify for loans. That’s why
we did not correct others when they said we were a diversified company.
But since we were publicly listed in 2007, our reliance on external funds
has been eased, and we can just be what we are and call ourselves an
investment group. An investment group comes with many properties, or

DNAs. We have them all.

DNAs of Investors: Forward-Looking,
Optimised Operation, Caring for Each Other’s
Core Interests, and Risk Control

Liang: First, we are keenly sensitive to the macroeconomic environment.
We can foresee changes over the next five or ten years and can clearly
see possible upcoming changes in the next one to two years. Of course,
sometimes we may be wrong, but our history proves that is rare. We
consider future changes in depth, even if we are not familiar with some
realms. For example, if I talk about real estate tonight, I will mention
the internet from time to time. We are not internet experts, but we must
understand it so that the internet experts will trust our judgement. As
an investment company, keenness and confidence are essential because
Chinese government intervention has enabled the great economic leap
over the past three decades. The leap shortened many industry cycles
artificially.

Being forward-looking and insightful is important to an investment
company. After the 2008 financial crisis, we noticed rapidly shrinking local
domestic demand and falling exports. We also noticed that those taking
domestic demand as the market encountered difficulties. However, some
sectors based on domestic demand, such as luxury goods and high-end
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services, were still much sought after in China. So we proposed that the
Chinese impetus should be based on global resources: we should buy foreign
brands and introduce them into China. First you must look ahead; second
you must carefully research and verify. After verification, you must still turn
it into feasible business patterns. So I think as an investment company, we
have our own strength: being forward-looking.

The second property of an investment company is optimising opera-
tions. We have dealt with industrial and commercial businesses from the
beginning, so we know about issues and difficulties when optimising
operations. When we invest, if an Internal Rate of Return (IRR) of 30%
is taken as full score 100, you may get that 100 if you play well; but, it
may take a long time. If you make a correct decision, you may probably
secure an IRR of 18%; if you want to achieve an IRR of 25%, you must
rely on optimized operation; and if you want to reach an IRR of 30%,
then you must have good sales capability. So our familiarity with opti-
mised operations makes us better than others in terms of profitability
and investment performance. We take a long time to optimise opera-
tions. There are innumerable such examples, and I can provide numerous
details of current or past cases.

Interviewer Chen: Do you mean that you help those companies receiv-
ing investment by you to optimise their operations?

Liang: Right. Investment companies have limited liability, so you can
only propose some conditions at board meetings and supervisors’ meet-
ings. You cannot take over the invested company to run its business.
Meanwhile, you must check out two things: first, does the company have
well-established systems for its operation? If yes, then it should be able
to run smoothly without missing the most important issues. Second, you
must clarify their needs; that is, identify the company’s weakest points.
You must combine a well-established system with individualised tools to
assist the company’s optimisation. We can help them with many details.
Apart from that, co-operation also counts. When we have co-operated
with foreign companies, we have not encountered any cross-cultural
issues. We know such issues could arise: first, existing shareholders may be
unhappy when someone else suddenly becomes the biggest shareholder.
Second, some management team members may fear being replaced by
Chinese managers. Third, labour unions or local governments may have
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concerns. I think it is easy to cope with such issues. You must discover
meticulously their core interests and then, on the precondition of not
impairing your own core interest, promise them what is in their interest,
and moreover, get them to help you to achieve your aims.

For example, the existing shareholders” core interest is control. In this
case, I can allow them to maintain control even when I am the largest
shareholder. I do not need to control anything. I only want to ensure that
they negotiate with me when they are laying out strategies for China. This
eliminates their concerns. Regarding the management team, we choose
to invest in companies with reliable management teams, so, we reassure
them and, moreover, let them become shareholders so they can share the
additional wealth created. In this way, they will feel that they are treated
even better than the existing shareholders and will accept you imme-
diately. Employees and consumers want products made in the original
country. So we announce that factories and assembly lines will all remain
local; what’s more, after China’s sales volume rises, job opportunities will
also increase.

This logic is likewise applicable to state-owned companies taking part
in a joint investment. You should take care of their core interest: what do
shareholders, teams, labour unions, and retired workers want? So long as
what they want does not conflict with your core interest, give them what
they need; and tell them what you want in a definite way. I think that
achieves pleasant co-operation. For overseas companies, [ want growth in
China; for state-owned companies, I want them to secure a place among
the top 20 % of companies in the industry, but I will let them take time
to do so. For example, if you are dealing in mining, I will give you specific
targets and tell you to ‘secure a place among the top 20 % of companies
in this industry.” First, consider the overall cost rate. Take mining for
gold, for example: if there are 2000 tons of gold in the world, you should
make clear how many are sold at less than 100, 120, 150 and 250 RMB
per ton, respectively. I require you to be ‘among the top 20 % compa-
nies.” If you cannot achieve this immediately, give me a roadmap with a
time horizon. Second, I require you to be ‘among the top 20 %’ in reserve
costs while increasing your reserve. First is production costs; second is
reserve costs. Third, when gold prices go up, you should produce more.
With these targets reached, your compensation will be boosted. We also
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require safety; that is, zero accidents. I have the right to veto a bonus in
case of any accident. You do not get a bonus just because of no accidents;
that is the minimum requirement. We communicate our requirements
explicitly. We absolutely never talk about increasing shareholder value;
that is nonsense. You should definitely understand and explain what
shareholder value means, or they will focus merely on the share price. I
do not care about the share price because I am a value controller. Share
value varies based on market judgement, but when your value is growing,
the share price is certain to go up in the long term.

Besides, we are keenly aware that it is very important in the investment
realm to control risks, and the most difhicult is control over the growing
risks of a big industry. Some investors keep investing in a declining industry
because they could not see the risks. To develop a good sense of risk control,
one must have a deep understanding of different industries and the broad
picture of globalisation. The second risk control approach is to build a rou-
tine daily report system. For example, I grade all the projects in my charge as
red, yellow and green in terms of adding value. Among these grades, details
are provided specific to each land plot, each real estate project, each invest-
ment project, and each fund. In this way, when we invest in this project,
we can predict the target for its growth over the following three years. If the
growth is less than 15 %, investment is reduced and the project graded as red.
We have an administrative mechanism for those graded as red: our director,
supervisor, or members of board of directors may intervene. Without such a
system, your risks are out of control. Risk control is crucial.

Three Transitions of Fosun: From Investment
to Asset and to Insurance Management

Liang: I have considered in depth the profit patterns of investment com-
panies. We often evaluate which companies deserve investment. In fact,
few people think about what constitutes a good investment company. I
personally think a good investment company is the same as a good pro-
duction company. First, can the company obtain a steady, continuous
and cheap supply of raw materials? Materials refer to money and projects.
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How to find cheap money? How to find cheap projects? Does the com-
pany use sustainable and duplicable methods? Second, with raw materi-
als at hand, can they produce efhiciently? As far as we are concerned,
high-efhiciency production corresponds to business progress. Can this
company grow rapidly to become great in its industry? Third, are highly
efficient and premium-priced sales possible? This is consistent with the
logic for sales with brand names. Fourth, can those with these core tech-
nologies and core resources at hand join the company and stay for a long
time? If these questions can be answered in the affirmative, the company
will grow to become a great investment over time.

As 1 said earlier, Fosun is not a diversified company. So what kind of
company is it? I have worked in the company for 21 years since graduat-
ing from college. From the first to the 18th year, we were an investment
company, investing with our own money.

We started with 38,000 RMB. When we reached the 17th year, the
total assets amounted to roughly 140 billion RMB. Of course, the debt
rate was about 50 % to 60 %. Starting from the 18th year, from 2011/12,
we became an asset management company. Why? Because our cash flow
output conflicted with the size of our investment demand, and the con-
flict was quite striking. We had to choose: should we increase the debt
rate to make investments? Slow our investments? Or find another way
out? We chose to find another way out: namely, asset management.

We expect to continue for over a decade on the road of asset manage-
ment. After embarking on asset management, you find that with so many
parties depositing money, if your ROT is less than 20 %, you cannot raise
any new funds. So in retrospect, such money is in fact very costly. So you
must find ways to find cheap money. In my opinion, regarding the cheap-
est money possible, the successful pattern is the one combining its float.
First, the money does not belong to you as a general partner; it belongs
to the limited partner. Second, specific to such a float, it takes away the
limited partner’s gains; in fact, such gains go to the insurance company
in your control. So our future hope is to change Fosun gradually into an
asset management group or an investment group centred around insur-
ance. That is our three transitions during our development. In our first
20 years, we started from nowhere to grow into one of China’s largest
investment groups. In the next 10 years, our plan is to grow into one
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of the world’s or China’s biggest asset management groups, and in the
following 20 years, we plan to grow into the world’s, or China’s, largest
insurance company, including its operating pattern. So I think it is better
to look 20 years ahead.

Four Challenges in Globalisation

Interviewer Chen: What assumption and consideration has Fosun made
about globalisation? What is its view on talent globalisation?

Liang: There are four investment considerations when it comes to
globalisation. First is value investment; second is the Chinese impetus,
where it is hoped that the increase in the invested company’s future sales
will come from or benefit China; third is inflation, which I think is quite
severe; and fourth is the internet. Value investment lies mainly in value
discovery, promotion of value addition, and value realisation. Regarding
value discovery, specifically speaking, you must invest in an industry
when it is doing badly, and sell at its peak. From the macro perspective,
you must find the change in the global division of work: in the great tide
of global division of work, you should buy when China is at low tide and
sell when China is at high tide. Currently, Europe is at low tide.

During the process of globalisation, we found that it was cheap to invest
overseas. Without competent rivals, we found we were the only buyer.
Moreover, this globalisation process is favourable to our investment strat-
egy and is consistent with our future long-term strategic direction. Of
course, we can also see difficulties. First, without access to information,
we are in the dark about where to find transaction opportunities. Cheap
buys are available, but you cannot rush to them because, first, without
transaction information, you do not know where you can get them; and
second, even if you know about them, you do not know whether they
are comparable. Therefore, it is difficult for us to access information, and
even if we have access, it is hard to judge global risks and value; it is easy
to judge those in China, but hard to assess those elsewhere. We are also
worried about challenges to our corporate culture.

How did we solve these issues? First, we found a consultant, Mr.
Snow, an older man who brought us current merger and acquisition
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information. Therefore we were a presence in cases of large global
mergers and acquisitions involving China, such as AIA of Guangdong,
Prada and NSK. Generally, we were the only buyer bidding for them.
In addition to finding a consultant, we co-invested and established a
global strategy partnership with the investment company, The Carlyle
Group, which allowed us to share global investment information.
They helped us to make many important strategic value judgements,
and we helped them to predict the growth of their investment targets
in China.

The third step is to build a team of our own, step by step. Starting from
the 2008 financial crisis, a considerable amount of talent was introduced
from Europe and the United States. After working with Fosun for a num-
ber of years, they entirely understand our investment values and have
grown to become independent actors in certain aspects. After fully blend-
ing with us, they like our style. I think that, regarding globalisation and
talent comparison, the price for talent in China is rising too fast. In terms
of global talent recruitment, the gap in demand is comparatively small.

Talent Is Having an Entrepreneurial Spirit
and not Following Routines

Interviewer Chen: I notice that you define talent quite differently from
other companies. You want creative, hard-edged and vibrant recruits. Do
HR managers challenge you on those standards? If so, how do you tackle
that problem?

Liang: In studying courses about innovative or modest leaders, I have
noticed that they share similar characteristics. When you are making
decisions, first you must decide whether the person is right rather than
whether the pattern is right. If the person is wrong, the decision itself
may have been wrong. That is to say, it is dangerous if you choose the
wrong person to tell you that something is right. Second, you must con-
sider the right person for success. So, in my view, human resources are the
most crucial factor. Of course, in evaluating talent, efficiency is the most
important. People of high calibre are able to work highly efficiently and
can capture a leading position in the industry. Ability shows potential;
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performance is in the record. However, people of high calibre often have
sharp tempers. Those who always follow routines are useless, even if you
have a lot of them. So I think it is necessary to be tolerant. If your system
cannot tolerate that individual, it is you who are wrong, not that indi-
vidual. As I said, we need those with an entrepreneurial spirit. Those who
are routine-oriented cannot mix well with our team. They will sooner or
later become so upset that they leave the company.

Corporate Culture Combining Yin and Yang,
Looseness and Tightness, and Tension
and Relaxation

Interviewer Chen: What about your Tai Chi culture? Can you describe
briefly the core values exhibited in Tai Chi culture?

Liang: The most important thing in Tai Chi is tolerance of yin and
yang. If you think yang is right, you must clearly know that yin causes
yang. Never try to eliminate conflicts or rivals. You must discover the co-
existence of their interests.

Second, the motions of Tai Chi constitute dynamic peace. What is
dynamic peace? When your body is in motion, if the left part of your
body is relaxed, there must be a point in your left body that would be
very tense. Along the same lines, if the right side of your body is very
tense, there must be a point in your right side is very relaxed. Only in
this way can you understand the essence of Tai Chi. Otherwise, you are
not practising Tai Chi; you are doing Shaolin Boxing. Such a combina-
tion of looseness and tightness is very interesting. For example, if you are
strict and demanding when handling a work task or a person, you must
be very considerate at the same time; or, while being very loving, you
must also be very realistic. For example, when you are engaged in char-
ity work, you should also control it with measurement, key performance
indicators (KPIs), and the red/green lamp mechanism. It’s not just giving
out money. Sometimes we find it hard to control the balance; we may be
too loose or too tight. So Tai Chi should always combine both tension
and relaxation in equal degrees. Using such a Tai Chi pattern for think-
ing will bring new perspectives to many things. Whatever it may be, we
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should not go to extremes or overdo things. It is the same for external
publicity. When a private company tries to be a star, it is the start of their
downfall. When you are not a star, 99 % of the public ignores you. They
might say you are good, but they will not say you are bad. The degree of
fame should be well-controlled. If you were once an expert but now want
to be a star, people will judge you based on the criteria for a star rather
than those for an expert. Being a star is not directly related to running
a successful business, so one should be careful about whether or not to
become a star.

Making such a choice will influence the whole philosophy of your
company. [ think it is not necessary to be a star. In the realm of invest-
ment, if people say a company is worth their respect, that is enough.
Never let people idolise you; if you do you are ruined. We are strongly
against being stars.

A Straightforward Way to Manage Conflict

Interviewer Chen: Have you ever faced conflicts between your per-
sonal feelings and rational business judgement? How did you solve such
conflicts?

Liang: Whenever I am in such a conflict, I think of the word straight-
forward. I have no particular skill in conflict management; rather, I try
to communicate what I am truly thinking. I often tell members of my
teams to just ask their hearts when they do not know what to do. Just tell
others what you want to do. Even when it is hard to express what is in
your heart, you should try to say it anyway. The results are always good if
you speak the truth. I'd like to share two stories about speaking the truth
when dealing with conflict. One is about recruiting a new office manager
with a high level of compensation; the other is about dismissing a high-
ranking employee. Both were tough to deal with.

We once had an office manager who had been working well for us for a
long time. His annual pay was 500,000 RMB. But later, as the company’s
business expanded, he could not do all the work. So I decided to recruit
a new office manager. At that time, the annual pay for those qualified
for such a job had exceeded 1 million RMB. So I recruited a new office
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manager with an annual salary of 1.5 million RMB. When the incumbent
office manager learned about that, he was very upset, of course, and asked
for a meeting. How would I explain my decision?

The next day he came to my ofhice and I said ‘though I have recruited
a new office manager, that does not mean I don’t trust you. In fact, I trust
you more because we have worked together for so many years. If we must
cut staff, I may choose to dismiss him rather than loyal people like you who
have followed me for so long. On the other hand, when our company is in
crisis, I believe this newcomer will be the one to quit, and, as for you, you
will stay even without pay. So you should continue to trust me.” Those were
my heartfelt words. That’s how I treat those who work with me for so many
years. Having heard that, he wept and was no longer dissatisfied. Later I also
took some compensation measures. I gave him a subsidy to be deposited in
his future pension based on his working years in my company.

The other case that impacted me particularly deeply is the first time I
had to dismiss an employee of quite a high rank. I followed my principles
of persuading people. I wanted to care for his core interest, not to let him
focus on his losses but instead to focus on his gains. If he still resisted,
I would go the other way and explain what he would lose if he failed to
comply. And if I wanted him to give up something, I would explain what
he would get for what he gave up. There are two sides to everything. I do
not lie, but I may not tell the whole truth.

Interviewer Chen: Then how did you communicate with him?

Liang: I said, ‘It is obvious to all that you have done well in our company.
But in our company, many do as well as you. You can't take full advantage
of your strengths here, but you will excel if you work for other companies.’
He thought for a while, took what I said to be reasonable, and quickly left.

So you can see, our thinking is often restricted. If you want to raise
funds, others will count what gains they will get if they invest and whether
such gains will be sufhicient. They calculate their risks. If you tell them
that if they do not make the investment, within the coming 5 to 10 years
they will have lost their opportunity to invest in a great company. This is
more than just a transaction. Thus an alternative reasoning makes them
change their mind and become eager to invest.

In my opinion, when you are trading, you should not say you win and
he loses, or he wins and you lose. I think each side wants something dif-
ferent. It is possible to achieve a win—win situation. Who gets more and
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who gets less is not the question. You get more in that part and I get more
in this part; so both sides are satisfied.

Interviewer Chen: This is consistent with your Tai Chi philosophy.
Finally, could you please briefly give us a few concluding remarks regard-
ing starting and managing a business?

Liang: Specific to entrepreneurs and business start-ups, I think the
most important factor for success is to align your long-term personal
needs with your followers’ needs, society’s expectations, and the world’s
common goals. After the alignment, your heart will no longer experience
tension. In my view, that is of utmost importance. If your pursuit of
business harms your community, the interests of those around you, the
system you are in, or your social interests, your business will definitely
fail, as well it should.

As for management, [ think it is more efficient to gather or integrate
than to invent from scratch. Inventors are often admired and hailed as
heroes. Those who gather or integrate may not be heroes, but they will
become giants of outcomes. Inventing something new consumes energy,
whereas gathering or integrating saves social resources: you can integrate
and synthesise existing resources to generate new, bigger, and more pow-
erful resources.

Commentary

As a rising star in the global capital market, Fosun has developed an
innovative business model by taking advantage of global resources
rooted in the Chinese market and Chinese culture. The success of
international acquisition and the strategic alliances of Fosun since
around 2005 suggests the successful integration of Chinese private
multinationals in a global context. It is an excellent example of how
a Chinese company leverages the best of Chinese culture (yin—yang
philosophy, modesty-not-stardom, loose—tight control), entrepre-
neurial mindset (courage, drive, boldness, replicable success, suc-
cessor development), and Western business practices (teamwork,
direct communication, optimisation, win—win problem solving, risk
control).



104 A.S. Tsui et al.

As one of the pioneer Chinese enterprises who lead the global inte-
gration of resources and capability, Fosun represents a new model for
Chinese multinationals to follow in the global scenario. Business model
innovation is more than technology to generate new value in an indus-
try, and often functions in the following dimensions: value proposition,
target market, value chain, revenue chain, value network or ecosystem,
and competitive strategy (Chesbrough 2007). The innovative business
model and strategic management of Fosun also provides insights for the
potential integration of what Barney and Zhang (2009) debate for the
theory of Chinese management and Chinese theory of management.
Rooted in Chinese culture, traditions and market, Fosun integrates
Western management conceptualisations holistically as an inseparable

part of global leverage.
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Learning About Wars When Fighting
in Wars

Interview with Taikang Life Insurance
Chairman and CEO Dongsheng Chen

The interview was conducted by: Xiao-Ping Chen, University of Washington, and Eve Li Yan,
Peking University.

Taikang Life Insurance Co. Ltd'

Founded on 22 August 1996 after obtaining approval from the People’s
Bank of China, Taikang Life Insurance Co. Ltd (hereafter Taikang) is one
of largest insurance companies in China, offering services ranging from
life insurance to asset management.

In its efforts to build an insurance company of an international stan-
dard, Taikang first succeeded in attracting foreign capital investment and
established its internationalised corporate management structure in the
year 2000. Since then, the company has developed greatly at a rapid pace
taking advantage of the increasing speed of development of the Chinese
economy, the reform of the insurance and pension system in China, and

"This section is based on information and news from the company’s website (Taikang 2015a),
and other professional social media (Taikang 2015b), and IACMR’s Chinese Management Insights
publication on Taikang in September 2012.
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increasing demand for an alternative in the market to the previous state
provision. With the business established in the industry sector of pensions
and insurance, Taikang’s asset management business also matured. In 2006
and 2007, Taikang split the business into two different subsidiaries: Taikang
Asset Management Co. Ltd and Taikang Pension and Insurance Co. Ltd.
The principal business of Taikang Asset Management is to invest and gener-
ate returns on capital, which concentrates substantially on the domestic cap-
ital market, generating returns in a leading position in the following years.
In 2009, Taikang’s business extended to the health care industry,
becoming the first insurance company to obtain the Chinese government’s
approval to invest in nursing provision. Meanwhile, the company’s pen-
sion business achieved major business breakthroughs in 2010, with more
than 10 billion RMB of net company assets, and CBN Financial Value
Ranking rated Taikang as the most competitive pension company. At the
end of 2010, Taikang had total assets of about 300 billion RMB, with net
assets of about 13.4 billon RMB. The solvency ratios of Taikang was more
than 170 %, with an annual profit of more than 2 billon RMB, from a
premium revenue of about 86.8 billion RMB. In 2009/10, Taikang was
ranked in the top 100 in the list of China’s Top 500 Enterprises.
Taikang’s expansion strategy continued successfully. Its chairman and
CEO, Dongsheng Chen, and the company’s top management team
formulated the growth strategy with ‘specialisation, standardisation,
and internationalisation,” guided by the principles of ‘operating with
robustness and developing with compliance.” Innovation has also been
an important priority in the business, creating many new products and
approaches in the insurance industry. In 2011, Taikang Life had end-
of-year total assets totalling 350 billion RMB and net company assets
totaling 12.5 billion RMB. By the end of 2013, Taikang Pension and
Insurance had completed the strategic layout of a retirement community
in four cities: Beijing, Shanghai, Guangzhou and Sanya. By 2014, the
company’s total assets were close to 530 billion RMB and net assets over
32.9 billion RMB, with adequate solvency and net profits close to 6.8
billion RMB. Its managed assets exceeded 700 billion RMB. Taikang has
35 branch companies, with over 4200 institutions across the country
at all levels. It has served nearly 29.78 million personal customers and
around 250,000 effective institutional clients. By 30 June 2014, it had
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provided insurance services to a total of 11 million customer claims with
the cumulative amount of 13 billion RMB.

In May 2015, Taikang announced its intention to list publicly on the
Hong Kong Stock Exchange for an initial public offering (IPO) of about
3 billion USD. In the second half of 2015, Taikang made several changes
of principal shareholders to adapt and prepare themselves for this process
(Liu 2015), aiming for an IPO in 2016 (Tencent Finance 2015). The
most recent strategic actions have been the creation of Taikang’s Online
Wealth Insurance Company and the opening of the first Taikang hospital
in November 2015.

Founder, Chairman and CEO, Dongsheng
Chen?

The successful growth and expansion of Taikang has been carried out
under the leadership of its Chairman and CEO, Dongsheng Chen. Born
in Tianmen, Hubei province in 1957, Dongsheng Chen also founded
China Guardian Auctions Co. Ltd, and is founder and honorary chair-
man of ZJS Express Co. Ltd. Of the three companies, Taikang was
founded most recently, but is the most well-known of the three in China,
and the company of which Chen is the most proud, considering it best
demonstrates his strategic insights into business development and model
building.

After earninga PhD in economics from Wuhan University, Dongsheng
Chen worked in the International Trade Research Center of the Ministry
of Foreign Trade and Economic Co-operation from 1983 to 1988. In the
following five years, he was associate editor of the journal Management
World. In 1993, he founded his first business, China Guardian Auctions,
and in 1996 he founded Taikang. Since then he has been immersed in the
business world, with constantly evolving entrepreneurial projects.

>This section is based on IACMR’s Chinese Management Insights publication on Taikang
in September 2012 with permission, complemented by public information from worldofceos.com
(worldofceos, 2015).
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Taikang and Dongsheng Cheng have donated to different social causes
and activities, for natural disasters, education or other issues, with a total
of more than 200 million RMB by 30 June 2014. He is also a part-time
professor at several universities. For his contribution to business and soci-
ety, he is honoured to be listed among the Most Respected Entrepreneurs
in China, the Most Insightful Entrepreneurs in China, and the Most
Influential Chinese Business Leaders, among other honours.

Modelling After the Best

Interviewers Chen and Yan: Would you please describe your manage-
ment style?

Dongsheng Chen (hereafter referred to as Chen): To put my man-
agement style simply and plainly, I am idealistic and want to build a
great enterprise. I value specialisation, standardisation, marketisation
and internationalisation. My mottoes are “To innovate is to imitate first’
and ‘Learn from the West’, Western countries have been running market
economies for hundreds of years, and those businesses have paid a great
price to develop market patterns and rules. Their historical experience has
given them coherent logic. We may be unable to understand this totally
yet, but we can learn from the West’s experiences.

Basically our management style can be summarised in five words:
steady, professional, amiable, innovative and honest. Life insurance oper-
ates in the financial sector and is client-oriented. Clients trust you to use
their money to build their future, so being steady is the most important
aspect. Being professional is the minimum standard we expect of our-
selves. We try to be amiable with our customers and to listen to them
carefully. Robustness in terms of steadiness and professionalism does not
conflict with innovation; rather, the two can be unified. Lastly, honesty is
absolutely essential for financial firms.

Interviewers Chen and Yan: Your motto is “To innovate is to imitate
first’, but some executives argue that China’s special conditions mean that
copying will not work.

Chen: To imitate is to model those who do the best work. In the pro-
cess of modelling, we can omit practices that do not work, and keep
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those that succeed. That’s the simple way I run my business, by imitating
the best.

I was the associate editor of Management World for five years, and that
experience gave me some important insights. The most important things
for an entrepreneur who starts up a business are innovation, sharing and
fairness. You cannot retain talent if you cannot lead your enterprise to be
innovative. You cannot retain excellent teams if you lack mechanisms for
ensuring fairness and sharing. Therefore, I have always advocated innova-
tion, sharing and fairness as the three ‘must-dos’ for entrepreneurs.

During the early stages of Taikang Life, we were like a piece of blank
paper. We had to learn about how other companies developed their infra-
structure and divided the labour. Our model companies included those
in Hong Kong, Taiwan, Europe, North America and Japan. We learned
how to build sales teams and sales systems, how to establish actuaries and
dividends systems, and then how to establish an investment system. Sales
and basic operation came first, then products and actuaries, then invest-
ment. We also studied the back-end functions, such as finance, human
resources, administration and meetings. We sent many people to study in
related specializations, and hired many professionals to train us.

I would say we had no single specific company as our model; but we
learned from everyone’s best parts. For example, our sales system has
learned much from Taiwan’s Cathay Life Insurance’s sales system, which
they adopted from Japan.

Compared with big international firms, Taikang certainly has a long
way to go to reach maturity despite many years having passed since the
company’s foundation. As a company with 15 years of rapid growth,
we still lag behind leading firms in maturity and technical competency,
though our overall framework is fairly well established. We are now
strong enough to compete with large firms for talent, the most important
prerequisite for building a great company. I am very satisfied that Taikang
has managed to retain a core group of talented young and middle-aged
employees.

Interviewers Chen and Yan: What life experience has profoundly influ-
enced your management style?

Chen: I learn by doing. As Mao Zedong said, ‘I learn about wars
when I'm fighting in wars’, which means exploring and reflecting while
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practising. For example, I am very interested in American business his-
tory and American entrepreneurs. I have been encouraged, inspired and
influenced in both a macro and an abstract way through reading many
biographies of entrepreneurs. But primarily I explore and reflect on my
original thoughts and style. For example, I alone developed my ideas
about organisational culture and the positioning of the CEO and CFO
(chief financial officer).

Passing on Honesty and Amiability
in the Corporate Culture

Interviewers Chen and Yan: Is it possible to pass on your beliefs and val-
ues across all levels so that every employee will indeed perform honestly
and amiably?

Chen: Under rapid development, we often hire people from other
companies in the same industry, but these new employees may know
nothing about Taikang, so they just perform based on their past experi-
ence and their own imaginations, which may deviate greatly from our
expectations. We realised then that newly hired employees from other
companies should first be based at our headquarters. Being close to
the boss, they learn about Taikang and its culture. Later, when they are
assigned elsewhere, they will represent the Taikang culture and values.
I¢s really difficult to pass on the culture in a company with such rapid
growth. When branches implement corporate decisions, variance still
exists among managers in terms of knowledge and professionalism.

For professional training, we require consistency within the company,
but also leave some room for branches to be flexible. China is a big country
with huge regional, cultural and climatic differences, so we must allow a
balance between consistency and flexibility. We need to pass on our core
company cultural values, but we must respect special features in different
markets. There are no exact numbers to keeping such a balance. Mainly
it is about the ‘soft’ side of business: management style and management
culture. We are consistent within Taikang in terms of the requirements for
management, the products sold, and employee training. However, man-
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agement styles, employee requirements, organisational climates and organ-
isational cultures still vary greatly.

In the early stages of a rapidly growing company, sales and business
people usually play important roles and contribute significantly. As a
company becomes more complex and mature, though, general manag-
ers will become more important. As when new empires are established,
military generals are usually the first forces, and then the civil officers run
the empire. When a company is developing very quickly, sales and busi-
ness people expand the territory, but when the company reaches a certain
scale, general managers begin to play a critical role. Managers who have
worked for a long time at the headquarters are usually capable overall,
and when they are sent to work in branches they do better in passing on
our culture. Currently, we rarely hire managers externally; instead, we
promote our own people to manager level. At one time we introduced
many outsiders, but now we rely more on internal development. We also
seldom hire salespeople from other firms. We have already passed that
stage. It costs a lot to ‘steal’ people from other companies, and the out-
comes are often disappointing.

Formulating Strategy, Managing Risks
and Building Teams

Interviewers Chen and Yan: What do you think is the biggest risk in the
life insurance sector?

Chen: All commercial activities involve some exaggeration, so the big-
gest risk is misleading people. For example, in medical care, exaggerat-
ing and misleading people can be lethal. We cannot talk only about the
positive side of insurance without also revealing the negative aspects. This
is why I stressed the importance of honesty. We cannot build an honest
society overnight. Honesty will only prevail under sufficient competi-
tion. Insufficient competition in the early stages of the market economy
allows dishonesty to be profitable. When we have sufficient competition,
dishonest companies will be revealed, and honesty will prevail. Many do
not understand this point, so we commonly see exaggeration and deceit
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in the early stages of market development. I am not saying that dishonest
practices should go unpunished. I am suggesting that we should under-
stand why they exist. In addition to misleading people and being dishon-
est, I see three more threats to life insurance firms: investment failures,
actuarial pricing errors, and poor security in the information system.

We do have risk-control procedures to deal with complaints and cheat-
ing within the company. When our public relations department spots
a problem, we inform the operations department, which immediately
contacts customers. Many problems arise from information asymmetry,
or from customers not knowing enough about insurance. For exam-
ple, our insurance plans do not cover carcinoma in situ, but customers
may mistakenly believe that all types of cancer are covered. Therefore
the major solution is for customers to understand insurance plans thor-
oughly. Sometimes our own defects cause problems, which we solve basi-
cally with fast-response procedures and guidelines for contacting clients
within certain time frames. Necessary procedures involve people from
different departments, such as branding, operations and other opera-
tional lines. This industry has grown quite big, and one customer may
face 25 sales-persons. We realise that it’s common and usual for such
problems to occur, and each phase of the value chain is interrelated. Our
final goal is to solve problems.

In China, competition in the life insurance industry is very fierce.
The entrance costs to this market remain high, and market centralisa-
tion is also relatively high, with the top seven life insurance companies
having 85 % of the market share. Its difficult for small companies to
do well and to grow, given the established reputation and power of the
large companies. However, this competition is in a primitive stage, since
firms are very homogenous. They have no market segmentation, and lack
exploration and a deep understanding of clients. The lack of market seg-
mentation results from a lack of in-depth understanding of the market.
Consequently, we are still in the early stages of homogeneous and vicious
competition, and have not yet entered the advanced stages of competing
on segmentation and specialisation.

Primitive competition involves significant malicious attempts to steal
talented staff from competitors. In addition, homogeneous competition
does not focus on specialisation and segmentation, so small companies
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have little chance to succeed. When Taikang first started the business, it
was the era of ‘department stores’ in this industry, and now it should be
moving into the era of ‘specialised stores.” The biggest problem is that
many still want to run department stores rather than specialised stores.

Interviewers Chen and Yan: As the first CEO in China’s insurance
industry, you are a scholarly entrepreneur with outstanding personal cha-
risma. Do you know an established management approach that can help
Taikang’s salespeople also to stand out from their competitors?

Chen: This is difficult, as the market allows little discretion. I was per-
sonally involved in the training from the first to the 34th sales training
programme, but it became impossible to continue when the insurance
market began to grow so rapidly. The corporate culture becomes diluted.
I often reflect that if we had built our teams gradually and then sent them
out, we would have become a great company. But the market has the final
say. If time allows, I go to training classes and speak to new employees.
Otherwise, they watch a video of my speech.

Forces that Subvert the Market: Products,
Channels and Markets

Interviewers Chen and Yan: How do your current ideals differ from your
original ideals when you started your new venture?

Chen: People should not understand idealism too generally and
broadly. For me, idealism requires having an entrepreneurial spirit, having
great goals, and trying to realise the value of human beings. Our current
goal is specialisation; our business model is ‘from cradle to heaven.” We
hope to change the way that Chinese people live through life insurance
and nursing communities, making them an integral part of Chinese life.
We strive to achieve and fight for this specific ideal, not just to have a
good job.

Interviewers Chen and Yan: What is Taikang’s greatest challenge in
seeking further rapid growth?

Chen: We cannot have rapid growth for as long as we want it. The
opportunities come from the market. In the past, we had the opportu-
nity to set up more facilities and expand our territory, which ensured ten
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years of rapid growth. Another opportunity was the emergence of ‘ban-
cassurance —selling insurance through banks—which gave us another
five years of rapid growth. Now the banking market is experiencing major
adjustments, and the traditional market is in a relatively reasonable stage
of expansion. So probably pensions and Medicare are new opportunities
to grow, and we are building nursing communities and exploring these.

High-growth is from market subversion, opening up a new blue ocean,
and enjoying the prosperity for a while. But all products have certain life
cycle when opening up new revenue channels. They reach their peak, stay
on top for a while, but will not last forever. Generally speaking, I have
discerned three forces that can subvert the market: products, channels and
markets. Great products, such as those from Apple, can reshape the market.
Sometimes new channels emerge, such as the ‘bancassurance’ I just men-
tioned. As for markets in China, the middle class is rising, and insurance
should have room for rapid growth. But having the will alone does not
determine growth, and we must seek forces that can rock the market. The
pension industry and the medical industry provide opportunities for new
growth, but we need breakthrough innovations. We believe the business
of nursing communities for older citizens is such a breakthrough that will
enjoy further development.

The Greatness of Your Ambition Determines
How Far You Can Go; The Size of Your
Framework Determines the Size of Your
Market

Interviewers Chen and Yan: You have a very acute business sense. Can
you share some tips regarding how to develop that sense?

Chen: I often tell my employees that we must consider framework and
structure first. The extent of your ambition determines how far you can
go, and the size of your framework determines how large your market can
be and how far your vision can go. Framework is strategy, structure and
system. You must understand your business deeply, and must aim high
and look at the world from a historical perspective. How can you reach
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that high level and at the same time have a historical perspective? You
must have a broad mind, and possess deep knowledge as well as frame-
work thinking. This is the methodology: gathering an in-depth under-
standing of the field you are entering. This could be carried out on three
levels: being familiar with your enterprises; very familiar with the indus-
try; and with the whole world, particularly with the national economy
and politics. These three levels build foresight, which is essential in build-
ing frameworks. Another benefit of having your own framework is that it
will immunise you from rivals throughout your lifetime. When you lack
your own framework, structure, strategy and system, many competitive
market actions will shake your resolve. If the enterprise lacks a clear and
steadfast strategy, it will miss good opportunities.

My advantage is that I understand the decreed fate (Zhitianming FIRAF).
I am already over fifty years old, with my life experience spanning half
a century. My historic experiences have coalesced to form an integral
framework in my mind. I witnessed China’s change from a command
economy to today’s market economy, and then I witnessed the integra-
tion of the Chinese economy into the world economy, e-economy and so
on. These experiences give me a foundation for making good judgements.

Even if we have a grand framework, the market still changes dynami-
cally, so the truth lies at the very basic level of the organisation. When we
first entered this market, life insurance was still a simple business, with
only personal and corporate business, then later, banks emerged as a new
channel for selling insurance. Since around 2005, revenues from sales in
banks have accounted for about 50 % of all premium revenues, and more
recently, telephone sales have also increased, making up about 5 % to
10 % of premium revenues.

At present the insurance industry has three major trends. The first is
that China’s middle classes are beginning to manage their wealth so that
there are profound changes in insurance products. It is not a matter of
whether wealth management products are good or bad, but a market
trend. It also explains why insurance products with wealth management
sell well. Without this new era of wealth management, we would not have
this high average premium level per person, and the insurance industry
would not have reached the large size it has today. The second trend is
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‘urban-rural integration’, as rural residents are richer now. Our business
penetrates into rural counties and towns, with the whole insurance mar-
ket becoming a binary-focus market integrating urban and rural areas.
The third trend is the rise of bank assurance sales and the emergence of
multiple sales channels, such as phone and online sales.

Taikang has developed businesses through all these channels. We are
relatively weak on personal sales, ranking fifth. We ranked third on bank
sales, second on phone sales, and first on online sales of life insurance.
Our corporate business and pension businesses rank third or fourth.
Those are our positions in the various market segments.

The truth lies at very heart of the organisation. It means that I did not
devise these changes and new channels, but people working at elemen-
tary levels did so. For example, bank assurance sales have changed greatly
in China. At first we imitated practices in Western countries to promote
wealth-management products. Later, the development of bank assurance
in China led to the emergence of new products in the domestic market,
such as the product that allows you to pay premiums for five or ten years
in advance all at once.

I often talk about the combination of enterprise, industry and country.
Only a thorough understanding of the world and the nation can expand
your vision. ‘Standing sky high to look through one century’s history’ is
much more than just fancy talk. Strategy is indeed what I am good at. I
worked in a macroeconomic department for a long time, so have devel-
oped such ways of thinking. Past experience can have a strong influence
on future direction.

Mao Zedong’s revolution started from scratch. It went from small
to big, weak to strong, and it finally succeeded. When problems are
encountered in practice, reflect and resolve them. Mao’s writings have
been greatly influential because the same logic also applies to business.
To resolve problems every day is a process of summarising, learning
and inducting, to develop one’s own system of thought and approaches.
This is what Taikang does. At various times, we encountered different
problems, so our thoughts and ideas also changed. Basically, all thoughts
and ideas serve the purpose of solving present problems.
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Serving the Collective Good and Being Sincere
Can Be a Powerful Influence

Interviewers Chen and Yan: In your many years of running businesses,
you must have encountered some conflicts between interpersonal emo-
tions and business rationality. Could you describe one or two such inci-
dents? In retrospect, how should you have handled such conflicts?

Chen: We once hired headhunting firms to look for professional tal-
ent. However, one should not expect too much, because the real world
is never perfect. It is most important to allow people to fully realise their
potential. Many leaders notice only their subordinates’ shortcomings and
thus always complain about the lack of talent, but everyone has merit.
Enabling people to use their talents fully is easier said than done, however.
A leader’s core responsibility is to use people’s expertise and talents, and
that will solve the problems you mentioned. For example, I can tell an
employee, “You are not competent enough to be in charge of these things,
but you can use your talent to do other things.’” I can be totally frank and
sincere. I was once concerned about ‘face issues’, but now I can criticise
people to their faces, as long as it is for the collective good. Serving the
collective good and being sincere can be a powerful influence. You can
handle problems well if you avoid being secretive, and if your words and
thoughts are consistent. You must tell people what you sincerely think.
Managers should be sincere and collective-oriented.

Interviewers Chen and Yan: When appointing mid-level and top-level
managers, do you prefer people who match your values and styles, or do
you prefer people who are more experienced in business?

Chen: Just as in an orchestra, you can afford to have only one person
who is an idealist. You need people with experience and expertise to get
things done. An enterprise is like a person: it has characteristics, ideals and
ambitions, and these are determined by top management. The founders
of the first generation are often mysterious and legendary, with many
stories being told of their personal characteristics. Just like the old saying
‘birds of a feather flock together’, people who dislike your style and cul-
ture will leave or not come to you in the first place, and people who think
they have found a good fit will stay. So it’s a process of natural selection.
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However, it’s always essential to have people who can get things done
and have strong professional expertise. It will not work if all the team
members are dreamers! Idealism cannot live without solid work on the
ground. Do not mistake me for a pure dreamer; I am essentially a doer,
a man of action. Guardian Auctions executive Wang Yannan interpreted
my style well: “You have great ambitions and ideals. But what makes you
stand out is that you have kept your feet on the ground: you do things;
you act to accomplish goals one by one. So you have succeeded.’

Interviewers Chen and Yan: Could you please summarise your advice
in one or two sentences?

Chen: I advise learning through practice: learn about war when fight-
ing war, and learn about business when doing business. I also advise hav-
ing clear goals and focusing on them fully. Time will work it out if you
do the right things. Taikang focuses firmly on life insurance with the clear
goal of becoming a specialist life insurance firm. It would be a bad idea to
wander off the road and try all kinds of other businesses, such as banking
or property insurance. You cannot do everything in the world. Be patient,
and your effort will pay off eventually.

Commentary

The insurance market in China is highly competitive in spite of an appar-
ently monopolistic situation as a result of relatively homogeneous and
standard products. Only through innovative and competitive strategy
can one be differentiated from the others and stand out in the market.
Taikang Life Insurance has built a strong reputation among its custom-
ers, commits to managing risk and corporate culture, and proposes new
and innovative products and services to fulfil emerging market demands.

For Dongsheng Chen, to innovate is to imitate first. This is not a
simple imitation but modelling the best. That is, the knowledge con-
version process from others, like explicit and tacit knowledge, is spi-
ral and transcendental (Nonaka 1991; Nonaka and Takeuchi 1995).
As part of innovative imitation (Levitt 1966), through learning first from
diverse experiences in the West and other Great China regions, Taikang’s
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own models have been built through the fusion of different pieces of
knowledge to create something new. This is also termed ‘learning by
doing’ (Christensen 1997; Tsang 2002) or ‘learning through reflection
on doing’ (Felicia 2011: 1003), a principal characteristic of doing busi-
ness in the emerging markets in China, where initially no clear rules
were present and no specific business model was to serve as a bench-
mark in a market with ambiguous norms and transitional institutional
environments (Peng 2003). Chen’s depth of industry knowledge along a
broad global perspective added to historic sensitivity have contributed to
Taikang’s framework, which emphases both consistency and control bal-
anced by flexibility and innovation.
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Changing with Your Needs, Changing
with the Situation

Interview with China Merchants Bank Former
President Weihua Ma

The interview was conducted by: Xiao-Ping Chen, University of Washington.

China Merchants Bank

In 1987, as China’s first commercial bank founded by an enterprise and
a pilot bank in the efforts of the Chinese government to drive financial
reform, China Merchants Bank (CMB) was established at the forefront of
China’s reform and opening-up campaign, in Shenzhen Special Economic
Zone. In 2002, CMB was listed on the Shanghai Stock Exchange; and in
2000, the bank was listed on the Hong Kong Stock Exchange.

Since its establishment, CMB has adhered to its business service
concept of ‘changing for you,” with constant innovation in products and
services. As a consequence, CMB developed from a small bank with a
capital of only 100 million yuan, one branch and some 30 employees to
become China’s sixth-largest commercial bank in 2014 with net assets

"This section is based on information and news from the company website (CMB 2015a),
and 2014 Annual Report (CMB 2015b), and IACMR’s Chinese Management Insights' publication
on China Merchants Bank in December 2013.
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of 360 billion yuan, a net profit of 55.9 billion yuan (an annual increase
0f 8.06 %), over 1200 branches and more than 70,000 employees. CMB
is currently listed among the global top 100 banks. Over time it has
developed into the most influential commercial bank brand in China as
a result of its continuous financial innovation, quality customer service,
prudent management and strong business performance.

Since 2009, CMB has gained a great deal of recognition: it was rated
by the Boston Consulting Group as the bank with the best return on net
assets in the world; it won the titles of the Best Commercial Bank of China,
the Best Retail Bank in China, the Best Private Bank in China, China’s
Best Custody Specialist from the British Financial Times, Euromoney and
The Asset. The Bank was shortlisted as a World-Class Chinese Brand and
ranked No. 1 in the P/B (price to book ratio) list of the world’s top 50
banks, with the highest market value by the British Financial Times. It was
also listed at No. 56 among the world’s Top 1000 Banks by 7he Banker.
Most recently, in 2014, CMB was ranked number 350 in the Global
Fortune 500 Enterprises, and its brand was ranked at No. 14 in the most
valuable Chinese brands by BrandZ with a value of 6.7 billion USD.

Asof 2014, CMB had 125 branches and 1297 sub-branches, 2 branch-level
specialised institutions (a credit card centre and an enterprise credit centre),
2330 self-service banks and one wholly-owned subsidiary (CMB Financial
Leasing). In the overseas market, CMB has two wholly-owned subsidiar-
ies—Wing Lung Bank Ltd. and CMB International Capital Corporation
Limited—and one branch in Hong Kong, a branch and a rep-office in
New York, branches in Singapore and Luxembourg, and rep-offices in Taipei
and London. Its opening of a New York branch during the worldwide finan-
cial crisis in 2008 was called a spring breeze in the Wall Street’s winter.

Founder and Former President Weihua Ma?

Dr. Weihua Ma, PhD in Economics, is the former executive director, presi-
dent and CEO of China Merchants Bank, a position he held until he retired
in May 2013. He was previously the chairman of the Wing Lung Bank,

*'This section is based on IACMR’s Chinese Management Insights’ publication on China Merchants
Bank in December 2013 with permission, complemented with public information from China
Entrepreneur Club (China Entrepreneur Club 2013).
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and chairman of the board of directors for CIGNA & CMC Life Insurance
Company Ltd. and China Merchants Fund Management Co. Ltd.

Dr. Ma was a deputy to the 10th National People’s Congress (NPC)
and a member of the 11th National Committee of the Chinese People’s
Political Consultative Conference (CPPCC). He is currently a member
of the 12th National Committee of the CPPCC. In addition, he is vice
chairman of China Chamber of International Commerce, the executive
deputy chairman of China Enterprise Directors Association, the execu-
tive director of China Society for Finance, and the president of Shenzhen
Soft Science Development Foundation. Dr. Ma is an adjunct professor at
Peking University and Tsinghua University, both in Beijing. Before China
Merchants Bank, Dr. Ma was deputy director and later deputy secretary
general of the Economic Planning Committee of Liao Ning Province,
director of the Party Office in CPC Liao Ning Committee and CPC An
Hui Committee, deputy director of the General Office of People’s Bank
of China (PBOC), deputy director of the Finance and Planning Office of
PBOC, as well as governor of PBOC Hainan Branch and chief of State
Administration of Foreign Exchange (SAFE) Hainan Branch.

Dr. Ma is the chairman of the China Business Initiative of Columbia
University, a member of the Emerging Markets Advisory Council of the
Institute of International Finance, a member of the global council of
the International Finance Forum, a member of the Advisory Council of
the City of London, a member of the Advisory Board of the New York
Financial Consulting Committee, and a member of the VISA Asia-Pacific
senior advisory committee.

Dr. Ma has received numerous awards and wide recognition. He was
named ‘China Economic Person of the Year 2001’ by China Central
Television (CCTV);one of the ‘Rising Stars of Banking’ by 7he Banker in
2005; and ‘China Business Leader of the Decade 1999-2009" by CCTV
in 2009. In 2010, he received the ‘Gold Award of Yuan Baohua Enterprise
Management.” In 2011, Dr. Ma was awarded ‘Outstanding Contributor
to the Civil Society’, ‘Shenzhen 30 Years Excellent Quality Leadership
Achievement Award’ and ‘Shenzhen 30 Years Industry Leading Character’
by People’s Daily Online. He was awarded ‘Asia’s Best CEO, ‘Asia’s Banking
Industry Leader, Asia’s Best Banking President’ and ‘Asia’s Excellent CEO’
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by Institutional Investor in 2007, 2008, 2009 and 2011, respectively. He
was also awarded ‘Retail Banker of the Year 2008’ and “The Asian Banker
Talent and Leadership Development Award’ by 7he Asian Banker, and
‘Asia’s Best CEO in 2009’ by Finance Asia. In 2012, Dr. Ma was included
in the Excellence 50 List of China’s Listed Companies, released by Harvard
Business Review; awarded ‘China’s Overseas Investment Annual Figure’ by
CCTYV; and ranked in fourth place in ‘China Influence List’ released by
the Wall Street Journal. He was also named ‘Ernst & Young Entrepreneur
of the Year 2012 China Awards.’

Changing with Your Needs, Changing
with the Situation

Interviewer Chen: Mr. Ma, since you became the president of China
Merchants Bank (CMB) in 1999, you have taken many measures to
transform it from a small local bank into a joint-equity commercial bank
alongside the five state-owned traditional banks. What measures did you
find were most effective? How were they devised and implemented?

Weihua Ma (referred to Ma hereafter): This is a big question. Let me
begin with how I became the president of CMB in 1999. Before that, I
was in Hainan for seven years—six years as president of Hainan People’s
Bank and one year studying at the Central Party School. After my time
in Hainan, I became interested in running a commercial bank. When I
was an officer at the Central Bank, I was involved in currency policy and
financial regulation, but never led a commercial bank, and I wanted to
try it. Coincidentally, at that time the president of CMB was about to
retire and was looking for a successor. He approached me just as I was
searching for such an opportunity.

The Two ‘Welcome Presents’ from CMB

Ma: [ started my job on 2 January 1999. Unexpectedly, something big
happened in the first week. The Central Bank was giving up its offshore
business because it was in great difficulties after the Asian financial crisis.
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CMB had the largest share of offshore business at that time, account-
ing for about 50 % of the bank’s total revenue (slightly over 100 billion
RMB). The offshore business mainly included equity investments and
loans, which became non-performing assets after the Asian financial
crisis. That's why the Central Bank decided to stop its offshore business.
As CMB had the most offshore business, I was faced with an extremely
serious challenge. If information about the offshore business ending was
leaked, overseas depositors would withdraw their money, but they would
not be able to do so because it had been loaned out, and we had no US
dollar reserves. Even if the Central Bank was willing support us, it could
provide support only with RMB, so you can see the situation was danger-
ous: if a bank cannot pay its debts, it will be forced to close down.

Interviewer Chen: How did you handle that?

Ma: I consulted with the president and vice president of the Central
Bank and explained the seriousness of the situation to them, and asked
them to keep it a secret—to be ‘intense internally but appearing relaxed
externally.’ I recall that all the official documents of that time were hand-
written. I had arrived just one week before this, but I knew clearly that it
was most important to assure that liquidity was not a problem; we could
not afford a payment crisis or the bank would go out of business. So
we took some action. First, we tried to attract foreign exchange deposits
through floating interest rates. Second, we restricted foreign exchange
loans. We loaned our RMB to other banks, and they loaned us foreign
exchange. We did this for six months, and our foreign exchange invest-
ment reached over 600 million USD in June. Only then did I relax. That
was my first welcome present.

Interviewer Chen: That was a close call! What was the second?

Ma: The second challenge was also very severe: the run on our Shenyang
branch. It was rare to have runs on banks in China. What triggered it?
One reason was that people did not trust joint-equity commercial banks.
The second was a rumour that the previous president had disappeared
along with the bank’s money. In fact, the president had retired according
to normal procedures, but outsiders did not know this.

It was the first run on a bank in China. The director of our Shenyang
branch went to the branch to explain the situation, attempting to increase
confidence by his presence. But people did not believe him. A RMB run
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bank is a liquidity risk. I was relatively experienced in this respect as I had
spent six years in Hainan dealing with liquidity. I told the director that
he could borrow money from the Central Bank, and we would also make
some internal position adjustments. We asked the local government to
help calm people. We told the branch director not to panic but to keep
a stiff upper lip. He would tell people that no matter how much they
wanted to withdraw from the bank, they would have it, but they would
lose the interest as the current interest rate would apply only to term
deposits. We told the director that, if people were still worried, he could
deliver cash to their homes. Moreover, we piled up our counters with
cash to give people confidence. We did this for nine days, and the run
stopped. We rode out the crisis with our confidence—whatever amount
people wanted, they got it.

Banks base their existence on credibility. You cannot afford people los-
ing faith in you. Thee two incidents described occurred within my first
three months as president of CMB, so I call them CMB’s ‘welcome pres-
ents’ for me. What did I learn from dealing with them? Well, I realised
that a bank’s liquidity is actually superficial, like flu symptoms of a runny
nose and tears, and that’s nothing to worry about. However, when the
internal immune system is compromised, one’s health will suffer. For this
reason, I started focusing on the quality of the bank’s assets, and realised
the importance of risk management.

At the time, CMB’s non-performing asset ratio was at two digits. At
my first CMB board meeting, I saw that our profit objective was 2 bil-
lion RMB. I decided to cut this by a third. Why? Shareholders had been
pursuing yearly returns, and no provision had been made for the previous
eleven years. I felt that the risk was too high, so I lowered the profit tar-
get, and made a provision equal to the sum of the previous eleven years.
Some directors were unhappy with me, as reduced profits meant worse
performance than previous years.

In the second half of the year after I joined CMB, we took two critical
actions. One was risk management. At the end of the year, we established
10 iron rules called “The Ten Nos’ that includes managing risks with an
iron fist, increasing provisions and writing off bad debts. The second
action was to formulate a five-year plan that featured three steps: internet
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banking, capital marketisation, and international growth. The logic was
that, if we did not plan for the future, we would be bound to find our-
selves in trouble occasionally.

CMB'’s Three Strategies: Internet Banking,
Capital Marketisation, and International
Growth

Ma: If you look at the macro environment at that time, it was immedi-
ately after the Asian financial crisis, and China’s economy was sluggish.
However, IT e-commerce emerged. While Alibaba was still very small,
many already knew about the four major portal websites—for example,
Sina.com. Back then we had only nine branches with a relatively advanced
IT system. The nine branches adopted a uniform model of planning,
design and management, based on which we developed the ‘One Card’
solution. Customers could deposit or withdraw money at any of the nine
branches by using this card. We embarked on internet banking in 1999.

My view on the internet was inspired by Bill Gates of Microsoft. He
said that if traditional banks did not change in today’s world, they would
become extinct dinosaurs by the twenty-first century. He really gave me
food for thought. Banks have two major functions: they are intermedi-
aries for financing and platforms for payment. Each IT revolution will
bring a further revolution in a bank’s payment function, like evolving
from riding horses to driving cars, to using telegrams, telephones and
then the internet. That's why we believed that banks should seize the
internet opportunity as a catalyst for transforming the entire banking
industry. I was lecturing at many schools at that time. In Washington, I
talked about e-commerce and the transformation of traditional banks. I
told audiences that e-commerce’s impacts on banking were not limited
to one product or one service. Rather, it would trigger a revolution in the
entire process, organisation, framework and even concepts.

Interviewer Chen: The way you interpreted the internet’s impact on
banking was really forward-looking.
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Ma: CMB rode the wave of the internet at the beginning of the
twenty-first century. Someone designed a 72-hour survival test, giving
participants a card to use to get money. The final successful contestant
managed to buy soybean milk with CMB’s card. This attracted a good
deal of attention in China. The media commented that CMB’s internet
success outweighed its profits that year. Thus CMB had its first success in
China’s internet banking. Then, in the second half of 1999, we launched
an online personal banking system, including an online store, and online
payment with five major functions. Other banks had those too, but they
were not as comprehensive in terms of functions. CMB was the first to
establish a relatively comprehensive online system. After that we started
developing CMB’s retail business using the One Card and One Network
solution as two propellers, followed by constant innovations such as
wealth management, credit cards and private banking. CMB’s private
banking originated from the internet in this way.

Our strategy was to be a bit earlier, a bit faster and a bit better than
others. You have to be a couple of years earlier than others in developing
new services so that when they start to explore the idea, you have already
achieved a certain scale, established the brand, and laid down a solid
foundation.

Interviewer Chen: Recently I noticed that you have been talking about
the impact of social media on banking. Can you share your opinion?

Ma: We are ahead of others in this respect too, and consider it to
be another aspect of our internet banking. Last year we began mobile
payments. | feel that the internet and social media have unlimited
possibilities. Even if internet finance comes into the picture in the future,
banks will still have their own space. We now divide internet banking
into three types: the first is the networking of traditional business—that
is, carrying out traditional business via the internet; the second is internet
companies conducting financial business, such as Jack Ma’s AliFinance;
and the third is pure internet financial business, such as social media. But
no matter what, banks will not disappear in the foreseeable future. We
proposed that banks need to have the internet thinking process and gene,
as the internet is now more than just a means of communication: it is a
lifestyle and conveys values.



5 Changing with Your Needs, Changing with the Situation 129

Our second strategy was capital marketisation. When CMB started,
it had only one shareholder—China Merchants Group, operating out
of three rooms and with some 30+ employees. After the Asian financial
crisis, the Basel Committee (the international body for banking supervi-
sion) constantly emphasised the capital adequacy ratio. Consequently,
CMB undertook several financing activities. It was internal financing at
the beginning, not public issuance of stock. We did not prepare to go
public and follow the path of the capital market until 2002. It was not
an easy process; banks encountered very complicated conditions in going
public at that time.

CMB Going Public Was a Process of Rebirth

Interviewer Chen: So CMB made an initial public offering (IPO) in
China?

Ma: Yes, in A shares.> At the time, CMB had to write off non-
performing assets. As the Ministry of Finance could not give us money to
do that, we could rely only on shareholders” earnings. It was a tough pro-
cess. We finally went public in 2002. Then we did it again with H shares
in 2006 in Hong Kong.* We led in the number of circulating shares and
market value. We were also the first to adopt international standards.

We thought that the purpose of going public was not just to reach the
capital adequacy ratio (CAR); it was more of a process of rebirth for us.
After a company goes public, it is subject to regulations and adopts gener-
ally accepted accounting standards. Its provision and financial practices
will be standardised. It is also a process of management upgrade and inter-
nationalisation, and international standards must be adopted across the
board. At the same time, the process of making an IPO is of brand com-
munication. Therefore going public was of great significance to CMB.

3 A shares are securities of Chinese incorporated companies that trade on cither the Shanghai or
Shenzhen stock exchanges, quoted only in yuan (CNY). They can be traded only by PRC residents
or under the Qualified Foreign Institutional Investor (QFII) and Renminbi Foreign Institutional
investor (RQFII) schemes. B shares can be quoted in US dollars and Hong Kong dollars, and can
be traded by non-residents of the PRC and retail investors of the PRC.

“H shares are securities of Chinese incorporated companies nominated by the Central Government

for listing and trading on the Stock Exchange of Hong Kong, quoted and traded in Hong Kong
dollars, without restrictions on the trader (FTSE 2014).
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Two years after the A shares were listed, we started to issue convertible
bonds. The market had a downturn, and funds banded together against
our issuance of convertible bonds because in China’s market, additional
stock issuance normally depresses stock prices. This was CMB’s con-
vertible bond incident, in which we learned how to communicate with
investors. Two years later, our H shares were listed. Listing of H shares
required us to have 30 % of overseas shareholders. The bank became
more international. After such experiences in the capital market, CMB
improved its management substantially. This is what we call capital
marketisation.

CMB’s third strategy was international growth. Actually, not long
after the bank was established at the beginning of the present century,
we formulated a strategy for growth both inside and outside China.
We set up a representative office and then a branch in Hong Kong.
We were among the earliest to set up a branch there. Later, we opened
a New York branch, earlier than both the Industrial & Commercial
Banks of China and the China Construction Bank. Before us, the Bank
of China and the Communications Bank were the only two Chinese
banks in New York.

The process involved a long story. From establishing the representative
office at the beginning to making it a branch later, we dealt with Wall
Street and the Federal Reserve for eight years. I wrote a book entitled On
Wall Street to record the process. We set up the New York branch in 2008,
amid the US financial crisis. I remember New York’s mayor, Michael
Bloomberg, saying: “We are closing but you are opening’ at the opening
ceremony in New York, which was quite an event. More than 500 people
attended the ceremony, including Henry Kissinger and some big shots
from Wall Street. One reason we attracted so much attention was that
during the process I had made friends with people from different coun-
tries in the banking industry. Starting from our branch in New York, we
later opened our representative offices in London and Taiwan, and we are
now planning to open a branch in Singapore. These are all part of our
international growth efforts. In fact, so far international growth has just
been our future goal rather than a major business activity.
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Of course, international growth has another meaning. It means that
we are not only developing our business overseas to establish an interna-
tional network but also upgrading our management to match interna-
tional standards, because even if we do not do business overseas, we are
still faced with international competition inside China. Fundamentally,
if a bank does not adopt international practices and standards, it will not
be successful even if it does business only in China.

Two Transformations of CMB

Ma: We just talked about the three strategies. During the implementa-
tion process, CMB has gone through two transformations, so we have a
special term to describe it: ‘three steps and two turns.” The first transfor-
mation occurred in 2004. At that time, all the banks in China wanted to
expand, to do wholesale business, to earn more interest income, and to
spread their income. That was when we started our management train-
ing programme. Up to now we have conducted more than 20 training
sessions, with four being held each year. Two or three times each year we
invite famous international and domestic experts to be our trainers. The
training covers many areas, such as predicting world development trends,
macroeconomics, risk management and new capital agreements. We also
invite fashion experts such as the chief editor of Bazaar to share with our
management team information about the latest trends in design and fash-
ion to enhance our wealth management and private banking,.

Back then, the problem of homogenisation was pervasive in the bank-
ing industry. We derived the concept of disintermediation and interest
rate adjustment according to the market situation. We felt that for us to
grow, we could not just follow others blindly. Therefore, we worked on
our first transformation to focus on three targets: developing small and
medium-sized enterprises (SMEs), growing retail businesses, and increas-
ing non-interest income.

Non-interest income is income generated not from interest but from fees
and settlements. We started businesses such as enterprise co-operation, assets
custody and cash management, attempting to profit by collecting handling
fees. We felt that capital restriction was becoming increasingly stringent,
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so we needed to choose a business that could reduce capital consumption.
SMEs consume relatively less capital, and retail banking business minimum
required capital is less than investment banking, according to the Basel
Committee. The capital consumption weight is 50 % for retail business,
while that for wholesale business is 100 %. No capital is needed to gener-
ate non-interest income. As a result, we did our first transformation, which
took five years. I remember we were meeting in Nanchang. Nobody wanted
to do it as it is easy to do wholesale business, while retail business requires a
lot of work.

But by 2009, our retail business already accounted for 30 % of our
total assets, and the SME business was close to 50 % of our wholesale
business, while non-interest income exceeded 21 % of our revenue. We
considered the first transformation a success.

The global financial crisis took hold in 2009, and we expected more
stringent restrictions on capital. We reviewed our first transformation
and felt that we had done a good job in the retail business, undertaking
the groundwork for China’s retail banking. Our non-interest income was
also leading, but the SME business had room for improvement. The key
issue was that some medium-sized enterprises had assets of 100 million
RMB. That was when we initiated our second transformation, targeting
capital conservation. The first action was to reduce capital consumption and
improve our pricing power. The second step was to reduce costs, control
risks, and increase return on capital. This was the second transformation,
with the main purpose being saving capital and improving pricing power.
To achieve our goal, we needed to break SMEs into two further kinds of
small enterprises: small and micro. We set up a small enterprise credit cen-
tre in Suzhou because, as we dealt with small and micro businesses, we
could improve our pricing power, but our risk level also increased. If we
wanted to have a clear analysis of each and every risk, our costs would also
rise. So we had to find a way to control both risks and costs. To find that
balance, we needed an examination and approval approach similar to that
of mass production. We explored a new method that we tried out for five
years in Suzhou, and then rolled it out to the entire bank.

As a result, small and micro enterprises are now under mass examina-
tion and approval with some preset indicators. The second transforma-
tion is still ongoing. We have encountered many difficulties, but we must
keep moving on.
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CMB'’s Core Values: Changing with Your Need,
Changing with the Situation

Interviewer Chen: Excellent! Now let us talk about your sense of crisis,
your philosophy of ‘thriving in calamity and perishing in soft living’, and
your emphasis on acting before the change occurs. What do you think is
the most severe challenge the banking industry is facing today? An how
are you tackling it?

Ma: First and foremost, banking is a service industry, so understand-
ing changes in customers’ needs is critical. All these years our philosophy
has been ‘changing with your need’, which means we should change our
products and services according to customers” needs. This requires us to
be sensitive to changes in customer situations and always stay ahead of
the curve. As I said before, we strive to be a little earlier, a little quicker,
and a little better in everything we do, so we should detect changing
needs earlier than others can. Since customers’ changing needs are closely
related to the changing times, the other core value we have is ‘changing
with the situation.’

For example, while a bank is a micro enterprise, it is related to the
macro economy, to history and to society. I always say that ‘One who
lacks insight into the future cannot judge the present; one who lacks
understanding about the world cannot understand China; and one
who lacks understanding of the macro cannot handle the micro.” As a
bank president you must study economic, social, scientific and tech-
nological development trends; you must consider the micro enter-
prise in the macro context, against the backdrop of the world and the
future. Only then can you study the macro, study the world, study
the regular pattern, and study changing needs. For example, when
we started the credit card business, nobody in China was offering
them, and a large consulting firm wrote articles opposing the launch
of RMB credit cards. Why? They believed that an overdraft is the
basic profit model of the credit card. On the other hand, the Chinese
like to save money and deposit it in the bank; the Eastern culture
simply does not condone borrowing or overdrawing. Therefore, how
would we make money?
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So we hesitated: should we do it? First, we reasoned that China’s economy
would keep moving, and people would change their consumption values.
Quite often China will take the path that developed countries in the West
have already taken. Second, Taiwan, Hong Kong, Macau and Singapore, with
similar Eastern cultures to China, already had very sophisticated credit card
businesses. And third, changes in China would occur rapidly in the internet
era. Based on these factors, we decided to start our credit card business.

Interviewer Chen: Does your credit card business make money?

Ma: It did not at the beginning, but we started to make money from
the fourth year onwards. When we started the business, Sandy Weill,
then president of Citibank, approached me to work co-operatively.
Despite him being my idol, I rejected his offer. Why? Because I thought
that if we worked with him and the credit card business became a suc-
cess, people would say that this was because of Citibank. Moreover, the
back office is critical for the credit card business. Working with Citibank
meant that the back office would be in Singapore, under their control.
Third, he knew that we were influential in China’s debit card business.
So we declined the collaboration proposal. Instead, we decided to work
with Taiwan’s China Trust Commercial Bank, not as a shareholder but as
a consultant. We made an eight-year plan to reach a profit, but this was
achieved in the fourth year. Later we found that 40 % of the profit was
interest income. This finding surprised us: the Chinese also overdrew.

Interviewer Chen: Who are these people?

Ma: Some are rich folks, some are young people, similar to that in the
West. Later I read 7he World is Flat, by Thomas L. Friedman, which says
that ten bulldozers have levelled the earth, meaning that Western con-
sumption values have influenced China. That is probably why we found
ourselves in profit earlier than we had expected. And we have been mak-
ing money ever since. The story of the credit card business reflects one of
our beliefs in doing business. That means looking at a bank in the macro
context and against the perspective of the future while making decision
in the present. It also means we must act earlier, quicker, and be better in
everything we do and at every stage of development.

Ma: With respect to ‘thriving in calamity and perishing in soft living’,
everybody perceives the entire banking industry as a monopoly. Yet inside
the industry, competition is cut-throat. Before China joined the World
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Trade Organization (WTO), we were afraid that foreign banks would be
likely to enter China; and that fear spurred us to action. In fact, since I
joined CMB, we have always tried to instil a sense of crisis among our
employees.

We have a concept called ‘one three five’: ‘one’ refers to one guiding
principle; that is, the balanced growth of profit, quality and revenues
all being equally important. “Two’ means the relationship between man-
agement and growth must be handled well without neglecting either.
And ‘three’ means three rationalities: treating the market rationally, treat-
ing peer banks rationally, and treating ourselves rationally. Treating the
market rationally means that you must stay composed in a heated mar-
ket; you cannot just follow others blindly but must remain sensible. For
example, in 2009, everyone was working on the government platform,
but we loaned very little because we thought it was too risky. As a result,
our loans were low in that year and saw a negative growth. During the
road show I undertook in the United States, I explained why we had
negative growth and why we loaned very little. Ultimately, our stock
increased by 30 %. Nevertheless, when others were not lending during
the period of control over the real estate market, we saw an opportunity
and increased our loans at that time.

The second part is treating peer banks rationally. We should learn from
banks that do a good job, regardless of their size. But if banks violate
regulations or take risks that are too high, we should not follow their
actions even if they perform better than we do. This is treating peer banks
with reason. The third part is treating ourselves rationally. What does
that mean? All these years we have stayed ahead of others, so it is easy to
become complacent and be blindly optimistic. That is when we need a
sense of urgency to help us stay alert. On our tenth anniversary we did
not review our achievements; instead, we summarised eight major crises
and twenty issues. Every year on the company’s anniversary we spend a
lot time talking about crises, which we think is an important thing to
do. We all feel that CMB is endangered if we do not keep reinventing
ourselves.

Interviewer Chen: You have very good lesson here: Prepare for dan-
ger in times of peace, and never become complacent because of past
achievements.
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Ma: Yes, CMB has always led the pack, but if we relax, others will
catch up. That’s why we treat ourselves rationally. We have a website for
employees to post their concerns or opinions about anyone, including
me, at any time, in any place, anonymously or otherwise. We all read
these. When we went public, an employee in Chongqing wrote an article
entitled “Words of Warning at a Glorious Era—Where is CMB going?’
using his real name, and asked many questions. I asked the management
team to read and think about his article. We also rewarded this employee.

‘Five’ refers to five relationships. The first is the relationship between
management and growth. Management capability determines how well
we can grow. Second is the relationship between quality and profit. All
profits must be subject to quality management. We call it risk pricing;
that is, we profit by addressing risks. The third is the relationship between
short-term and long-term interest. If banks fail to pay attention to long-
term interest, they will not have long-term growth. For example, if you
start a credit card business expecting to profit in the eighth year, but
you leave the business in three years, you definitely will not do well.
The fourth relationship is between shareholders, customers and employ-
ees. We belong to an association that stresses the social responsibilities of
banks. We think that the shareholders’ interests are our starting point;
no one would buy our stocks without this. Where do shareholders’ inter-
ests come from? From the market and customers, so we must also take
good care of both of these. Who develops the market and customers?
Employees do. Therefore, while the shareholders™ interests are our ulti-
mate concern, we must start with the employees’ interests. We must care
about how they feel and their interests. To us, people focus concentrates
on customers and employees. These two and social responsibilities are our
main concern.

We are keen to protect our employees’ interests. Sometimes we are
even in conflict with shareholders to protect the interests of employ-
ees. For example, we must first establish a salary system that motivates
employees and guarantees their continuing performance. They will be
well rewarded as long as they work hard. They are also entitled to pen-
sions, social insurance and medical insurance. In addition, we must
take care of their career paths. Our employees on average are less than
30 years old, so we must consider their future development. We offer
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many technical and managerial positions. Meanwhile, we create a pleas-
ant company culture. In the past, we had only ‘a gas station’ but no ‘cof-
fee shop’ (i.e. a basic, no-frills setting). Now we have both, and the coffee
shop is the gas station, creating a better working environment. That is
the fourth relationship.

The fifth is the relationship between rules and culture. Banking is a
high-risk industry, and rules are extremely important. In fact, many rules
and systems are established after paying a high price. So a bank must
have stringent rules/systems and implement them firmly. On the other
hand, we should also realise that it is people who devise rules, so they will
definitely lag behind constantly evolving practices. And even laws often
lag behind.

Interviewer Chen: Yes, the rules must keep pace with the times.

Ma: Rules are often rigid, passive and compulsory; normally they
would not motivate people, only restrict their behaviours. For this reason,
it is not enough to have rules alone; a viable company culture must be
created. Culture consists of values and norms that guide our behaviours;
when culture takes root, rules are implemented automatically. Therefore
we must influence our employees continually with CMB’s corporate
culture.

CMB’s Culture: Innovation, Service, People
Focus and Risk Control

Interviewer Chen: What are CMB’s core cultural values?

Ma: Our most distinguished core value is innovation. Why do we need
an innovative culture? A company’s culture is related to its genetic ori-
gins. CMB’s origin were different from those of other banks. It was the
first corporate legal entity among China’s banks, an emerging economic
entity. At that time people did not know about us or take us seriously,
so we had to innovate for growth. If our services and products had not
been better than those of others, we could not have stood out to attract
customers and therefore would not have survived, let alone thrived. That
genetic origin has determined CMB’s innovation culture, which has been
reinforced and consolidated through various crises.
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Interviewer Chen: Do you take a top-down or bottom-up approach
to innovation?

Ma: It can be both. In the past, employees tended to deem innova-
tion to be the responsibility of management. Later, we emphasised that
innovation came from the frontline because innovation is adapting to
changing customer needs. We are in a service industry; so satisfying those
constantly changing needs is the source of innovation.

The internet generated a need for online banking, and the availability
of online payments has triggered a need for mobile payment e-banking.
You must innovate if you want to capture and satisfy needs. And front-
line employees are considered to be in a position to be first to detect such
evolving needs. But at the same time they must be supported from the
top with an incentive mechanism, a system and a culture that encour-
ages innovation. We consider innovation to be an antidote, to keep from
‘thriving in calamity and perishing in soft living.” Without innovation,
CMB would remain stagnant and would be overtaken.

Our second value is service. As I said earlier, banking is a service indus-
try. You must have better service than others to win customers. CMB
aims to provide a dedicated service to our clients, covering even such
aspects as attire and language. We constantly review variances in service
and listen to customers’ comments without letting up on our efforts. I
personally handle customer complaints to enable the service culture to be
deeply rooted among employees.

Our third cultural value is people focus. Young employees are CMB’s
most valuable resources, and they must be passionate about what CMB
is striving to achieve. The last is the culture of risk management. We are
not a state-owned bank; if we perform badly, the state will not offset our
bad debts, and we shall harm both employees’ and shareholders’ interests.
That’s why we must nurture a culture that emphasises risk control.

However, excessive risk control could also have a negative effect, as
everyone then becomes very cautious. The problem with our second
transformation was that we were being extremely cautious; our non-
performing asset ratio kept dropping to under 1 %, but at the same time
our pricing power was also decreasing. We were being very risk-averse,
ending up with high capital consumption and low pricing power. The
most damaging effect was that employees lost both their risk-pricing
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capability and courage. Under these circumstances, we decided to carry
out the second transformation and risk pricing. My management phi-
losophy emphasises risk management on the one hand and bank man-
agement on the other, seeking to obtain the best balance between risk
and profit. You cannot be too aggressive or too conservative. You must
strike a balance.

Interviewer Chen: But sometimes it is very difhicult to judge where is
the optimal balance.

Ma: Yes, it is difficult to find the best balance between risk and profit.
You must find it based on the information you have. Here is where the
‘One Three Five’ rule discussed previously can play a key role. For exam-
ple, a focus shift from book profit to economic profit shows that you
consider long-term interest. Book profit is what you make at the time,
but if it comes from wholesale business or from consuming capital, it
is less desirable. We should pursue economic profit, ideally from non-
interest income, without consuming capital. Another example is that,
in the past, we focused on big businesses; now we focus on small ones.
We once practised extensive marketing; now we have adopted refined
and precise marketing. The changes occurred during the transformation,
and we have turned them into CMB’s culture, well-known and practised
by our employees. So I think that among all China’s banks, CMB has a
unique corporate culture. And that’s why CMB can pursue group inter-
ests and maintain a stable performance. CMB is a sustainable company.
It has a stable management team, consistent corporate strategies and a
calm demeanour. CMB’s steady growth provides investors with long-
term investment value.

Interviewer Chen: Now that you have stepped down from the CEO
position, are you concerned about CMB’s future development?

Ma: No, not really. The new CEO, Mr. Tian, has been with CMB for
a long time and is immersed in the CMB culture. He used to be a branch
head, so he has an in-depth understanding of changes and can make
timely responses. Moreover, though I had made constant changes down
the years, I also had limitations. For example, I could not bring myself
to dismiss underperforming associates who had worked for me for many
years. Mr. Tian can be more detached from such baggage. In addition, I
am already over 60 years old, while our employees’ average age is about
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30. Though I am a progressive learner, I and my employees belong to two
generations, after all. I especially emphasise that not everything I did in
the past was correct; I would be happy to see bold breakthroughs because
that is the only way CMB can continue to grow. I firmly support changes.

Interviewer Chen: When you were the CEO of CMB, you must have
encountered conflicts between personal relationships and business ratio-
nality. Could you share one or two typical incidents that gave you head-
aches? In looking back, how do you think you could have handled such
conflicts differently?

Ma: I have many examples. For example, you deeply trust a branch
head, but he stops performing after a few years. How do you handle it?
You think he is not performing, but he thinks he is doing fine. You must
make the necessary adjustment. He might resent the decision and take
his case to the Board. But it is unnecessary to argue with him. You sup-
port your decision with facts so that everybody understands.

Another example occurred between me and the Board. Not long after
I joined CMB, the Board passed a resolution to spin off CMB’s online
banking business and make an IPO for it. You know, the internet was
burning money at that time. I had concerns about the decision. Online
banking was an integral part of our business; how would we handle a
separate listing? I told the Board that it was beyond my imagination.

However, the Board had made its decision. So I went to the United
States and investigated three banks. First Security Bank, a purely online
bank, was unable to continue at that time. Bank One once had an internal
online bank but had already sold it. Wells Fargo had a ‘clicks and mortar’
model, a physical bank and an online bank that complemented each other
very well. I decided that we should use that as our model. I told the Board
that the purely online bank would not work if it went public separately.
Using reason and facts, I convinced them to withdraw the resolution.
Looking back now, if the online bank had gone public at that time, CMB
would probably have failed to make it to the main board.

Interviewer Chen: Could you summarise your personal management
philosophy, perspective, style and experience?

Ma: From a philosophical standpoint, four things are important for
a service enterprise. First, change with the situation: formulate strategies
according to situational developments. An enterprise should put itself in
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a macro context against the backdrop of the international environment and
technological changes, constantly adjusting its position and strategy based
on macro trends, and changing with the situation. Second, change with
customers’ needs, at two levels. One, customers are the anchor of the bank;
you will not survive without them; you exist to serve them. If they do not
exist, you will also cease to exist. Two, you cannot stop studying, because
customers’ needs change with the times. You must build this concept into
the company culture, and do not make changes just for the sake of it.

Third, you should focus on people. For a bank, the most important
productive forces are human resources. Fourth, you should achieve a bal-
anced growth. A bank must deal with various contradictions, and a bank
president must master the skills of co-ordination and balancing. Profit
quality and revenues are a contradiction, as are risk and profit. The key
is to strike a balance. Short-term and long-term is another contradiction;
you cannot ignore either, so it is all about rationally allocating capital.
These are my management philosophies. A bank president must con-
stantly balance between the macro and the micro, the present and the
future, the risk and the profit.

Commentary

Being the first Chinese private bank, the development and achievement
of China Merchants Bank is significant in the economic reform process
of Chinese private business, especially in the banking industry where
private participation was very restricted and is still very limited today.
The critical events that Weihua Ma illustrated during the first year of his
management of the bank show how difficult it is for a privately owned
bank to survive in a turbulent business environment, both in terms of
governmental policy and customers’ trust. Through capability enhance-
ment, China Merchants Bank was able to expand strategically into dif-
ferent businesses, learning from existing models and innovating on their
own and through alliances.

Similar to the insurance industry, China’s banking industry is homo-
geneous in many ways. To stay competitive, CMB has been innovative
and led the changes in the banking industry since the mid-1990s, which
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resulted in the remarkable transformation of the company. To Mr. Ma,
staying innovative is to be ‘a bit earlier, a bit faster, and a bit better in
everything you do than your peers,” and is to make changes in synchrony
with the customers’ needs that are changing with the situation. Mr. Ma’s
sharp grasp of the driving forces of change and a deep understanding of
the nature of banking make him a leader with vision and a manager with
remarkable executive skills to implement that vision.

Besides vision and determination, it is also evident from his remarks in the
interview that, for Mr. Ma, duality thinking is in his bones (Smith and Lewis
2011; Li 2012). He talks about balance in every aspect of running a bank:
management versus growth, quality versus profit, short-term versus long-
term interest, customers versus shareholders versus employees, rules versus
culture, innovation versus risk control, macro versus micro, international ver-
sus domestic, Western versus Eastern, traditional banking versus e-banking
and so on. The success story of CMB indicates that Mr. Ma is the person who
can strike a balance in all these seemingly contradictory relationships.
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If You Do Business for Money Alone,
You Might Not Be Able to Make Money

Interview with Neusoft Corporation Founder
and Chairman lJiren Liu

The interview was conducted by: Jianjun Zhang, Peking University, and Anne S. Tsui, Arizona
State University.

Neusoft Corporation’

Established at Northeastern University, Shenyang, China in 1991, the
history of Neusoft can be traced back to 1988, when Dr. Jiren Liu from
Northeastern University worked with two other colleagues to set up a
computer software and network engineering research lab with 30,000
RMB and three computers.

In 1991, a company was formed with the name Neu-Alpine Software
Research Institute, as a joint venture with Japan’s Alpine. After a merger
with another university company, OPENSOFT System, the first
National Engineering Research Centre for computer software was cre-
ated in China in 1993; and the first university software park, Neusoft
Park, was launched in 1995. To implement its own brand integration

!This section is based on information and news from the company website (Neusoft 2015a), 2014
Annual Report (Neusoft 2015b) and IACMR’s Chinese Management Insights' publication
on Neusoft in December 2011. According to the founder, Jiren Liu, ‘Neu’ in ‘Neusoft’ stands
for Northeastern University.
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strategy, in 2001 Neu-Alpine was renamed ‘Neusoft Co. Ltd.” The com-
pany developed further and created more joint ventures and strategic alli-
ances with Toshiba, the Shanghai Baosteel Group, Philips, SAP, Intel,
Harman, NEC, A& T, Huawei and Alibaba.

In 1996, Neusoft became the first listed software company in China
(A share); and by 2004, it had become the largest offshore software out-
sourcing service provider in China. As the largest I'T solution and service
provider in China, Neusoft provides industry and product engineering
solutions, related software products and platforms, and services through
the seamless integration of software and services, software and manufac-
turing, and technology and industrial management capacity. By 2007,
the company had already been listed for the fourth time in the ‘Global
Services 100" annual study of companies, ranked among the “Top 10
to Watch in Emerging Asian Markets’ companies, and named in the
top 25 in the list ‘Global Outsourcing 100’ issued by the International
Association of Outsourcing Professionals (IAOP). By 2014, Neusoft has
been listed in ‘Global Outsourcing 100 eight times by IAOP, and listed
in ‘Global 100 Software Leaders’ three times by PwC.

In 2014, Neusoft had a revenue of 7.8 billon RMB, with net profits of
1.06 billon RMB. The accumulated financial reserve from undistributed
profits had reached 2.88 billon RMB. By 2015, Neusoft had set up 10
software research and development (R&D) bases, 16 software develop-
ment and technical support centres, eight regional headquarters and a
comprehensive marketing and service network in more than 60 cities
across China, with over 20,000 employees in total. In addition, Neusoft
has set up three information institutes and a biomedical and informa-
tion engineering school in China, in Dalian, Nanhai, Chengdu and
Shenyang, respectively. Globally, Neusoft has subsidiaries across North
America, South America, Asia (Japan), Europe and the Middle East, with
products installed in 60 countries/regions around the world, including
the USA, Italy, Russia, Brazil, Pakistan, and other countries in Eastern
Europe, the Middle East and Africa.

As a software technology company, Neusoft has ‘Beyond Technology’
as its corporate philosophy and brand commitment. Engaged in
building its core competence to create value for customers and soci-
ety, Neusoft’s strategies include open innovation, excellent operations
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and human resource (HR) development, determination to becoming
a company well recognised and respected by employees, sharehold-
ers, customers and society alike. As a globally leading IT solutions
and services provider, Neusoft also strives continuously to optimise
its organisation and processes, develop leadership and employee com-
petence, and commit to alliances and open innovation, to sustain its
competitive advantages. Its particular competitive advantages are in
telecoms, energy, finance, social security, health care, manufacturing,
transportation and education.

Founder and Chairman Jiren Liu?

Born in 1955 in Dandong, Liaoning province, Dr. Jiren Liu is the
founder, Chairman and CEO of Neusoft Corporation; he is also Vice
President and a Professor at Northeastern University (NEU).

Jiren Liu earned his bachelor’s degree in computer software from
Northeastern China Institute of Technology in 1980 followed by his
master’s degree in computer application from the same institute. In 1986
he went abroad to study at the National Bureau of Standards (NBS) (later
named The National Institute of Standards and Technology (NIST)) in
the USA. In 1987, he returned to China and defended his doctoral dis-
sertation at the Northeastern China Institute of Technology, which made
him the first Chinese person to receive a doctoral degree in computer
applications.

Dr. Liu founded Neusoft on the campus of Northeastern University in
1991 with the initial intention of attracting funding for research. Today,
under the leadership of Dr. Liu, Neusoft has become the largest IT solu-
tions and services provider in China. He also holds the position of vice
chairman at the China Software Industry Association (CSIA), and is a
standing member of the Chinese Association of Automation (CAA).

Because of his outstanding achievements, Dr. Liu has been awarded
numerous honours, including the National Award for Excellence in

2This section is based on IACMR’s Chinese Management Insights' publication on Neusoft
in December 2011 with permission, complemented by public information from Bloomberg.com
(Bloomberg 2015).
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Science and Technology, China’s Best Business Leader, Asian Innovator
of the Year at the 6th CNBC Asia Business Leaders Awards, and Country
Winner of Ernst & Young’s Entrepreneur of the Year 2010 China. He
was also named as CCTV’s Top Ten ‘China 2009 Economic Person
of the Year, and inducted into the Outsourcing Hall of Fame by the
International Association of Outsourcing Professionals (IAOP). In
addition, he is a member of the Chinese People’s Political Consultative
Conference (CPPCC). He has been given a variety of awards, such as
National May Day Labour Medal, National Labour Model, Chinese
Doctor with Outstanding Contribution, and National Top Ten Scientists
and Technicians.

Trust Is Important, but Must Be Conditioned
by the Institutional Foundation

Interviewers Zhang and Tsui: Please describe your management philoso-
phy, perspective and style.

Jiren Liu (hereafter referred to as Liu): For a company like ours, the
most important things are trust, delegation, transparency, communica-
tion and frankness. These are the most important aspects of our company
value system. In the I'T and service sector, the capability of the company
comes from the capability of every individual. If you do not respect the
employee, you are actually restraining his work enthusiasm and creativ-
ity, and your disrespect of him will result in his disloyalty. Our corporate
culture and value system is something like that of universities: that is, to
motivate everybody with passion and to realise the potential of each. Of
course, if you only have trust and delegation without effective governance
and transparency, it is easy to lose control. Therefore, we are always work-
ing to construct a strong system and process in order to avoid risk. We
have invested a great deal in building a management platform such as an
accounting system, human resource system, etc. Our company has an
auditing and monitoring department, whose function is to monitor the
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behaviour of our managers. So, on the one hand we have trust, and on
the other hand we have a relatively high level of institutional building.

Meanwhile, we emphasise optimising all aspects of our process man-
agements. This process management started from our application of
International Organization for Standardization (ISO) and Capability
Maturity Model (CMM) standards to ensure reliable project delivery, and
we try continuously to improve in all aspects of our management system.
As the basis of trust, we have developed a methodology with continu-
ous improvement such that we can structure employee behaviour within
a basic framework while at the same time not restricting creativity and
imagination. The benefit is that everybody has a sense of being an entre-
preneur, and each person has his/her pride. Or we can say that everybody
has a feeling that Neusoft has become the way it is today is because of each
employee’s efforts. This is the happiest thing for me. For example, Wang,
the general manager of our Beijing branch, would think that ‘It is because
of me, Wang, that the Beijing branch has grown from being a few people
to such a big branch in which most people own apartments and cars.’
They see such achievement as a result of their own contribution, and see
themselves as the masters of Neusoft. To put it another way, when every-
body wants to achieve great success, I can focus more on institution build-
ing. This is the characteristic of management in Neusoft. As for humility,
delegation represents one kind of humility from my point of view. But
institutions have their authority, which cannot be compromised. In brief,
we emphasise trust on the one hand, and system building on the other.

Interviewers Zhang and Tsui: Is there any tension between flexibility
to adapt to China’s environment, formality of process and the rigidity of
institutions?

Liu: Sometimes there are conflicts and tensions, but in the process of
developing a company, you must have trade-offs if you want the company
to be long lasting. For example, efficiency might suffer when rules are too
strict. But institutions/rules can avoid the risk of organisational death
caused by too much flexibility. So, when the company is very small,
flexibility is more important. But there is a bottom line that cannot be
breached, which can cause organisational death. Birth and death are vital
today now the company is so big, and flexibility today is more related to
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method innovation within the framework of rules. Our situation is that
we cannot touch state laws and the bottom line (in terms of ethics values)
of our company, which are unbreakable rules for all our employees. Of
course, if we find that there are some ways of doing business that are bet-
ter than existing procedures, we change our rules.

Interviewers Zhang and Tsui: What do you do if an employee makes
mistakes?

Liu: I often say that we are not afraid of making mistakes, but there are
two preconditions: one is that you cannot make vital mistakes, because
with a vital mistake, you will not have the opportunity to make other
mistakes. This is not allowed. Second, you cannot make the same mistake
twice. Our key value of trust in Neusoft, however, means that making
mistakes is acceptable. A young company cannot grow if you do not
allow people to make mistakes, just as a child cannot learn how to walk
without falling over. If you remove all those who make mistakes, nobody
will take risks. So you have to allow people to make mistakes. In general,
our tolerance of people making mistakes is relatively high. As long as the
person does not have a personal motive for making mistakes and as long
as the mistakes do not cause much harm, we tolerate them. If there is no
tolerance for mistakes as a result of risk taking, the company will lose
vitality, and employees will become bored.

If one breaches the bottom line, then we have to rely on the rule of law.
But if somebody makes mistakes at work but does not bring serious harm
to the company, we will tolerate them. As I said, it is impossible for any
person never to make mistakes.

Interviewers Zhang and Tsui: When you originally introduced the
rules on accounting and other formal procedures, you aimed at getting
people to work under certain constraints. Did the people who used to be
flexible feel uncomfortable about this?

Liu: There were a lot of complaints. Many people felt uncomfortable.
Under the budget system, everything needs a budget, items listed in the
budget must be actioned, and expenses that exceed the budget must be
reported. This way of doing things is very different from the past. After
their introduction, people were frustrated by the budget reforms. It took
us almost one and a half years to implement the new system. Gradually,
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people in the functional departments improved their skills in calcula-
tion, almost matching those of the accounting staff. That is, during the
process of introducing the rules, employees went from not knowing how
to calculate costs to being able to manage themselves. People then have a
common language of communication using the same rules.

When they complained, I did not try to persuade them, but strongly
supported the executors of the new rules. This was not a subject for dis-
cussion. Rules are things that must be implemented. As a manager, you
need to listen to various opinions, but you also have to have your own
judgement. If you do not listen, you are not humble, but you cannot lis-
ten to others all the time. It is important to insist on principles. Principles
and rules cannot be discussed.

Experience Is Fortune, and Every Experience
Has an Impact on Me

Interviewers Zhang and Tsui: What experiences in your life had a pro-
found influence on your business and management style?

Liu: It was during the Cultural Revolution, a time in which I expe-
rienced many things. Whether from the perspective of an individual or
a family, I experienced what young people now can only get a sense of
from movies. Those experiences helped me to be tolerant of many things
as well as how to bear hardship. For example, in the early stage of our
business, we often went to Beijing, sitting on the floor of a train and
living in a basement. Sometimes we lived in an apartment with many
people crowded in one room when we went to Beijing for an exhibition,
for example.

I'wasalso very fortunate to meet Professor Huatian Li—my mentorat the
university. As one of his students, I benefited greatly from knowing him in
terms of how tobeagood person even more than how tobeagood academic.
He had graduated from Harvard University in the 1940s. He was familiar
with Qian Xuesen and Qian Weichang (prominent scientists in China).
They came back to China almost at the same time as he did. He devel-
oped the first computer in China. The reason I came back from the US



152 A.S. Tsui et al.

after I had been a visiting scholar for several years was also because of
his influence. He told me: ‘It was before the founding of the new China
when I came back. I actually did not live a good life after I came back.
But I don't regret it because every country needs its people to contribute
when the country is poor. Who will contribute if you do not? We cannot
wait for others to contribute. So I encourage you to come back.” I was
very moved. He was highly respected academically, but his living condi-
tions were very bad. When Neusoft went public, we let our professor to
have some shares. When we distributed apartments, we let him choose
first. I was grateful to my professor.

One occasion that greatly impressed me was in 1981 when we went to
a store. That store had expensive Philips electric razors. Professor Li asked
the saleswoman to hand the razor to him to examine. The saleswoman
looked at him and said: ‘Mister, the price of this razor is more than 200
yuan. It is not 20 yuan’, meaning ‘Can you afford it?’ The saleswoman
further said that the product instructions were written in English. My
professor insisted on having a look. The saleswoman was very surprised
because the razor was very expensive, and few people ever bought one.
My professor finally did not buy one. After we walked away, he said to
me regretfully: “Young Liu, it is very sad that our society judges people by
their appearance.” I understood then why my professor did not respond
to the saleswoman with ‘How do you know I don’t have enough money
to buy it?” He was so calm, which greatly impressed me. I learned from
him that a person could be humble when he was in fact most confident.
Also, sometimes we did experiments in the laboratory until late and the
cafeteria was closed. He would invite me to go back home with him, and
cook soup for me. His honesty and integrity influenced me dramatically
when [ later founded my company.

I also have four years of precious experience as a worker in a steel fac-
tory. After I graduated from high school, I was assigned to work in the
Benxi Steel Company. My job was gas maintenance. At the beginning, I
thought it was a good job, something similar to being a nurse or a doctor.
After I started work, I realised that it was actually a very dangerous job.
My duties were to maintain the gas equipment. Gas is very poisonous
and easily explodes. Some of my colleagues who had worked there for
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several years had had their faces burnt. But the good side of the job was
that I had a lot of free time so I could do a number of other things,
such as painting, playing basketball, taking care of the classroom for the
factory instructors, etc. So I was very happy. Shortly after this, I was
allocated to work in the labour union, where I developed my ability to
interact with people. It was no surprise when I was recommended to go
to university later on, since I got to know many people by helping them. I
benefited greatly from those four years as a factory worker. I worked with
the working class, facing various kinds of pressures and doing various
kinds of tasks, which improved enormously my adaptability and ability
to interact with different kinds of people. This experience shaped me to
be more optimistic and more tolerant of difficulties and changes.

Interviewers Zhang and Tsui: How did your experience as a professor
affect you as a business leader?

Liu: From my point of view, there are at least three benefits for a pro-
fessor to move into business. First, a professor is romantic. He can feel
a sense of achievement whether he succeeds or not. If he does succeed,
it means that he has made a correct choice; and if he fails, that means
the choice was wrong, which is also meaningful. Such an attitude leads
to risk taking. The attitude of being playful with ideas might lead to
value creation; however, if making money outweighs everything else,
I might do things differently. Second, a professor doing business can
have a long-term horizon. Academics tend to think of things from the
perspective of social development and long-term trends, which equips
them to be forward-looking. We linked with many industries in the
very early stages, ahead of others by five or six years. For example, we
entered the social security sector in 1995 when there was no social secu-
rity system in China; we entered the telecommunications industry in
1991 when mobile phones had not yet become popular; and we entered
utilities sector when there was only one power company in the country.
Third, professors emphasise the development of human resources. The
main purpose of education is human development. So we always focus
on human beings and company culture, and an academic atmosphere
is a guide for our company. Respecting employees and employee train-
ing are two of the key features of our company. Every year, we invite
world-famous consulting companies to give us advice. We have also
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founded a leadership development centre. Leadership training ranges
from collective training to one-to-one guidance.

Others see me as a modest person, but I am unwavering after I have
made a decision. Examples of this abound: developing software parks,
our stock market launch, our entering into the health care sector, our
integration of brands, our joint venture with Alpine, the change of com-
pany name to Neusoft—all these things were met with resistance. But
I am aware that I have to be persistent when I make these decisions.
Professors are persistent when they insist on their theories, regardless of
whether others accept them; once they think they are right, they will
persist. Of course, you have to listen to the opinions of others. It is dan-
gerous if you do not listen to others. I feel that the democratic part of a
professor lies in listening to opinions from various people, then making
a decision based on careful calculation and analysis. However, once it is
time to make decisions and execute, steadfastness is a must.

Interviewers Zhang and Tsui: But how about being tough on people,
not only on the problem?

Liu: I think that toughness does not have to be reflected explicitly but
can be conveyed with a gentle attitude. When I insist on something, I
would say “This has been decided. Thank you for doing it.” Maybe my
attitude is very modest, but that is tough enough, since there is no room
for discussion.

From Doing Everything by Myself to Relying
on the Team

Interviewers Zhang and Tsui: How do you position yourself in the
company?

Liu: The most important thing I have to do is to decide on the stra-
tegic direction of the company. The second most important thing is to
choose the right leaders. After I have decided on strategies, framework,
principles, and found the right people, the next thing is to support the
management team to execute the tasks. I seldom take charge of opera-
tions directly. Our team does an excellent job.
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Interviewers Zhang and Tsui: Did you bring any particular manage-
ment practices to your company?

Liu: At the early stage, when there was no MBA education in our
country, and no professional courses on how to sell, I introduced a
marketing strategy and the construction of a sales network. I invited a
Japanese expert to address us. Then when we started to provide a service
to our customers, I introduced ISO 9000 to improve the standard of
our software and service. In 1996, when the company went public, we
invited consulting companies to introduce professional management. We
invited Hewitt to help us improve our wages system, and Interbrand to
help us improve our brand strategy. We hired other companies to help
us develop leadership, including one-to-one training. We also introduced
the balanced scoreboard, 360-degree feedback and other management
practices. Recently we have been improving our internal control system,
introducing and optimising our institutional building to check risks. We
are happy to see some results. When the Shanghai Stock Exchange, on
its 20th anniversary, selected the ten best boards in China, Neusoft was
included in the list.

After we have decided on our strategies, each department makes plans
for implementation, and each has targets to meet. For example, the per-
sonnel of the HR department came to talk to me yesterday: ‘I am so
excited that we will receive an award for best employers this year on the
20th anniversary of our company. It is accredited by an international
institution.” The accounting department has its own plans and initiatives.
We also have a department of process improvement with its own agenda.
So the final implementation and improvement come from each depart-
ment. [ only set the goals, and each department takes care of the methods
and instruments that are going to be used to meet them. We have now
created an environment in which, once I announce the goals and give
them space to work, the employees do the rest.

Interviewers Zhang and Tsui: How did you come to recognise the
importance of developing a marketing strategy and building a sales net-
work in the early stages of the business?

Liu: It was because our abilities were not good at that time. A company
has to do these things to survive. In addition, when the company was
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small, I had to do everything on my own. Let me give you an example of
the kinds of initiatives we have had to take to expand our talent pool for
the company. We invested in IT at three universities in order to develop
talents. At the beginning of our collaboration with these universities, I
discussed the design of the course in detail with the university team, the
methodology and philosophy of teaching, and so on. After almost a year,
the university team delivered a range of feasible solutions. They did such
an excellent job in designing the curriculum that Neusoft received several
awards, including an award from the Ministry of Education. I often talk
to our management team about using the best tools and the best meth-
odology to improve our management. When an organisation reaches a
scale like ours, there will be problems if every functional department has
to wait for orders from above and cannot develop its own solutions.

A Combination of Long-Term and Short-Term
Focus, and of Software and Hardware
Development

Interviewers Zhang and Tsui: To what extent does the uniqueness of
Neusoft’s development strategy and business model reflect the character-
istics of the Chinese market environment? And to what extent is it the
result of your strategic choice?

Liu: In terms of our business model, we attempted to find a way to keep
our company growing continuously, and to increase our ability to avoid
risks. And this model should allow us to avoid the danger of company
death when we take risks. This is our principle: to identify our business
model from the outset. When we decide on our strategy, the priority is to
maintain a balance between risk taking and development. In the Chinese
market, we first balance the international and domestic markets; and then
balance the different market demands of various sectors at differing stages,
which allows us to do both long-term and short-term business. Today we
further balance international resources with domestic ones, and poten-
tially might combine both software and hardware. As a result, it is dif-
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ficult to find any company that is similar to us. Because we need our own
characteristics and model to survive, we then have our own uniqueness.
It will be problematic if we are similar to other companies. Our company
is neither a Microsoft, nor an Infosys, therefore I always say that we are not
following anybody else’s way; we are going our own way.

To compete better among companies, we need to think and find a
way in any environment. I like risk taking, but I will never take risks that
will cause a disaster for our company. So from this angle, the choice of
Neusoft is not a result that reflects the characteristics of China. Instead,
it indicates more of our principles as a company attempting to survive.
In the Chinese market, it is a basic principle to maintain a financial bal-
ance between long-term and short-term business. In the second year after
we founded our business, I wrote an article entitled “There will be no
reality without a dream,” and said that a company will not thrive if it
does not have a vision. But at the end of the article, I emphasised that
it is impossible to realise your dream if you cannot take care of the real-
ity of management in the present (short-term survival). If the multina-
tional corporations (MNCs) had viewed China’s market as the market in
which they had to have an entrepreneurial spirit from the very beginning,
smaller Chinese companies would not have had any opportunities. It was
because MNCs did not have an entrepreneurial spirit as they had in their
own early stages that gave us space to grow.

In brief, if we summarise the features of Neusoft using the metaphor of
the art of war, I would say that the uniqueness of Neusoft does not come
from country characteristics. We find our uniqueness only in the battle-
field. Somebody said that Neusoft grew so fast because it fitted China’s
environment. The simple fact is that we did not know anything when we
entered new sectorial markets. China’s market was open back then, and
any foreign company could have come in to exploit the opportunities.
Somebody might have seen these opportunities but lacked resources; or
somebody might not have entered because of the uncertainty of success
in the future. MNC:s failed because they did not have an optimistic view
of China’s future or they were very suspicious.

Interviewers Zhang and Tsui: You made and sold products in the early
stages of the company. But later you found it was not good for business
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to do this, so you moved over to providing services. Did such a transition
reflect more on the influence from the environment?

Liu: The US was the world leader in terms of software products. My
experience in the States influenced me to become a product company,
since there were so many excellent product companies in the States. But
after I came back to China, I found that creating software did not work
in China, since pirating was widespread, and intellectual property rights
(IPR) protection in China was poor. So we made a business transition.
That transition was important seen from today’s perspective.

Interviewers Zhang and Tsui: Neusoft aims at ‘letting everyone live in
passion every day.” To what extent has it achieved this?

Liu: I think that we should make unlimited efforts to strive for this.
Currently, I cannot confidently say that every employee lives in passion
every day, but at least Neusoft is a company that emphasises sharing. As
the founder of the company, I allowed employees to have shares from
the beginning. Each department can then benefit from the company’s
growth, and everybody can improve their personal capabilities through
the progress of the company. So, if you trust your employees, you will
give them challenging tasks. As a matter of fact, there is no political
struggle at Neusoft. Employees compete by showing their personal values
and achievements. Everybody wants to behave better than others, and
everybody wants to do more. This has become a feature of our com-
pany. So we do not control competition; there will be no growth without
competition.

Interviewers Zhang and Tsui: In terms of competitive advantage, what
is the strongest capability of Neusoft? How did Neusoft build up such a
capability?

Liu: First, our business model makes our business very stable. Second,
we can quickly deliver our solutions/services as a result of our efliciency
in technology and HR management. We can anticipate demand for a
product and quickly deliver our version of it, which keeps our business
growing continuously. Third, as a technological firm, we have deep under-
standing of the industries to which we offer services. We not only own
the technology, but we also gain knowledge continuously in the field. For
example, our understanding of the social security and health care systems
is the best in China, better than the MNCs'. Of course, this comes from
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our accumulation of knowledge over past years. In a word, our competi-
tive advantage comes from our combination of business and technology.
We now have an advantage in terms of brand and business scale over
other domestic firms. Compared with MNCs, we have an advantage over
them in flexibility, speed and cost. In addition, Neusoft wins not only
through competition, but more through co-operation. Our company is
quite open, and we cooperate with a large number of MNCs. We draw
on many external resources to improve our competitive capability in an
open environment.

You Will Be Humbled When Co-operating
with Masters and That's How You Learn
and Grow

Interviewers Zhang and Tsui: How did you choose your business partners?

Liu: We should look for the best business partners with whom to co-
operate. Excellent business partners can bring you several benefits. First,
their requirements and standards are high, which creates pressure for
you to learn and improve. Second, you will become more open. Third,
excellent business partners can bring you more resources, including
marketing, branding and sales. If you co-operate with excellent compa-
nies, you will feel humility, but that can help you to make progress. Our
co-operation with excellent companies comes from our conscious efforts.
We push ourselves to co-operate actively with them. When you have sev-
eral excellent business partners, there will be more people and companies
that want to co-operate with you; then you will enter a virtuous cycle.
We can say confidently that among our counterparts in China, we have
the ability to find the best business partners in the world. Alpine is one
of the best in the field of auto electric systems in Japan. In the past, some
Japanese companies did not trust Chinese companies, but our success-
ful co-operation with Alpine changed this view, which made our name
known to the Japanese. The CEO of Alpine promoted us in Japan, saying
it has a good partner in China. He wrote a book later which was read by
a lot of Japanese. Because of our successful co-operation with Alpine, we
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also co-operated with Toshiba later on. Now we have many good business
partners in Japan.

Interviewers Zhang and Tsui: How would you evaluate Neusoft for its
competitive advantage and management quality? Why?

Liu: Compared to our dream when we first founded the company, I
could not have imagined what we have achieved today. We can get a high
rating now. But compared to my dream for the future, what we have
achieved is just like the achievement of one’s childhood. We were naive
and ignorant during the past 20 years. But we have been learning con-
tinuously. We are active. Therefore, what we have achieved is far beyond
what we expected at the beginning. But if we look forward, we are just
at the primary stage in this industry. When a country becomes increas-
ingly wealthy, a greater demand for information and software will take
shape; that is, from a basic demand to increased efficiency. I once raised
a point in an international forum on innovation. The argument went
like this: when you can make a lot of money without innovation, why
would you innovate? If foreigners understand this, they will no longer
make comments that there is not sufficient innovation in China. Because
whatever you did brought you a fortune in the past 20 years—running a
restaurant, buying land, buying stocks, etc. In contrast, making money
by innovation was the slowest method as well as the most risky. However,
in the future the situation will be changing. It is no longer easy to make
money, so we have to innovate to do so.

If You Do Business for Money Alone,
You Might Not be Able to Make Money

Interviewers Zhang and Tsui: What would you like to share with others
in terms of your experience in founding and leading a company?

Liu: I feel that we should be more idealistic, more relaxed and not too
serious when doing business. If one strictly follows what others have said and
follows some doctrines, it is difficult to succeed. I think that management is
more like an art than a science. If you treat it as a scientific doctrine, you will
not have much space to expand. On the other hand, if you treat it as an art
or a realisation of potential, and treat exploitation and creation as an explora-
tion, you will gain more. Then you will not feel disappointed when you do
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not do well, and you will not be too proud when you do well, because the
exploration of art is limitless. You will explore continuously, during which
more interest and passion will be generated. So, I think that making a profit
is a ‘must’ to do business; but if you do business only for money, you might
not be able to make any money. It is necessary to combine the strategic objec-
tive of business with the interests of society. When you have the attitude of
contributing to society, you might be able to get more. Therefore, the value
of a company is not measured by how much it gains via various means in the
market, but what it can contribute. If you consider serving customers and
society as the contribution of your company, you will succeed.

Interviewers Zhang and Tsui: Could you have said this 20 years ago?

Liu: I was actually more relaxed 20 years ago, since I was a profes-
sor then. The original purpose of my doing business was to make some
money to subsidise research. In comparison, I am under more pressure
now, since I have 20,000 employees. We are more sensitive to money
today. A basic question I have come to recognise over the past 20 years is
this: what is the primary source of making money? This is not an abstract
theory but a basic idea. When you contribute to others, you will find that
others are more eager to give you money.

Interviewers Zhang and Tsui: What is the most important question
that management scholars should pay attention to?

Liu: Our company has a slogan: ‘Beyond Technology, So I would
propose something like ‘go beyond management;’ i.e. it might be bet-
ter to approach management beyond management theory. Management
concerns human behaviour and thought. It is not homogeneous, but
affected closely by society and time. To study why some companies suc-
ceed is largely beyond the scope of current management theory. For
example, management cannot tell you how to seize opportunities, which
is critical for business success. The capability of seizing opportunities
might come from one’s entrepreneurial risk taking. Therefore, I think
that, just like ‘teaching a man how to fish is better than giving him
a fish,” management study should focus on the methodology of meth-
ods, i.e. some kind of philosophy that can generate methods, instead of
focusing on the methods themselves. I think management today should
encourage more of an entrepreneurial spirit. The secret is not about the
methods themselves, but about improving one’s capability to use and
improve these methods, create new methods or combine different meth-



162 A.S. Tsui et al.

ods. One final word, the most important thing is to help one to realise
and improve one’s abilities.

Commentary

Neusoft is a successful example of a Chinese university—industry innova-
tion model, which was founded in the university and maintains industry
leadership. Though Neusoft focuses on business solutions adapting to mar-
ket needs, Jiren Liu emphasises academic values and influence from masters
or leaders of the industry. Neusoft also manages the dual demands of long
term versus short term, the combination between software and hardware,
the integrative system between technology and humans, and the balance
between corporate development and customer needs. Liu emphasises that
a company succeeds only when it aims to contribute to the society.

Organisational literature often refers to CEO duality as meaning that
the CEO serves as both board chairperson and chief executive officer (e.g.
Baligaetal. 1996; Finkelsteinand D’aveni1994; Rechnerand Dalton 1991).
The organisational literature has another treatment of duality, which is a
reconciliation of apparently incompatible and mutually exclusive impera-
tives and mechanisms (Farjoun 2010). Examples include organisational
innovation duality at the firm level (e.g. Mastenbroek 1996) or para-
doxical leader behaviours at the individual level (e.g. Zhang et al. 2015).
Research in the Chinese context has highlighted the balanced view from
the yin—yang perspective towards an integrative framework of contex-
tual and indigenous research (Li 2012). The Chinese ‘Middle Way’ offers
further explanation of the duality management system from a cultural
point of view (Chen 2002; Fang 2011). Neusoft is one of China’s indig-
enous technological firms whose management philosophy and approach
illustrates the reconciliation of different elements. By tolerating small
mistakes, it provides a trial-and-error learning process, as suggested in
the literature, enabling innovation (e.g. Sosna et al. 2010).
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Building Lenovo into a Family Business
Without Kinship

Interview with Lenovo Group Founder
and Chairman Chuanzhi Liu

The interview was conducted by: Xiao-Ping Chen, University of Washington, and Weiying Zhang,
Peking University.

Lenovo Group'

Lenovo was founded in Beijing in 1984 as Legend, and incorporated in
Hong Kong in 1988. It acquired IBM’s personal computer business in 2005
and agreed to acquire its Intel-based server business in 2014. As a Chinese
multinational computer technology company with headquarters in Beijing,
China, and Morrisville, North Carolina, USA, Lenovo designs, develops,
manufactures and sells personal computers, tablet computers, smartphones,
workstations, servers, electronic storage devices, IT management software
and smart televisions. In 2014, Lenovo was the world’s largest personal
computer vendor by unit sales. Lenovo started its smartphone business from

scratch in 2012 and had reached fourth place in the world by 2014.

We acknowledge Zhang Chen, a graduate student at Tsinghua University, for her transcription
and initial English translation of the interview.

!"This section is based on information and news from the company website (Lenovo 2015), Wikipedia
(2015), and TACMR’s Chinese Management Insights’ publication on Lenovo in January 2013.
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Lenovo has operations in more than 60 countries and sells its prod-
ucts in around 160 countries. In 2015, Lenovo revealed a new logo at
Lenovo Tech World in Beijing, with the slogan ‘Innovation Never Stands
Still.” Its manufacturing bases range from Greensboro, North Carolina,
USA and Monterrey, Mexico to India, China and Brazil. Lenovo’s major
research centers are in Yokohama, Japan; Beijing, Shanghai, Wuhan and
Shenzhen, China; and Morrisville, North Carolina, USA.

Founder and Chairman Chuanzhi Liu?

Born in 1944 at Zhenjiang city of Jiangsu province in China, Chuanzhi
Liu graduated from the Xi'an Military Communications Engineering
Institution in 1966. Liu is chairman of Legend Holdings Ltd., Legend
Capital, Hony Capital and Raycom Real Estate, and founder and hon-
orary chairman of Lenovo. Under his leadership, Legend Holdings has
become a conglomerate covering both investment and industrial busi-
nesses, and has developed a number of leading companies such as Lenovo,
Digital China, Hony Capital and Raycom Real Estate. At the same time,
he has nurtured a group of younger-generation leaders. With high aspi-
rations, he continually initiates new business areas for the Legend con-
glomerate, taking it to new heights.

Chuanzhi Liu has contributed significantly to the Legend conglomer-
ate in share structure reform, strategy development, business expansion,
management methodology and culture, and talent nurturing. Under his
leadership, Legend has accomplished numerous achievements that paved
the way for its future.

Chuanzhi Liu is also a deputy to the 16th and 17th National Congress
of the Chinese Communist Party (CCP), and a delegate to the 9th, 10th
and 11th National People’s Congress (NPC) of China. His other civil
roles include vice president of the 9th and 10th All-China Federation
of Industry and Commerce (ACFIC), a member of the Advisory Board
of the School of Economics and Management of Tsinghua University,

2This section is based on IACMR’s Chinese Management Insights’ publication on Lenovo in January
2013 with permission, complemented by public information from Legend Holdings (2015).
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guest professor of CEIBS (China Europe International Business School),
Peking University, and Renmin University (China).

He has received numerous awards and recognition in China and
globally, including: National Model Worker of China (1995), Asian
Businessman of the Year (Fortune 2000), Businessman of the Year in China
(CCTV2000), Asian Star (BusinessWeek, 2000), Top 25 Most Influential
Leaders in Business (7ime 2001), Outstanding Individual in Promoting
China—U.S. Relations (National Committee on U.S.—China Relations:
NCUSCR 2005), Fifty Faces that Shaped a Decade (Financial Times
2009), Business Leader in a Decade of Economic Development in China
(CCTV 2009), Pacemaker—Most Influential Model Worker Since the
Founding of New China (All-China Federation of Trade Unions 2009),
Entrepreneur for the World Award (World Entrepreneur Forum 2010),
and 10 Most Powerful Businesspeople in China (Forzunel CNN 2012).

Breaking the Conventional Wisdom

Interviewers Chen and Zhang: Mr Liu, over the past 30 years of founding
and leading Lenovo, what accomplishments have given you the greatest
pride?

Chuanzhi Liu (hereafter referred to as Liu): Since I started my busi-
ness, I have overcome challenges that both the business world and aca-
demia view as being very difficult. Two accomplishments seem especially
worthy of sharing.

The first accomplishment was Lenovo’s acquisition of IBM PC—IBM’s
personal computer division. When we began the acquisition process, the
business world thought we were like a snake trying to swallow an ele-
phant. I recall clearly that we announced the acquisition on 9 December
2004. At the end of that month, I gave a lecture to an MBA class of about
90 students at the Guanghua School of Management, Peking University,
Beijing. I asked the students to raise their hands if they thought our acqui-
sition would succeed. Only three raised their hands, and two of them were
Lenovo employees. It was obvious that almost everyone was pessimistic
about our prospects. Today, the financial numbers alone demonstrate
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that the acquisition has been successful. Before Lenovo acquired IBM
PC, the company had an annual sales revenue of about US$2.9 bil-
lion. In 2011, Lenovo had an annual sales revenue of US$29 billion,
a tenfold increase in six years. Also, Lenovo’s global market share rose
from 2.7 % prior to acquisition to about 13 % in 2012, ranking second
in the world.? However, financial numbers should not be the sole indica-
tor of the success or failure of the acquisition. What is more important
is that Lenovo now has a very good top management team, with both
Eastern and Western executives on the team, and with Mr Yuanging Yang
as its head. At the same time, Lenovo has established a great corporate
culture, and the employees—no matter whether they are from China or
from Western countries—have all come to love Lenovo and view it as
‘their’ organisation. The company has good strategies and methods for
formulating strategies, which delights me very much. Last year I retired as
chairman of the board. I had retired once before, but then returned to the
position when serious problems threatened Lenovo after the acquisition.

The second accomplishment is our diversification. At the end of 2000,
when I'led Lenovo’s PC team to achieve the largest market share in China,
I put some younger executives in charge. I worked with them to explore
new areas—first venture capital, then private equity, and then real estate.
At that time, I was lecturing in business schools. One MBA student, who
was in the real estate business, warned me to avoid too much diversifica-
tion, saying ‘Mr Liu, we all recognise your achievements in the PC busi-
ness. However, I think you should give up on going into other sectors.
Otherwise, your lifetime reputation may be destroyed.” More than 10
years have passed, and the two fund management firms run by Lenovo
Holdings are both top-ranking players in the industry in both capital
size and financial returns. One is Hony Capital, a private equity firm
that manages about 45 billion RMB. The other is Legend Capital, a ven-
ture capital firm managing about 13 billion RMB. The companies they
invest in have developed substantially and have increased in value; so
Lenovo Holdings is providing good returns. What's more, our real estate
company is among the leading companies in China’s real estate industry,

?Lenovo’s global market share reached 19 % at the end of 2014, becoming the leader in the world,
followed by HP and Dell, with 17 % each (Statista 2015).
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though not yet in the top tier. It enjoys steady revenue and profit devel-
opment, and I believe it will continue to grow in China’s current drasti-
cally changing real estate industry. Therefore, I think we have done a
great job in diversification.

Having True Owners Is Essential to Building
a Long-Lasting Company

Interviewers Chen and Zhang: Those accomplishments have indeed
impressed many in the Chinese business world. What factors contributed
to your success in the two challenging endeavours?

Liu: I believe that if a company wants to sustain long-lasting success,
having true owners is essential. Let me give an example. After Lenovo
acquired the IBM PC division, we hired an international professional
manager as Lenovo’s CEO. However, this professional manager tended
to focus more on current profits and stock prices, perhaps because these
would have a direct impact on his career, prestige and income. Therefore
he found it difficult to pay adequate attention to necessary long-term
investments. Despite the board setting some general long-term invest-
ment requirements, he did not follow through with them. Specifically,
before the acquisition, IBM’s major product had been ThinkPad note-
books, which focused mainly on business customers and seldom reached
general consumers. However, in recent years, the consumer market has
been growing more rapidly than the business market worldwide, includ-
ing in China. Therefore, IBM needed to take strategic action to address
the trend. Emerging world markets, particularly in the BRIC (Brazil,
Russia, India and China) countries, were witnessing rapid growth in
numbers of PC users, but the IBM PC business had invested insuffi-
ciently in those areas before, so we had to compensate for the previous
disadvantages. We needed new investments. For example, it would take
three years and about US$750 million to invest in the IT systems neces-
sary to manage supply chains alone, not including the investments nec-
essary for other needs such as R&D and channel building. We would
have had to deduct those investments from the current period profits
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and that would certainly have had a negative effect on stock prices. If
the professional manager had a five-year term in office, his performance
record might suffer in those five years because of the large investments.
That’s why he avoided making those important strategic investments. As
a result, in 2009, during the global financial crisis, Lenovo’s profitability
dropped sharply, to a quarterly loss of more than US$200 million. Such
a situation was almost inevitable because the financial crisis caused busi-
ness enterprises to cut their costs, and I'T expenditures were often the first
to be reduced. When businesses stopped updating their computers, we
had too few consumers in our customer base, so our business declined
seriously. At first sight, the financial crisis appears to have caused the
decline, but sound analysis shows that the problem was in fact related to
strategy: the top executives were unwilling to invest for the company’s
mid-to-long-term interests.

True owners, on the other hand, will adopt long-term perspectives for
the business rather than focusing on short-term profits. True owners will
make necessary bold changes at key moments. I, for example, acted as
director on behalf of the majority of shareholders. I was already about
65 years old then, but I still returned to the company and resumed the
position as chairman of the board. Mr Yuanqing Yang then switched
from being chairman to CEO. We collaborated and together we reversed
Lenovo’s downward spiral. Now, as we look back, we see that if Lenovo
had not had true owners, such as I was, working on behalf of the majority
of the shareholders, the company would have fallen totally off the cliff.

There have been several reasons for Lenovo’s success. First, based on
our many years of experience observing people during business interac-
tions, we can recognise clearly those who will do well in certain industries
and those who will not. When we recognise individuals as ideal lead-
ers in a certain industry, we allow them to take charge as a true owner
of that subsidiary company. Such true ownership mainly means owner-
ship of wealth and property—we want them to be true owners in terms
of property rights. Second, we establish a good culture so that leaders
will feel that they, together with their employees, have true owner iden-
tity. Lenovo’s long-time management philosophy and branding has also
been a strong foundation for building such true ownership. These aspects
enable our leaders to succeed in their respective industries. For example,
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when we first entered the real estate industry, we needed about 2 billion
RMB as starting capital. However, we only registered 0.2 billion RMB as
this capital, and obtained the rest through loans from the majority share-
holders. What benefits did this approach bring to the leader of the real
estate company? When the real estate company performs well enough to
go for a stock market launch, the question will be how much the leader
and his team should pay to buy their shares. If 2 billion RMB is counted
as the total value of the enterprise, they will not be able to afford to buy
them, but if we count 0.2 billion RMB as the total value, they will be able
to purchase about 10 % to 15 % of the total shares. We considered that
issue when we first started the business, so the leader and the top manage-
ment team would understand that they are indeed the true owners of the
company. I, as leader of the parent company Lenovo Holdings, played
only the role of investment management, without getting involved in
the business operations. Of course, we also have a set of measures for
the parent company to use to monitor the management team after they
formulate their strategies. Our successful experience with diversification
illustrates the importance of having true owners for business enterprises.

In a survey of business enterprises, we found that the long-lasting com-
panies are mainly family businesses. Family businesses are special because
the leaders often view their companies as an integral part of their life, and
their business as their lifelong career, to be passed to future generations.
However, family businesses often hire and appoint people based on fam-
ily relations rather than on talent and competence. A talk given by the
Lee Kum Kee Company gave me some useful ideas for addressing this
problem. At Lenovo, we have devised a set of methods we call ‘building
a family business without kinship.” By ‘family business’, we mean that
our leaders should view Lenovo as their family business, as their lifetime
career, and as an integral part of their life. “Without kinship’ means that
we do not actually have family relations or blood ties here in Lenovo.
Instead, we rely on shareholding mechanisms and organisational culture
to form family-like relationships and emotional bonds. Achieving this
goal of building a family business without kinship will require the effort
of many generations. We have prepared well for my successors, but we
must continue to work so that future generations of management teams
can also inherit and pass on such a tradition.
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The Biggest Challenge for Lenovo’s
Internationalisation Is Cultural Integration

Interviewers Chen and Zhang: You mentioned that people were pessimis-
tic about Lenovo’s internationalisation, but it turned out to be successful.
In retrospect, what major challenges did Lenovo face in acquiring IBM’s
PC division and becoming an international company? How did you deal
with those challenges?

Liu: We anticipated three major challenges before the acquisition.
First, we considered that IBM had built the ThinkPad notebook into
a well-known brand by spending many years and billions of dollars on
it. Would consumers around the globe still value the ThinkPad brand
once it had been acquired by a Chinese company? The second challenge
was whether former IBM employees would stay with the new company.
And the third challenge was whether individuals, from top management
to frontline employees, could be integrated culturally. Would people
from China and those from Western countries be able to work together
smoothly and co-operatively? Would people from large enterprises and
those from small ones work well together?

The first two challenges turned out to be relatively easy to deal with.
We made adequate advance plans to assure that clients and vendors would
recognise Lenovo as a truly international company. First, we established
two headquarters, one in the USA and the other in Beijing. Second,
employees who had been in charge of external contacts all remained
in their positions, with no personnel replacements. Also, IBM sent out
about 2000 sales people to help us talk to all the major clients. Because
of these efforts, we lost almost no client contracts in the first year after
acquisition, apart from some orders from the US military. This outcome
showed that our clients accepted us as being sincere and legitimate. If we
did not prove to be successful later, we could blame only our own inad-
equate performance. Without elaborating any further, I will just sum-
marise that turnover was not a difficult problem.

The biggest challenge has been cultural integration. At the begin-
ning of the 1990s, China’s computer market opened up. Lenovo was an
extremely small company struggling for survival when giant companies
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such as IBM and Compagq entered the Chinese market. Lenovo’s technol-
ogy, funding and management lagged so far behind those big MNEs, it
was like a small sailing boat trying to compete with giant military vessels.
The largest Chinese computer company at that time was ‘Great Wall’
(Changcheng K1) and it was state-invested. Within just one year, 1993,
the international brands entirely overwhelmed ‘Great Wall.” Lenovo
worked hard to compete with those international giants. We worked out
a set of competitive business approaches, and they continue even today.
In 2000, we gained a 27 % market share in China, far outpacing sec-
ond-, third- and fourth-place international giants. Because of the time
limit, I will not elaborate on the business approaches, but they enabled
us to acquire the IBM PC division. However, at the time it was unclear
whether the approaches would also work in the international market. If
we simply continued using the approaches without fully understanding
the international market, we might lose everything. A potentially serious
consequence would be that Mr Yuanqing Yang, the CEO of Lenovo,
might be dismissed because the company had failed to adapt to the inter-
national market. That would be a very big loss for Lenovo. So we took
some protective measures in advance. We put Mr Yang in the position of
chairman and hired a foreign professional manager as CEO. In that way
we could learn about the international market by having a foreign leader
run the business. And at the same time, we could test whether our previ-
ous approaches would continue to work. During this process, we found
that our perspectives diverged greatly from those of the foreign leader.
Mr Yuanging Yang is very talented and knows the computer business
very well, but at that time he was inexperienced in working with foreign
executives. He confronted the foreign leader directly, which caused some
tension. At that time, two US private equity (PE) firms that also took
part in the acquisition and were shareholders who were also represented
on the board and had their own directors, in addition to my position
representing the majority shareholder. I realised that if the whole thing
turned out to be all Chinese managers versus all US managers, the entire
company would falter. Therefore, my primary job was to integrate the
two sides and make them cohesive. We don't have the time to elaborate
on this today, but I managed to do so. Ultimately, Mr Yuanging Yang
built a good top management team, and the board supported it.
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That is the challenge of cultural integration we encountered. Different
companies have different cultures, and Eastern and Western cultures are
also different. I think Eastern and Western cultures are actually somewhat
similar in their understanding of what constitutes good business behav-
iours, such as integrity and the fair treatment of employees. Individual
companies can vary greatly in values and business philosophy, however,
even if they are from the same Chinese or US culture. In Lenovo’s case, |
dealt with the culture issue rather indirectly and tactfully.

Interviewers Chen and Zhang: We are interested in the specific ways
in which you achieved the cultural integration of the top management
team. Lenovo’s top management team has four Chinese executives and
four US executives who work together quite well, but in the past the
team encountered significant conflicts. What did you do to reverse the
situation?

Liu: When we appointed Mr Yuanging Yang as CEO, the board was
concerned that when the original CEO left the company, the other key
executives would also leave. My first step was to try to keep those key peo-
ple in the company. Only after that would I be able to try to retain them
in the long run. My first step for keeping them was quite simple. Because
of the financial crisis, other jobs were difficult to find, so the external
environment was working in our favour for a time. Another reason was
that they would lose significant income if they resigned immediately. If
they had a five-year term with only one year left, they would probably
wait for a year before quitting. I think money is still persuasive in such
situations. I worked with Mr Yuanging Yang to devise a set of four-year
incentive plans. During those four years, incentive pay for the executives
was linked directly to the company’s profits and was also at above-indus-
try levels. Initially, those executives were somewhat suspicious. But after
Mr Yang assumed leadership and adopted our business approaches, they
proved to work, thus convincing the executives.

Another important difficulty was that the US executives did not
want to work with the management team. Generally speaking, profes-
sional managers from Western countries tend to make decisions on their
own. For example, when our previous foreign CEO wanted to acquire
a Brazilian company, he asked the strategy officer to list the benefits of
the acquisition and talked to the finance office about whether we had
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enough money to acquire the company. When the two officers agreed
that the proposal would work, the CEO then held a short meeting with
about 40 high-level managers and asked them to discuss and vote on the
acquisition proposal. They could not know enough about the situation in
such a short time, so many just acquiesced. Then the CEO brought the
proposal to the board and said that management had already agreed. The
board also did not know enough about the situation, so they also agreed.
I had a lot of experience in running a business myself, so I asked how the
proposal was actually passed, and then I knew that the managers had not
discussed and considered it adequately.

So how does Mr Yuanqing Yang perform as CEO? He uses Lenovo’s
long-term approaches, called ‘building up the team’ (Jian Ban Zi YL T).
Among the eight top executives, some work in China, some in the east-
ern USA, some in Hong Kong, and some in Europe. They spend time
together each month; for example, in Russia, India or China. They start
by discussing more general and strategic issues (W Xu 25 KE). That is,
they discuss problems in Lenovo, future actions, and so on. This enhances
their emotional exchange and mutual understanding. After they under-
stand the more general and abstract issues thoroughly, they go on to for-
mulate specific strategies. When formulating strategies, everyone must
think carefully about what their responsibilities and roles will be in those
strategies before they agree. Everyone must honour their words and really
take on the new responsibilities. The top executives have come to realise
that their words actually count, unlike the situation previously, when
their opinions did not really matter. Because they can have a real impact
and are truly recognised, and the CEO communicates with them con-
tinuously, the executives are now willing to speak sincerely rather than
just to say pretty words. All these advances have allowed the business to
perform better, and in turn the executives earn large bonuses. After four
years, the company’s performance far exceeded its initial goals, and the
executives were earning more than before. They could also see the com-
pany’s future promise; therefore they were more than happy to stay. At
this time, none of these executives has left the company.

When I left the position of chairman, I reminded executives that their
salaries should not be raised before raising frontline employees’ pay. I
suggested this because my calculations showed that the executives would
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enjoy high incomes once they reached the incentive plan target. If their
incomes increased to high levels but employees’ incomes remained the
same, morale would suffer. Our employees in Europe and in the United
States were very happy with the increased salaries. In particular, employ-
ees in Europe recognised that while almost all other companies were
downsizing, only this Chinese company was raising salaries. I could not
guarantee that this would make the European employees love the com-
pany, but they were able to recognise that Lenovo is truly an international
company that sincerely cares about its employees. In this way, the organ-
isation has become more cohesive and effective.

Developing Future Leaders Is Important
to Maintain a Company’s Vitality

Interviewers Chen and Zhang: In the 1980s, there were many companies
even better-known than Lenovo, but today many are forgotten. Why
do you think many of those then-famous companies failed to survive,
whereas Lenovo is thriving? We know that some well-known companies,
including family businesses, collapsed when serious leadership-transfer
problems occurred. History abounds with examples of nations collapsing
because of problematic leadership transfer. How have you dealt success-
fully with this problem?

Liu: Your first question is about why Lenovo continued to grow and
develop, better than the other companies established at that time. There
are several important reasons. Whenever state policies are changing,
Lenovo thinks about its future steps in advance. For example, the Chinese
government used to discourage importing computers from foreign coun-
tries to protect the domestic computer industry, and in particular to pro-
tect ‘Great Wall,” by imposing high taxes and limiting import approvals.
Therefore, at that time, many companies made money by taking advan-
tage of the ‘grey market” of foreign exchange and import approvals. We
were not exempt from this strange phenomenon. But at the same time, we
were actively learning about the management and development of foreign
companies—their patterns, rules and experiences. For example, I learned
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a lot when I was a distributor for Hewlett Packard (HP). I studied its
culture, marketing, channel management and so on. I also learned from
Intel’s and Microsoft’s strategies. Therefore, when China applied to join
the World Trade Organization (WTO) and the country’s original domes-
tic policies were about to disappear, fierce competition began; however,
we were well prepared. Later, we further studied the industry’s important
patterns and discovered problems that foreign companies had ignored. For
example, we found out that inventory turnover was in fact a big part of
our costs. When we developed a sound understanding of those industry
patterns, we beat the competition. The issue is essentially strategy formu-
lation and execution, as well as fully using employee talent, so we have
developed a theory of three elements of management, including building
up management teams, formulating strategies, and strengthening teams
(Jian Ban Zi ¥, Ding Zhan Lve SE WK, Dai Dui Wi 7 A, We
have used this theory in managing our company, and I think it is still
important to our survival.

As for the succession issue, the willingness to transfer leadership is
related to what one values and pursues personally. When Lenovo became
a big and successful company, I did not want to seize a large proportion
of the fruits for myself. For example, if I have only 2 % or 3 % of the
company’s shares but every year I earn dozens of millions of RMB from
that, it will be more than enough. In contrast, if I have a large proportion
of shares but the company is small, what good is that to me? Therefore, I
think it is important to motivate a wider range of people. When Lenovo
was transforming its stock system, I made it possible for more people to
have their own shares and to feel ownership.

My first aim is to run Lenovo’s business well so that we can contribute
more in taxes and contribute to China’s economic development. When
we have done that well enough, we can do other things to benefit Chinese
society. Because of these personal values and guidelines, I am very happy
to see that increasing numbers of young people are emerging into lead-
ership positions. But, of course, when I select my successors, I am very
careful to see that they are truly competent, and that their core values are
consistent with mine. When I feel I have selected the right people and
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have offered them good opportunities, I will be very happy. And they will
also respect me and appreciate my decisions.

The Principle for the Business—Government
Relationship: Abiding by the Law but Allowing
the Company to Survive

Interviewer Zhang: In China, the government is involved in a wide
variety of areas, and many companies have failed to relate well to the
government connection. Under your leadership, Lenovo has dealt suc-
cessfully with the government. What is your experience of developing the
company’s core competences in an environment with high government
intervention?

Liu: One painful experience in Lenovo’s development was when the
old planned economy had rules and policies that conflicted with the
demands of the new market economy. Young people today might not
understand what it was like. I will give you an example. In the early days
of Lenovo, we developed a product called the Lenovo Chinese Character
Card (Lian Xiang Han Ka BR8P R), a Chinese character system with
one hardware card and software that would allow computers to display
Chinese characters. In 1987, the government penalised us heavily because
the government stipulated that the maximum selling price allowed was
the total cost of the product’s elements plus a 20 % markup. The govern-
ment failed to recognise the added value contributed by R&D. Therefore,
the government concluded that we set the price too high, and they were
going to fine us 1 million RMB. Our total annual profit was less than 1
million RMB at that time. I, together with my employees, tried to find
some relevant government authorities to solve the problem, but govern-
ment officials would not agree to meet us because Lenovo was so small.
We were in a really tough and embarrassing situation. The problem was
still unresolved at the beginning of 1988, when we were recruiting some
young college graduates, including Yuanging Yang. Before they came on
board, Lenovo’s employees were generally conservative senior people who
were more likely to obey rules and follow policies. These young newcom-
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ers suggested, however, that if the government was going to fine us, we
could hold a press conference to make it known to the public. I thought
about their proposal for two hours, and then responded ‘Lenovo still
wants to live, and we still want to do our business well. Our primary
responsibility is to make the company successful rather than to fight
unfairness.” This idea later became one of our important guiding prin-
ciples. This world has much unfairness, so who should confront that?
In addition to government leaders, scholars should work to confront it.
Scholars should speak up to promote justice for the Chinese people and
for all mankind. I am only serving Lenovo’s employees. Therefore, I insist
that the company should not become mired in unnecessary direct con-
frontations with the governments.

Another principle I insist on is that Lenovo should not seek unusual
or illegal relationships with government officials to gain short-term ben-
efits. That would also be very risky for our company. We have a spe-
cial unit—our public relations (PR) department—to study and execute
issues regarding what we should and should not do. We contemplate
every problem and every action, rather than deal with our government
relationships casually and randomly.

Lenovo’s Core Culture: Do What You Say,
With Your Heart and Soul

Interviewer Chen: What major challenges for culture building has
Lenovo encountered when pursuing internationalisation? In Chinese
companies, employees usually call upper-level people by their titles.
I heard a story that when Mr Yuanqing Yang was trying to promote
a team culture, he stood at the company entrance with a big board
that read ‘Call Me Yuanqing.” However, even his secretary did not dare
to call him by that name. That was some time ago. I have heard that
people now embrace team culture very well in Lenovo. How did this
change happen?

Liu: This story describes something that is only superficial. What is
really critical is that, after I became the chairman, I put my main effort
into building a consistent culture and core values throughout Lenovo, for
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both Chinese and foreign employees. I cared little about other aspects,
because the management team was already good at strategic issues. I
embedded two slogans that serve as the core elements of our culture and
can serve as the core for other cultural contexts in the future.

The first is: ‘Do what you say.” Employees in our company did not
always honour their words. For example, before I returned to Lenovo to
become the chairman, we could seldom meet the budgets reported from
below, for an amusing reason. I went to Europe to talk to a German man-
ager, and asked, “Why did you make a promise of success to the CEO even
though you clearly knew that you could not meet the budget target?” He
answered, “That was because of my respect for the CEO.” Then I asked,
‘Why didn’t the CEO punish you after you failed to meet the budget?’
He said, “That is because of his generosity to subordinates.” It may seem
good to have respect and generosity, but a company should never allow
such dishonest practices. In the two years I was in office, Lenovo adopted
the principle of ‘do what you say’, because it’s utterly important to respect
facts, tell the truth, and have sincerity and integrity. So we have set down
the principle that you must think carefully before making promises, and
you should keep your word and do what you say once you have made a
promise. We have many rules for carrying out this principle and promot-
ing the culture of ‘do what you say.” For example, late arrival is not allowed
at meetings; if you are late you will have to stand throughout the meeting.
That may not work in the United States because people might view it as
violating human rights. But in China, we take such policies and rules very
seriously once they have been made and specified.

The second is: ‘Do it with your heart and soul.” We can add to our
cultural values in the future with values such as innovation. Once we set
a core value, we take every single phrase very seriously. When the core
values become more consistent and unified throughout the company, the
employees will become an especially cohesive force.

Interviewer Chen: In terms of corporate culture building, do you
think Lenovo still has challenges? Or do you think Lenovo has already
done it perfectly?

Liu: Certainly, there are still big challenges. It will take a very long time
for the company’s culture to become deeply rooted. For example, Lenovo
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requires sincerity and integrity, and we ask employees to express their convic-
tions sincerely to supervisors personally, rather than to merely speak some
pleasant, meaningless words or do everything the supervisor says. However,
this is challenging in China because of the Chinese culture and Chinese
people’s tendencies to hide their true thoughts. Therefore, Lenovo’s leaders
must model their actions consistently to gradually foster this culture of
sincerity and respect for facts over the long-term. It takes a very long time
for the corporate culture of an international company to permeate people’s
behaviours.

The Future Lenovo Should Be a Company
with True Owners and a Well-Recognised
Brand

Interviewers Chen and Zhang: Lenovo’s acquisition of IBM PC divi-
sion has been quite successful, and now more and more people are using
ThinkPads. During security checks at airports, we have observed that
ThinkPads are very popular. When I ask foreigners who are using them
about the brands of their laptops, they often say IBM.” What do you
think of this problem of brand recognition?

Liu: This shows the power of a brand. IBM spent so much time and
money building the brand, and in the past Lenovo rarely did any brand
marketing overseas. Is ThinkPad well-known today? Not so much yet,
because it has been targeted primarily at business clients, and we still
need to invest in marketing to make the brand familiar to consumers.
Brand recognition means more in the consumer market and is not so
important for business clients. Therefore, even in some countries where
Lenovo has large sales revenues, the brand itself may not be that well rec-
ognised. This tells us that we still have much work to do.

Interviewer Chen: Please summarise in a few sentences your experi-
ence of building a successful and sustainable company.

Liu: The first important point for building a long-lasting com-
pany is to let it have true owners, which I discussed earlier. In the
1980s, Japanese companies developed better than did US companies.
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The culture of Japanese companies was to make all the employees com-
pany owners. By the 1990s, US companies had outpaced Japanese ones,
and Japanese companies could not even downsize when they were not
performing well. Therefore, some think that using professional managers
is better than following the Japanese system. But in Lenovo, we think
both approaches have their problems. We think it would be better to
designate the top management as owners, and for them to perform as
owners. On the other hand, in terms of managerial discretion, mate-
rial incentives and so on, lower-level employees may not necessarily be
required to be owners—they may become owners if they want to, but
problems arise if they are required to be owners. It’s not the same for a
company to have true owners and to make all employees into owners.

Commentary

Lenovo is one the most successful Chinese companies that has charted
the road of internationalisation, and it is now a well-known brand
outside China. The process of transforming a Chinese local company,
Legend, into a global company, Lenovo, is still ongoing, but has passed
some remarkable milestones. In 2014, Lenovo becomes the largest PC
maker in the world. In 2015, the top management team had 15 members
from diverse cultural backgrounds (Qiao and Conyers 2015). Mr Liu is
without doubt the leader who brought the company to this stage. He had
vision and determination, and he is always observing, learning, integrat-
ing, and then practising, what is most fundamental to a firm’s long-term
success.

In retrospect, the two most remarkable things Mr Liu did to ensure
a smooth transition from Legend to Lenovo were (1) at the beginning
of the acquisition of IBM PC, he let Mr Yuanqing Yang step aside,
and hired foreigners to form the top management team. He did this
to protect Yang from failure, and to provide him with a time window
to observe, learn and prepare himself; and (2) he promoted a corporate
culture emphasising ‘Do what you say with your heart and soul,” which
does not have any cultural flavour, but speaks to everyone’s value system,
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and is essential to a firm’s bottom line. The wisdom shining through
these practices reflects Mr Liu’s duality thinking.
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Let Employees Work for Themselves

Interview with HC360.com Founder and
Chairman Fansheng Guo

The interview was conducted by: Jiwen Lynda Song, Renmin University of China, and Anne
S. Tsui, Arizona State University.

HC360.com’

Founded in 1992, HC360.com (HC Group for the company and its
subsidiaries) is a leading business-to-business (B2B) e-commerce service
provider in China (People’s Republic of China—PRC). Its core inter-
net product is Mai-Mai-Tong, a strong online marketing platform, with
professional services, and cutting-edge internet technologies that have
made HC Group a reliable trading platform with full e-commerce ser-
vices focusing on small and medium-sized enterprises (SMEs).

By providing professional information services and advanced internet
technologies, in addition to tailor-made solutions on its Mai-Mai-Tong
online platform, HC Group also leverages its strong traditional sales
channels—Business Information Catalogue, Yellow Pages in Chinese Industry,
Industrial Research Report—and various exhibitions to provide inclusive

!This section is based on information and news from the company website (HC360 2015a), 2014
Annual Report (HC360 2015b), and IACMR’s Chinese Management Insights’ publication
on HC360 in April 2012.
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services and complete business solutions. Its online and offline services
complement one another in a framework that has set a new standard for
China’s B2B business and has revolutionised the growth of China’s e-com-
merce industry. Through more than 20 years of expansion, HC Group
has established branches in 13 cities with a service team of about 2883
individuals to cover business in more than 100 cities in the PRC.

In December 2003, HC was listed successfully on the Growth Enterprises
Market (GEM) of the Stock Exchange of Hong Kong, and became the
first listed mainland Chinese company in information services and B2B
e-commerce service industries. With more than 8.4 million registered users
and as many as 8 million buyers in more than 70 industries, HC is China’s
most influential e-commerce service provider, offering customers multi-
channel, all-dimensional online and offline supplementary services. HC
Group has successfully hosted Top 10 Enterprises Awards for around 50
industry sectors, taking advantage of the Group’s strong media resources and
customer base, to help SMEs to build up brands and improve transactions.

HC Group is committed to providing professional and innovative ser-
vices and products to meet both market and users’ needs. Along with
direct sales, agency sales and telemarketing, the group offers differenti-
ated services and products to different types of clients with varied busi-
ness solutions. In early 2009, the Group was granted ISO 9001 Quality
and Management examination and its certifications.

In 2014, HC Group’s revenue reached 966.6 million RMB, an annual
increase of 15.39 %; with an EBITDA—earnings before interest, taxes,
depreciation and amortization—of 277.6 million RMB, an annual
increase of 28.27 %. The net assets of the group in 2014 was 936.3 mil-
lion RMB, an increase of 59.92 % in comparison with 2013.

Founder and Chairman Fansheng Guo?

Born in 1955 in Beijing, Fansheng Guo is currently an executive direc-
tor and the chairman of the board of HC. He founded the HC Group
in October 1992, and is responsible for its overall strategic development
and policy.

*'This section is based on IACMR’s Chinese Management Insights publication on HC360 in April
2012 with permission, complemented by public information from Baidu (2015).
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Soon after his birth, his family moved to the Inner Mongolia Autonomous
Region as part of the movement called ‘supporting the border areas.” In
1978, the second year of the restoration of the national college entrance
exam, Guo was admitted to the Department of Industrial Economy,
Renmin University, from where he obtained a bachelor’s degree in industrial
economics in 1982. Guo is regarded one of the ‘elite generation in China’,
or those who had passed three demanding tests: the political movement
that called for going to the countryside or mountain areas and working to
re-educate city youth, joining the army, and passing the tough university
national entrance exam.

After graduation, Guo served as a senior researcher for the Research
Center under the Communist Party Committee of the Inner Mongolia
Autonomous Region from 1982 to 1987. From 1987 to 1990, he
served as a director of the Liaison Office and General Office of the
Economic System Reform Institute under the State Commission for
Economic Restructuring, and as the deputy director of the Western
China Development Research Centre. During this period, he studied
intensively issues concerning Western China’s development and mod-
ern corporate systems. From 1990 to 1992, he worked as a manager in
a state-owned business information company in Beijing before found-
ing the HC Group. Starting with a few dozen employees and 74,000
RMB in 1992, HC Group is now a leading Chinese B2B company with
more than 3000 employees and total assets of 3.25 billion RMB. Under
Guo’s leadership, the HC Group has created one landmark after another:
in 2003, for example, when HC was listed on the Hong Kong Stock
Exchange, 126 of the company’s employees became millionaires over-
night. Guo encourages his employees to expand into new markets and
personally helped redbaby.com, zhongsou.com, and four other dot-coms
under the HC Group umbrella to attract more than US$100 million
of venture capital funds. Guo and the HC Group have also guided and
assisted a dozen companies in their attempts to launch themselves on to
the stock market.

Guo’s interests are related mainly to family firms in China. He has
participated directly in establishing stock options and profit-sharing
schemes for several hundred domestic companies. He has also had great
achievements in research on the economic development discrepancies
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between West and China, as well as on the Chinese economics and
reform theory in the 1980s. For his achievements, he was recognised as
a leading advocate and pioneer in China’s knowledge economy arena.
His research on economic systems and policy have laid down an impor-
tant foundation for his business model and the management system of

the HC Group.

Let Employees Work for Themselves

Interviewers Song and Tsui: Please describe briefly your management
philosophy, perspective and style.

Fangsheng Guo (hereafter referred to as Guo): My management
approach has developed gradually over time. Cloning others’ managerial
practices or copying extensively from outsiders is not my management
style.

China’s economic miracle of reform and opening since the 1980s has
owed much to the vigorous growth of family firms that have boosted
China’s productivity greatly. During this historic time, Western man-
agement philosophies and modern enterprises could not guide Chinese
entrepreneurs adequately. Rather, China’s family firms had to explore
and create their own management models. I have observed that the typi-
cal family firm exhibits a management model that generally begins with
the first generation of family-firm leaders creating a variety of manage-
ment models in accordance with their personalities or personal beliefs.
As varied as these models were, they had one thing in common—high
efficiency. Similar to European and Japanese management models,
the Chinese models are deeply rooted in China’s cultural and ethical
characteristics, which are vastly different from those of Europe, Japan or
the USA. Obviously, a unique Chinese management model must under-
lie China’s economic boom.

The art of management is composed of adopting managerial thought
processes and practising managerial skills. I believe management is noth-
ing but the result of the absorption and re-creation of previous and exist-
ing managerial ideas by entrepreneurs. There will be no management at
all without the presence of entrepreneurs. But, because China’s political
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and cultural environment is so different from that of the West, Chinese
entrepreneurs who are learners and thinkers will have management phi-
losophies that will differ from those of their Western counterparts.

Interviewers Song and Tsui: What life experiences have deeply affected
your business philosophy and managerial style?

Guo: Three aspects of my life have been most influential. First, my
parents’ instruction and my childhood environment taught me to respect
knowledge and culture. I grew up in the Inner Mongolia Medical College
(IMMC), which was, and still is, a gathering place for senior intellectuals.
At that time, many professors who had taught or worked at universities
were exiled to this college because they were considered to be counter-
revolutionary, right-wing undesirables. Some lived in the same building
as my family, and they taught me a great deal.

Second, as a soldier in the army I learned how to make the transition
from being a civilian to being a solider. I learned to obey orders. Soon
after enlistment I was promoted to lead a squad of more than 10 soldiers,
all fellow intellectuals. Eight months later, I was promoted to team leader
of another freshman squad.

From my life as a soldier I moved to life as a student at Renmin
University, Beijing, where I gained valuable training in analysis, reason-
ing, statistics, economics and English. I count my excellent and out-
standing classmates at Renmin as my most important accumulated
wealth. From there, I learned how to make the transition from college
to the workplace.

Third, after graduating from Renmin University, I went to work for the
Chinese Communist Party Committee of the Inner Mongolia Autonomous
Region (CIMAR) and later the Commission for Economic Restructuring
(CER). CER helped me to develop my management philosophy.
At that time, the CER gathered many young and bright elites. I had
contact with Inner Mongolia’s top decision-makers, many young and tal-
ented people who taught me a great deal. I learned how to leverage my
theories, understanding and methods to affect these elite thinkers, which
showed me the usefulness of ideology and theories. Between 1982 and
1987, my work at the CER helped me to gain a thorough understanding
of how China’s government works, and how to deal with Chinese offi-
cials. Now I am comfortable when dealing with government officials. I
know how to quickly gain their friendship and trust.
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At the CER, I studied enterprise reform and Western China’s develop-
ment. At that time, three other institutes existed: the Commission for
Economic Development, the Commission for International Studies, and
the Beijing Association for Young Economists. The four organisations
grouped together were called TCOA (three commissions and one asso-
ciation). Even now, many still agree that TCOA gathered together many
Chinese elites. Today, many TCOA members are exerting a decisive influ-
ence on China’s politics and its economic development. Many have built
life-long, deeply loyal friendships. They engage in top-class communica-
tions; and only top-class communications give birth to top-class Chinese
firms. In my opinion, whether a firm is outstanding is not determined
simply by its profit or scale, but rather by its exuberant vitality and its
potential to lead the future development of other firms in our nation.

Leaders Are Born; Only Leadership Skills Can
Be Learned

Interviewers Song and Tsui: How did you find, cultivate and develop
your leadership capability?

Guo: I think leadership is inborn, not learned. Only leadership skills
can be learned. I was the ‘kid king’ in my neighbourhood, and later the
monitor for my squad in the army. I have a born leadership capability
that propels me to lead, which in turn compels me to make constant
progress. I am very comfortable leading a modern enterprise. I attribute
my leadership capability to my parents, senior figures in the Chinese
Communist Party. My mother was secretary general of the biggest hos-
pital attached to the IMMC, and was a strong leader in maintaining
harmonious interpersonal relationships. As a president of the IMMC, my
father was a leader of many well-known professors and thousands of col-
lege students. His leadership came mainly from his moral and personal
principles. For example, while the college allocated him a car, he never
allowed me to use it. Following his tradition, I have never asked my com-
pany to buy me a car. Refusing to take advantage of public goods, and
self-discipline are our family traditions, and I inherited a personality and
a leadership style from my father.
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No Management or Little Management Is
the Best Management

Interviewers Song and Tsui: How are you positioned in HC’s management?

Guo: When HC was first established, I had to be the entrepreneur, the
manager and the leader at the same time, and to stay ahead of everyone
else. As the backbone, I had to show full confidence in everything I did.

The second stage was when I turned 50, which was also the three-
year anniversary of HC’s listing on the Hong Kong Stock Exchange. I
decided to hand over HC’s internet business to someone more suitable,
and chose to remain only as the navigator or spiritual leader. My most
important job is to intervene in HC’s business as little as possible the
less I manage it, the better. For example, I require my CEO to approve
all expenditures, including mine. If such expenditures should not have
been approved, I will reproach the CEO. If I forbid breaking established
company rules and regulations even for myself, no one else will try to
break the rules for themselves. Years of system development and culture
cultivation in HC have taught me a basic truth: once a corporate culture

is established successfully, it continues even without the founder’s pres-
ence. As for my new role as a spiritual leader, I strive to encourage my
employees to respect me and take pride in the assurance that I am a righ-
teous man. Now I concentrate mainly on HC’s public image and future
development. This is how I define my position as CEO and as chairman.
I might have a third role in HC’s future. When I retire completely
from all managerial positions, I will then become a father figure to my
employees. They might call me ‘Old Uncle’ or ‘Father,” and their chil-
dren might call me ‘Grandpa.’ I really look forward to taking such a
role, reflecting the real joys of family life. Only after I have fulfilled this
third transition will I consider myself to be truly successful, because my
company will perform even better without my presence, but the ideology
and mechanisms I designed and established will continue to guide them.
Interviewers Song and Tsui: Where do you get your confidence about
your company’s success, even with little or no management by you?
Guo: First, HC has a well-designed, fixed and unchangeable company
system. Such a system allows us to turn even ‘bad’ employees into exemplary
workers, let alone what we can do for ‘good’ ones. The system is founded on
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the employees trust in our profit-sharing scheme, which can be described
simply as a mechanism of ‘working for yourself,” and family-type man-
agement. | am referring to the profit-sharing scheme, which means that
employees share in the company’s profits, depending on their peer-evaluated
contributions to HC. End-of-the-year bonuses are allocated according to
employees’ actual contributions, not according to the proportion of shares
employees hold (by the way, most employees do not hold company stock
shares). Profits paid to shareholders are limited to 30 % of total annual prof-
its; 70 % goes to the employees who hold no shares in the company.

Second, I try to observe from the sidelines. I keep quiet even when I
see mistakes happening, as long as they are small and affordable. I inter-
vene only when we cannot afford to let a mistake slide. That is one single
basic principle I hold.

Third, after more than ten years of setting up and running a company,
I think it is time to return to academic research. I am now studying the
incentive effects of profit-sharing schemes on corporate governance. Any
useful discoveries I make will contribute more to China’s economy than
to HC. That is one reason why I have decided to withdraw gradually,
but not completely, from HC. If I let go of HC completely and it fails,
my theory and research will be nothing but empty talk. Now I can teach
profit-sharing because HC is a really excellent company, important to my
life and my research. Establishing and then leaving HC is one of my most
important life choices.

Interviewers Song and Tsui: You always say ‘create wealth with knowl-
edge, and change life with learning.” To what knowledge are you referring?
How did you motivate workers to engage actively in learning? And how
did you transform individual knowledge into organisational knowledge?

Guo: In my opinion, there are four types of knowledge. First, I regard
knowledge as something that brings wealth and productivity. Second,
I regard employees who fulfil their job requirements well as possessing
knowledge, even if they have had only a primary education. Third, I
believe that if superiors agree that an employee contributes well, that
employee has knowledge. Fourth, people who work hard have knowl-
edge, because they know their basic duties. So you see, we HC people
have a rather pragmatic view of knowledge.
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In HC, senior professional titles are not earned through examinations.
HC has high school graduates, or even people of a lower educational level,
as vice presidents. HC has created a good system that has made million-
aires out of 126 of our employees. When their success stories spread, oth-
ers follow suit and work harder. If you go to our data processing centre on
any Friday night, you will find more than 100 of our people still working
overtime, voluntarily. This is a vivid example of organisational learning.
Simply requiring everyone in your company to continue to study will
not succeed for long. Many people say outstanding performance does not
necessarily make for excellent leadership. But I say if you cannot do your
job well, how can you lead well? So I insist that leaders must be promoted
from among excellent workers within the company.

Interviewers Song and Tsui: How do you select your managers?

Guo: Let employees try first. Without giving them a chance, how can
you even know whether they are capable? Will a leadership aptitude test
help you to identify potential leaders? Not at all. Everything in busi-
ness management must be tried and tested before we adopt it. Such test-
ing is the necessary cost of business management. When I have several
thousand employees and only 20-plus department manager positions, I
choose my candidates based not only on their previous job performance,
but also on the following aspects.

First, are they willing to work overtime? HC employees are not allowed
to leave work if their superior is still working. That may sound inhumane
and ridiculous, but superiors are responsible for making subordinates feel
that such a practice is reasonable and natural. So, if a superior does not
want to work overtime, he or she cannot expect the employees to do so.
Such thinking is possible under the right corporate culture. A corporate
culture consists of a unique set of value-appraisal standards and codes of
conduct. Under those standards and codes, employees will regard cer-
tain behaviours as natural and rational, though outsiders might see them
as unreasonable. One Saturday [ visited a company and saw that many
employees were still working. I asked some why they were still working
overtime on a Saturday. They said, “We are not working overtime, we
are working normal hours.” Do you think it is reasonable to work on
Saturdays? Why do employees at that enterprise think it is natural to
work at weekends?
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Second, I appraise a potential candidate’s job performance. Employees
who fail to perform are not candidates for leadership.

Third, I place major value on their personal morality, which is a crucial
index reflecting how they will lead and influence their followers in the
long run. For example, if potential candidates ask subordinates to buy
their meals or to falsify expenses, I shall never promote them. I value the
virtues of humility and honesty the most. Leadership capabilities cannot
be detected by mere testing or interviews.

Pool the ‘Small Selfishnesses’ of Each
Employee and Create a ‘Big Unselfish
Enterprise’ for Everyone

Interviewers Song and Tsui: In your opinion, how is the family firm sys-
tem unique? What is the key to successful family firm management?

Guo: We must first define the family firm, which is an enterprise
controlled and managed by one or several blood-related families. The
uniqueness of family firms lies in its combination of property rights with
management rights. Economists assume that human beings are naturally
selfish. The more selfish we are, the harder we work for ourselves. Because
I believe in the selfishness of human nature, I pool the ‘small selfishnesses’
of each employee and create a ‘big unselfish enterprise’ for everyone.

The Biggest Problem of Family Firms Is
the Weak Character of the Family Head

The advantages of family firms are obvious. Briefly, first, they have lower
management costs. Second, affection among members in a family firm
is a natural managerial lubricant, and family wealth accumulation is
one of the incentives used in their management. Better management
of a family firm means creating more family-like affection among all
employees within the boundaries of established rules and regulations. In
my opinion, expanding the scope of family members is one of the most
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fundamental duties of managers in family firms. For example, managers
can invent and modify a performance-based shareholding system to turn
non-family employees into family employees, or into employees who are
even more closely-related than family. After a comparison of all exist-
ing management modes, we can safely say that the family-firm business
model is the most advanced and efficient management model for small
and medium-sized enterprises. However, when SMEs grow bigger, can
the bonds of affection inherent in family firms continue to function? In
my opinion, the key to successful management of family firms lies in its
patriarch. It is highly important that leaders in family firms regard them-
selves as the patriarchs of a big clan, and that they perform their patri-
archal duties well. They must be fair, self-disciplined, industrious and
thrifty in running their firms, and must practice what they preach. Only
when they have morality and leadership capability, with well-designed
regulations and mechanisms, can they manage rapidly growing enter-
prises successfully.

The Most Successful Management Is to Create
Family-like Bonds Among All the Members
in an Enterprise

Interviewers Song and Tsui: Do you see much conflict between renging (per-
sonal favour and reciprocity) among family members and business ethics
in family firms? How may a family firm deal with employee relationships
among ‘affection, reason and rules or regulations?” What is the relationship
between law and renging in managing an enterprise?

Guo: Modern management theories show a huge bias when they
assume that family firms are full of conflicts between renging and busi-
ness ethics, accusing family firms of having overcomplicated interper-
sonal relationships and practising nepotism. While I agree that bias exists,
and that we cannot achieve sustainable development in these firms until
we can address these inherent problems, I see no point in eliminating
affection and friendship in family firms. As I see it, the most successful
management is not to eliminate affection and friendship, but rather to
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create a family-like bond among all the members in an enterprise. In the
sense that blood relationships are inherent in family firms, I believe fam-
ily firms are superior to non-family firms. Therefore, studying this special
type of enterprise will surely bring fruitful results in both economics and
management theory.

The law refers to tangible management that can be embodied by power
and rights; renqing is intangible management. As intangible management
is more effective than tangible management, renging must be a more
effective management means than the law. I think patriarchs of successful
family firms must understand that the key to their success lies in renging.
A great family-firm leader needs to build up a modern corporate system
and achieve business success simultaneously on the grounds of renging.

Interviewers Song and Tsui: Behind each successful enterprise is a
unique strategy or management style. What factors do you think influ-
ence HC’s success?

Guo: Since both strategies and management can be imitated, they are
not core competencies. Entrepreneurs are the scarcest resources of any
enterprise, and they are also the most invaluable assets of HC. Some say
that the most important determinant of business success is neither capital
nor technology, but talent. But many enterprises have failed in spite of
having those factors: they died suddenly, at their peak. These cases prove
at least one basic truth: something is more important than funds, technol-
ogy and talent. That ‘something’ is the core competency in an enterprise.

HC’s unique management style and strategies stem from our
performance-based profit-sharing system. How could HC excel even with-
out top-down managerial interventions? The answer is that we rely on
renqing, corporate culture, business ethics, autonomy and the volun-
tariness of our employees. Truly great management transcends tangible
management to become intangible management. Only an enterprise that
can complete such a transformation has a chance of becoming a world-
class enterprise.

Enterprises that can continually turn numbers of talented employees
into insiders are bound to succeed. Such a transition tests an entrepreneur’s
leadership capabilities. In a successful family firm, family-like affection is
the inner core of its corporate culture, and culture is the scale of this
affection. To cultivate family-like bonds among all enterprise members
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is the basic duty of entrepreneurs, and to regulate and standardise affec-
tion is a test of entrepreneurial leadership capability. Entrepreneurs are
like parents to their enterprises, responsible for nurturing and raising
the company. However, specific managerial approaches cannot purpose-
fully create both culture and affection in a family firm. Rather, that must
evolve during the course of independent and unique enterprise devel-
opment. Actually, management itself is embodied by corporate culture,
and corporate culture generally contains a certain degree of affection and
renqing.

The Strongest Capability in HC Is the Motto
‘Working for Yourself’

HC’s strongest capability is our motto, “Working for yourself’, which
stems from the performance-based profit-sharing system I mentioned
above. You are actually working for yourself in HC, so why shouldn’t you
work hard? As an old Chinese saying goes, “Those who win the heart of
the people win the whole empire.” How to win the hearts of your employ-
ees? Give them higher salaries and bonuses!

Another determinant of HC’s success is focus. Over these years work-
ing in e-commerce, | am now an expert in the B2B business. We have also
successfully forged a top brand and turned loss into profit. Ever since its
establishment, HC has concentrated on B2B business. From traditional
B2B in newspapers and magazines to online B2B, our main business
has not shifted. Now we are even more focused. We recently discarded
trading in consumption goods to focus better on the core business of
production information. Something of their own, a unique capability or
know-how, is also needed for success. Our companies do not have patent
technology as a barrier to newcomers. Thus we have adopted a manage-
ment system to retain people by using profit sharing. Through sharing
and giving to employees, we expect long-lasting success.

Interviewers Song and Tsui: Would you summarise the entrepreneur-
ship and management experiences that you most want to share with
others?
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Guo: I would like to make three summary points about China’s family
firms: a good management system is the key to business success; sharing
is beneficial to enterprise growth; and innovation brings greatness.

I observe that the greatest challenge is that most are not sufficiently
down-to-earth. Some family-firm entrepreneurs spend more time playing
golf than managing their enterprises. They spend very little time design-
ing, establishing and maintaining good management systems, so their
failure is almost inevitable. If managers in family firms continued to work
as hard as they did when they first established their enterprises, if they
were still the first to get to work and the last to go home, and if they took
care of enterprise affairs personally, success would be certain.

Another issue is diversification. Some firms have very profitable main
businesses, but when they diversify, profitability declines inexorably.
Therefore bosses of SMEs must think twice before diversifying. They
should remember that unifying their employees is always the top priority.

Finally, I advise bosses of SMEs and family firms to avoid worrying. As
long as you work as hard as you did when you first started your business,
you will survive.

Commentary

Though HC360.com is a publicly listed technology company, the corpo-
rate value that its founder, Fansheng Guo, has been instilling is the family
culture and management style. Converting himself into a spiritual leader
for the company, Guo empowers managers and employees at different
levels to work for themselves, and to treat the company as if it is their
own. The success of HC360.com consists of a dual system: a humanist
management of the employees, and at the same time providing them
with superior pay and opportunities to realise their dreams.

Along with its family culture and renging, what distinguishes HC360
from other companies is its profit-sharing system. Research has largely
established the role of profit-sharing for firm performance (Becker and
Gerhart 1996; Kruse 1992; Yan 2008) and employee commitment
(Florkowski 1992; Coyle-Shapiro et al. 2002). Allocating 70 % of
profits to non-share-holding employees is unknown in any industry.
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This is a distinctive feature that can be imitated easily (Barney 1991)
but few companies, if any, would want to imitate it because of the
unusual level of profits given to employees in contrast to that received
by shareholders or retained by the owner. Through a significant level
of profit sharing, and trusting employees to make independent deci-
sions, Guo has succeeded in creating family-like bonds among all
employees. Employees truly are ‘working for themselves.” Combining
a modern management system with a family culture within a technol-
ogy sector is the unique dual leadership and organisational capability
of the HC Group.
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Its Corporate Cultural Value System Is
the Lifeline of Alibaba

Interview with Alibaba Group Founder
and Executive Chairman Jack Ma

The interview was conducted by: Xiao-Ping Chen, University of Washington.

Alibaba Group'

The Alibaba Group was founded in 1999 by 18 people led by Jack Ma (Ma
Yun), a former English teacher from Hangzhou, China, who aspired to help
make the internet accessible, trustworthy and beneficial for everyone. Since
its inception, it has developed leading businesses in consumer e-commerce,
online payments, business-to-business (B2B) marketplaces and cloud com-
puting, reaching internet users in more than 240 countries and regions.

When it launched its bid for inclusion on the New York Stock
Exchange in September 2014, Alibaba Group raised USD 25 billion,
the largest initial public offering (IPO) ever, surpassing a previous global
record set by the Agricultural Bank of China Ltd. in 2010 with an IPO
valuation of USD 22.1 billion, and beating e-commerce rivals such as
Amazon and eBay.

!"This section is based on information and news from the company website (Alibaba Group 2015),
Steimle (2015), and IACMR’s Chinese Management Insights’ publication on Alibaba in August 2013.
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With its mission to make it easy to do business anywhere, the Alibaba
Group operates leading online and mobile marketplaces in retail and
wholesale trades, as well as cloud computing and other services, and pro-
vides technology and services to enable consumers, merchants and other
participants to conduct commerce in the ecosystem. The Alibaba Group
is a giant consisting of 25 business units, and is focused on fostering
the development of an open, collaborative and prosperous e-commerce
ecosystem. The now publicly listed Alibaba Group, including its afhli-
ated entities, has some 35,000 full-time employees around the world
(principally based in China) as of March 2015, up from 22,000 the
previous year, and more than 70 offices in Greater China, India, the UK
and the USA.

Some of the Alibaba Group’s major businesses include Alibaba.
com, Taobao marketplace, Tmall.com, Juhuasuan.com, Alipay, Alibaba
Cloud Computing (AliCloud/Aliyun.com), Alimama.com, AliExpress,
Ant Financial and CaiNiao. Alibaba.com, for example, is an e-com-
merce platform for small businesses, linking millions of buyers and
suppliers around the globe. It offers more than 40 categories of goods,
including apparel, electronics, health and beauty, agriculture and food,
and industrial parts and tools. AliExpress is a leading global e-mar-
ketplace made up of small business sellers offering a wide variety of
consumer products showing good value for money. It is dedicated to
bringing unique products in more than 20 major product categories
to its millions of registered buyers in more than 220 countries and
regions. Each business in the Alibaba Group has gained a large market
share around the globe, leveraging the economic power of China. The
Alibaba Group, Taobao, Tmall.com and Juhuasuan have between them
231 million active buyers and 8 million sellers, and transact 11.3 billion
orders per year. The huge market base makes Alibaba the largest online
and mobile commerce company in the world by 2013 gross merchan-
dise volume (GMYV), according to the global marketing intelligence
firm, IDC.
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Founder and Executive Chairman Jack Ma2

Born in Hangzhou, Zhejiang province in 1964, Jack Ma (Ma Yun) is the
lead founder of The Alibaba Group. After the company’s debut in 1999, he
served as Group chairman and CEO for more than a decade, with respon-
sibility for overall strategy and focus. On 10 May 2013, he stepped down
as CEO but remains as executive chairman and continues to shape the
Group’s business strategy and management development. With the launch
of the Alibaba Group on the New York Stock Exchange in September
2014, Jack Ma became the richest man in China, according to Forbes 2014.

Jack Ma received his bachelor’s degree in English from Hangzhou
Teacher’s Institute in 1988, and became a lecturer in English and
International Trade at the Hangzhou Dianzi University. He was intro-
duced to the internet during a trip to the USA in 1995. He founded the
first internet company in China the same year, with family and friends,
dedicated to website creation for enterprises. In three years, the com-
pany earned 5 million RMB. Because of this success, he was recruited to
head an information technology (IT) company established by a depart-
ment of China’s Ministry of Foreign Trade and Economic Co-operation
in 1998/9. But he soon returned to Hangzhou with his team to found
Alibaba in 1999, starting with a focus on the B2B marketplace.

Besides his businesses in the Alibaba Group, Jack Ma also has more
than a dozen other investments, from a soccer team to a film produc-
tion studio. Currently serving on the board of SoftBank Corp., a leading
digital information company that is publicly traded on the Tokyo Stock
Exchange, he is also a director of Huayi Brothers Media Corporation, a
company listed on the Shenzhen Stock Exchange.

Not only a business magnate, but also an active philanthropist, Jack
Masits on the board of the Breakthrough Prize in Life Sciences with Mark
Zuckerberg and Yuri Milner. During the devastating 2015 earthquake in
Nepal, Jack Ma’s Alibaba Foundation agreed to fund 1000 homes and
send a team of 10 executives to Nepal. In 2009, Ma became a trustee of
The Nature Conservancy’s China programme and joined the global board

*'This section is based on IACMR’s Chinese Management Insights’ publication on Alibaba in August
2013 with permission, complemented by public information from Wikipedia (2015).
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of directors of the organisation in 2010; and since 11 May 2013 he has
served as chair of The Nature Conservancy’s China board of directors. He
is the first Chinese citizen to serve on The Nature Conservancy’s board.

Jack Ma has received wide recognition for his entrepreneurial and other
achievements. He is the first mainland Chinese entrepreneur to appear
on the cover of Forbes magazine, among other honours ranging from
“Top 10 Business Leaders of the Year’ from China CCTV 2004, ‘Young
Global Leader’ by the World Economic Forum in 2005, ‘Asia’s Heroes of
Philanthropy’ by Forbes Asia in 2010, and the 30th most powerful person
in the world by Forbes 2014.

Jack Ma received further management education at Cheung Kong
Graduate School of Business (CKGSB) and graduated in 2006. He also
received an honorary doctoral degree from the Hong Kong University of
Science and Technology in 2013.

Cultural Value: The Lifeline of a Company’s
Subsistence

Interviewer Chen: Mr Ma, thank you for agreeing to the interview. To
start, would you please describe your management style, philosophy and
perspective? And what experience in your life profoundly influenced your
leadership style and philosophy?

Jack Ma (hereafter called Ma): In the past 30 years, management
perspectives in China have undergone development, but no fundamen-
tal changes. I reached that conclusion by observing people, including
myself. Countries and companies develop quite similarly. For example,
both the US political system and its management system are based on
similar Christian beliefs. Similarly, Japan’s micro-management shows
the same evidence. However, in China, because of the rapid economic
growth in the past 30 years, and the lack of religious belief in the country,
our management follows a less structured pattern. We must take parts
from here and there, and nothing is our own. If Alibaba desires sustain-
able development, we must have a management system. But if we don't
have a powerful and perpetual culture as the root, we cannot create the
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system. You learn from America; you learn from Japan. But you learn
only their operations, not their Dao. So what is an enterprise’s Dao?
You may find me a little eccentric talking about Daoism, Buddhism,
and sometimes Confucianism, and mixing them. Indeed, I have observed
them all and then harvested meaning from China’s ancient culture, from
Tai Chi philosophy.

Interviewer Chen: Would you expand a little more about the particu-
lar Tai Chi doctrines you feel are meaningful?

Ma: Actually, Tai Chi’s view on accommodation and transformation,
yin and yang, ebb and flow, all thread through our company’s manage-
ment philosophy. A dialectic view on accommodation and transforma-
tion includes closely related concepts. The same goes for education and
cultivation. Education is the school’s responsibility, and cultivation is
the family’s job. We call it transformation by cultivation. I have thought
about it for the past four years, and gradually formed my own perspec-
tives on Alibaba’s values and value system, and these are the concepts of
belief and reverence. Belief means to be grateful for today and yesterday.
Reverence means awe regarding tomorrow and the unknown. Weaving
belief and reverence into our culture would form the core value for the
basic design of all management systems.

That People Surpass Me Is My Greatest Wish

Ma: My thoughts about management have something to do with my
teaching experiences. I was not the best, but certainly a good teacher,
but I knew I couldn’t be the best in China, so I decided to step into the
business world. However, I applied the same rules I followed as a teacher
to running a business. That is, teachers always hope their students will
surpass them. That is the fundamental difference between me and other
entrepreneurs and managers, who actually fear anyone overtaking them.
But I'm the opposite. When I find talented workers, I want to train them
to replace me as soon as possible. That’s the characteristic of a teacher.
Teachers always want the best for their students. If the student becomes a
professor, or a mayor, or a big boss, teachers are as proud as if the achieve-
ment was their own. No teachers want their students to fail. So I never
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steal the spotlight from newly hired young people. If someone warns me
about an employee who is trying to overtake me, I reply that I'm a teacher
and that’s the way it should be.

Another special experience is how I studied English. I began studying
English when I was very young, not just the language but also the culture.
I started chatting with foreigners around the West Lake when I was 13,
taking them sightseeing while practising my oral English.

I hung around outside the Shangri-La Hotel for nine years, getting up
at 5 am daily and walking to Shangri-La for a chat with people. I never
skipped a single day! In talking with foreigners, I realised that the lan-
guage was quite different from what I had learned in school and from my
parents. The experience helped me to become more open-minded and
more understanding about Western concepts. In addition, my experience
in education keeps me interested in hiring, training, educating and inspir-
ing talents. I worked as a class adviser previously, which meant recruiting
good students. If they were not good enough, you had to ‘fix’ them. If
things got too bad, you had to let them go. But my English learning expe-
rience helped me to understand the Western way, the Western mentality
and systematic organisation. I think people in the West are quite good
at methodology, and I embrace their managerial theories and principles.
But it’s hard for us to adopt their ways because our cultural foundations
are quite different. So I must use Chinese culture as a base, while adopt-
ing Western principles and encouraging employees, young people, and
ground-level managers to create their own ways, rather than allowing me,
Ma Yun, to manipulate them. A boss should create reason and principle;
a boss should look for the root and the spring of the corporate culture. I
cannot build our corporate culture out of nothing.

As a teacher, I know how to use available resources. When I stroll in the
rich Chinese cultural heritage, I feel the power of Confucianism, Buddhism
and Daoism. In Daoism, the best leadership is not leading at all. What is
leadership anyway? I think it requires sacrificing today for the future; the
person who can sacrifice today to win tomorrow is a real leader. A good leader
must be equipped with the excellent attributes of a professional manager. At
the same time, the leader must be reliable and able to bear responsibilities not
only for today but for tomorrow and the future. We habitually think about
how to solve yesterday’s problems, but it is more important to deal with what
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we must do today to solve tomorrow’s problems. The Daoist perspective
calls for walking your path naturally by following your understanding of the
future rather than focusing only on past and present problems.

Grateful and Sharing Culture: Live Seriously
and Work Merrily

Interviewer Chen: What exactly is the ‘Dao’ you see clearly?

Ma: The Alibaba Group is not supposed to be successful because we
lack the necessary elements for success. We had no social resources, no
‘sugar daddy’ or rich uncle. I used to tell my colleagues that we picked
up a gold brick from the street only by chance. We had two choices, to
look for another brick or to hide it. The first choice is foolish; it is like
a hunter standing by a tree waiting for a rabbit to crash into the trunk
and kill itself. The second choice is insecure; someone might steal the
gold. Instead, it’s better to share it with others, show your gratitude, and
everyone will be happy. The core of Daoism is letting things take their
own course; the core of Buddhism is emptiness, the same inheritance as
Daoism. What does it mean to let things take their own course? It means
to stride ahead even though you know the result, for the process is what
we really appreciate. If you can see that as your destination through life,
you will not fuss over trivialities. Confucianism is the Chinese way of
management: emperor and minister, father and son, ranking in layers,
while Western Christianity has developed a more open system. We
adopted what they have in common: gratefulness, sharing and openness.

I gave a talk at Harvard in 2002. After my talk, a CEO from a foreign
company said that I was a mad man. He said he had been in China for
many years, and didn’t believe that my way of managing would work. I
invited him to visit my company. After a three-day stay, he said ‘Now I
understand. Here you have 100 mad men just like you.” I agreed. People in
a madhouse never admit they are crazy. People here are unified. Alibaba’s
culture was developed not through my own efforts, but through collec-
tive striving. Our culture is the result of cherishing the same ideals, fol-
lowing the same path, and pooling the same people. If you want to copy
us, you have to copy our culture, conform to its theoretical foundation,
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and hire people who share your ideas. Many companies want to compete
with Alibaba, and I'm like, hey, brother, you don’t know what you're
talking about. I have been waiting for 10 years. This whole e-commerce
business is only one of my expressions, and no way could you compete.

Interviewer Chen: I went to your company for a meeting two years
ago and saw that many meeting rooms are named after Jin Yong’s martial
arts novel.’

Ma: Jin Yong’s martial arts novel is the most down-to-earth way of
explaining Confucianism, Buddhism and Daoism. It cherishes broth-
erhood, loyalty, courage, emotion and conscience—what I have advo-
cated in the company for years. Alibaba will eventually become the best
money-making company, but I worry about losing our human sense. I
want my company to be like a person, with feelings, consciousness, and a
code of conduct. Alibaba is a service company, not a high-tech one. The
higher the technology, the further a company may go from consumers. I
cherish loyalty and friendship. One principle I advocate in the company
is to live seriously and work merrily.

Interviewer Chen: People often say work seriously and live merrily.
Why did you reverse it?

Ma: Because if you don’t live seriously, life won't be serious with you.
If you are unhappy at work, if you are working seriously, you cannot
be innovative. Must you finish your work and then go off to be happy?
Work seriously and live happily? That’s foolishness! Some talk about
balancing work and life. That’s impossible! About four years ago, a per-
son suggested that I give a lecture to teach our workers how to separate
life from work. I talked for about 30 minutes, and suddenly I realised
that I was talking nonsense, meaningless words, for I never separate my
life from my work!

Interviewer Chen: It’s uncommon in the business world for a 48-year-
old CEO to retire. Your comments and action are quite daring.

Ma: Yes, I speak boldly, and that’s my personality. If one day I begin
to talk plainly and calmly, then something must be wrong with me. I say
what I think, and I do what I say. If one day I do something different

3Jin Yong is one of the finest novelists of martial arts, with high influence in Chinese-speaking areas
and communities.
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from yesterday, then I admit that I was wrong but at the time I thought
it was right. My actions match my thoughts; I never speak one way and
think another. If I did, that would cause my employees and the whole of
society to distrust me.

When you realise you have made a mistake, there are two possibilities:
one is to hit the wall and keep hitting; the other is to turn back. So I have
decided to give younger people a chance. However, their values must
match with our long-term core ideas. I will pass the torch to the one who
holds our values closely and is superior to us.

The Successor Must Come from Inside
the Company

Interviewer Chen: Do you mean that the CEO who replaces you must be
trained and cultivated by your company?

Ma: Of course. I already stated it in the corporate constitution: never
allow outsiders to become CEO. Even if Alibaba is on the edge of bank-
ruptcy, rescue troops from outside are forbidden. The new leader must
have worked in the company for at least five years before the corporate
constitution allows him to be a leader. You can come to work with us at
the age of 30 and after five years you may be promoted to a higher level.
The president of a country must be born there or have lived here for many
years. If you don’t love the country, you can only be a problem solver. I
need a leader for this company! Chinese traditional medicine makes sense
in this way: cure a person, not a disease. If the disease is cured but the
person dies, what is gained? You may cure one disease, but how about oth-
ers? | want the person to be cured, and I want to have someone who really
loves the company, understands it, and is willing to bear the responsibili-
ties. If this person can’t be found, that’s only because you didnt prioritise
this requirement enough. If we hadn’t written it into our corporate con-
stitution, the board might say: hey, this person is not good enough, let’s
try another. The investors can never love the company more than you do.
They talk like backseat drivers and could damage the whole ecosystem of
the company. The worst scenario is that you could invite a wolf in who
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might think it is right to eat all the sheep. That’s the only way he can prove
himself; and that’s partly why nine out of 10 mergers and acquisitions fail.
We are solving the problem from the system level.

Succession—Fix the Roof on a Sunny Day

Interviewer Chen: Right from the beginning and up to the present, you
have taken different roles in Alibaba. At different times, how have you
positioned yourself in the company’s management? What circumstances
would make you come forward or step aside?

Ma: If the company is in danger, I will always throw myself in and try
my best to help. That is my responsibility. When the company is succeed-
ing it’s time for me to leave. Furthermore, when the company is at its
best time, it is time to start reforming because you must fix the roof on a
sunny day. If you wait for a rainy day, you might slip and die. Fix the roof
on a sunny day; stay at home and relax on a rainy day: that’s a corporate
responsibility. Let others set off celebratory fireworks.

Interviewer Chen: And now you have decided to retire. Does that
mean you have been successful in finding your successor?

Ma: I have groomed several successors. 'm now persuading them to see the
challenge as picking up a gold brick on the street just as I did earlier. I spent 10
years, especially the first few years, trying to give back to society gratefully. The
new CEO should also be grateful and willing to share by returning wealth to
society. A CEO must sacrifice for others and do a better job than others.

Long ago I drove out those I felt would not be good partners. I'm not
going to cause trouble for the man I pick. I will fix the trouble myself.
In the past three years, while I was training future leaders, I found their
weaknesses and let them work hard to overcome them.

CEOs Must Have Vision, Tolerance and Strength

Ma: And that’s the course the CEO must take. If you were a general
fighting on the frontier, and one day I called you to withdraw from the
burning battlefield to work in the backroom for three years, it would
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be like putting you into cold storage at your peak. And then when you
are at your lowest point, I suddenly inform you that you now can go
somewhere to work. This way, I trained the most sturdy and durable
men. If two people are both powerful and vigorous, I can assign them to
different jobs. The emperor who killed his brother to secure his position
was stupid. That’s not the Daoist way and it is definitely not Buddhist
either. If I can’t get this right, that’s my problem, not theirs. What hap-
pens if the two confront each other before I figure a way out? I have three
prerequisites for a CEO: vision, tolerance and strength. Compared with
others, you need further sight and a bigger heart to endure wrongful
treatment. The heart gets bigger by experiencing injustice, and man gets
tougher only by suffering unjust treatment. Strength is endurance. If a
guy returns smiling after rounds of being beaten up, then he is the one I
want to be my successor.

Interviewer Chen: How many men in your company have you ‘beaten
up’ like this?

Ma: Oh, a lot. As a teacher, how can you not criticise people, not dis-
cipline them, and not encourage them? When I criticise someone, he will
feel pain and anguish, will curse me, will think it’s impossible to work for
me, and will feel terribly mistreated. But this training system is cultural,
and it has actually fostered today’s system of competition. No other inter-
net company in China has a system like this.

If something is wrong, and I tell the person so, I then watch his atti-
tude. If he admits his mistake, there is no problem. I worry most when
he doesn’t admit it, because he will make the same mistake tomorrow.
I will never use a general who always wins. I choose one who has failed
often but sometimes succeeded, because his failures would make him
more careful. A man who has never failed will fall hard when he does so,
and then you will be dead. If he is not open, and he is easily discouraged
and easily loses control, you should ignore him after punishing him.
After three months, if he still can’t dig himself out, you call him in and
have a talk.

If he comes on his own initiative, you can tell after half an hour
whether he has really changed or is just trying to please you. Talk with
him, let him open up, breathe out all toxins. Some people have broad
minds; they treat this procedure as using their face to mop the floor,
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or to actually gain dignity. I criticise someone in every meeting, but they
are OK, no matter the criticism. I keep criticising until they can’t take it
anymore, not only the CEOs but every manager. I have now structured
the company into 25 business units, with 25 young business leaders, each
with three to five assistants. I have spent a lot of time building up this
graduate class, so-called Feng Qing Yang (wind blow gently). Several times
a year | teach them about the values of our corporate culture.

But it’s not feasible to teach everyone in just one way. Everyone has
a different personality. I hope my company can be like a zoo of dif-
ferent animals with different characteristics. If everyone is the same,
then the company becomes a farm, raising a bunch of pigs or chickens.
With different animals, a company can have a good ecosystem. You
must know how to deal with different people. Otherwise, you can’t
deal with society, and you can’t get along with your clients. A leader
must suffer, endure and have vision to stand out compared with his
employees. I died thousands of times, and have no fear of another
death. Young people can easily catch up with your skills, but courage
is what makes a leader.

The Corporate Mission Has to Keep
Up with Social Development

Interviewer Chen: As the founder of an enterprise, you really emphasised
the building of a corporate culture. What is the ideal culture for Alibaba?
How did it form and get sustained? Please give some detailed examples.

Ma: In the twenty-first century you must understand your mission
and your reason for existing. In past centuries, companies could pros-
per simply by having good luck. Today, big companies must solve social
problems if they are to solve their own company’s problems. Only then
can the company last for ever. Alibaba has tried to solve social problems
such as unemployment, and to answer needs for innovation. It is not
simply a company, but an ecological system. The difference between poor
scholars and me is that they use their knowledge to change the world, but
I use my actions to change everything, from the bottom up. I've nurtured
people who were born in the 1980s and learned about the internet when
they were little.
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To me, the company mission comes before a value system; with
mission and value created, then vision is demanded. Afterwards, strategy
is laid out before the organisational structure is created, followed by the
determination of talents and culture. All these constitute a whole system.
I did not understand that in the past, but I have gained more understand-
ing over time and have created something systematic of my own. Today’s
Alibaba is not built by stitching pieces, but by mission value manage-
ment. Then action is confirmed, and staff learns how to proceed step-
by-step. Our corporate culture can be summarised by four simple words:
open, transparent, sharing and responsible. These words correspond with
my understanding of the internet.

The internet has developed so rapidly because it is open, transparent,
responsible and sharing. A company’s corporate culture must be merged
with the internet culture and with society’s future, or it will be over. In
my view, the internet is our future. Whether we are willing or not, soci-
ety will become more open, transparent, responsible and sharing. If your
company has such a culture, it will naturally get stronger. I personally
believe that our company is the most open in China, at least in its strat-
egy. I can always share my strategy with others.

Even our intranet has been open to the public for two years. We are
reconstructing it. When it’s done, anyone can find out who is doing
which project. You can watch, but you can’t comment on our webpage.
You can comment somewhere else, but if everyone gives an opinion about
our business, that would ruin everything. So you see, I didn’t emphasise
democracy, but 'm democratising internally. Of all I did in 2012, [ am
most proud of the democratic reform.

Morality Is the Core Value of Our Culture

Ma: I believe we have inherited much of value from our ancestors.
Of course, that doesn’t mean we refute Western ways. They are more
advanced than we are, so their knowledge is part of the world manage-
ment doctrine. I just offer food for thought. After my retirement, I hope
to make some valuable contributions to companies like ours. Let me tell
you a few stories. Sometimes we invite people, for example, to come to
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teach marketing. But if they teach us how to sell combs to monks, I won't
ask them back because they are teaching us to be liars: monks don’t need
combs. We are talking about how to create customer value, and you are
teaching us how to sell combs to monks and calling that a typical case?
That’s nonsense.

Here is another story. Once I decided not to hire a person who was
very good at communication, logic and management at the job interview.
We were ready to hire him, but he concluded the interview by saying that
he would bring a lot of customers when he came here to work. Then I
changed my mind. I said, “Thank you, but let’s find another opportunity
to work together.” I could see that when he left our company, he would
take away some of our customers as well. That’s the moral problem. I
don’t encourage employees to open their own businesses. Joining Alibaba
is to help others open businesses. We have 7 million sellers in our plat-
form. Join us if you want to help them, but if you want your own busi-
ness, then youd better stay away. If you want to be one of those 7 million
people, I will certainly support you. So, when I talk about the open,
transparent, sharing and responsible culture, it’s also about acting and
convincing others.

Interviewer Chen: I heard that your core value system is the ‘Six
Meridian Swords’: putting the customer first; embracing changes; soli-
darity and co-operation; integrity; passion; and dedication. How was that
system established? What role has it played in Alibaba’s development?
How has it influenced employees?

Ma: Well, I didn’t devise this system on my own. The first year, the
founders discussed it several times behind closed doors. We started from
the 1995 Chinese Yellow Pages, and went through pain and struggle, but
never gave up. We discussed what unified us. We didn’t do well in busi-
ness, but we stuck together. Why?

We discussed and wrote down the reasons and then combined them
into nine items defining our reasons for persistence. From then on,
every newcomer had to follow the nine items, which became the basis
for employee performance appraisals. Rather than measuring sales per-
formance, we assessed values and were determined to pass them down.
After some time, we refined the nine items into six, the so-called ‘Six
Meridian Swords’, which make up 50 % of employee performance
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evaluations. If you don’t stick with our core values, you must leave.
Regarding performance, I have discovered that small companies tend
to prefer people with good performance but bad values.

It’s true they make more money, but the money is from dishonest deal-
ings, and may cause the company to remain dishonest for ever. When
employees of that generation become company leaders, the company
will be weak because they have got used to taking dishonest advantage.
That’s why the biggest hurdle for small companies is the ‘wild dog.” On
the other hand, the hurdle for big companies is the ‘little white rabbit’:
people who perform badly but get along with others well.

I ‘killed’ two ‘wild dogs’ in 2002 when I proposed ‘one yuan profit.’
The company had serious losses, and at the beginning of the year we had
a meeting, and asked what Alibaba could do to survive in the internet
business, where everyone was giving kickbacks, a violation of our basic
principles. The meeting began at 8 am and lasted until 4.30 pm. All com-
plained that we couldn’t live like that any more. At 4.30 pm, I concluded
the meeting and said, ‘Remember this, as the founder, I would rather
close the company than give kickbacks, because that’s the behaviour we
hate so much. We want to make money, but if we rely on kickbacks to
make money, then we will fall one day just like the others. I don’t want
to do that. For people who support giving kickbacks, you can choose to
leave today. That’s my principle.’

Six months passed. Our calculations showed that we had about
800,000 RMB revenue. Sales from two employees made up 50 % of our
revenue; but both had given kickbacks.

So I fired them, firmly and decisively. And through that self-cleansing,
from 2005/2006 onwards, the company began to form its own value
system. And we sent a clear message: give kickbacks, kill; bring old cus-
tomers to a new job, kill; start from little things and no fake books; visit
only three customers, fire.

Interviewer Chen: What do you mean about visiting only three
customers?

Ma: If I find out that a salesman planned to visit five customers daily
but visited only three and still reported five, I'm going to fire him. If he
cheats on those little things, how can I trust him again? If he is honest,
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I will not fire him for visiting only three customers instead of five. But if
he lies to me, how can I trust him any more? How can we work together?
These systems and details are the first culture base built in Alibaba.

Make Integrity a Big Deal

Interviewer Chen: Your Company’s Articles of Association clearly define
integrity. The company reportedly has a special department to ensure
integrity. And you also have a dedicated ‘sensing officer’ to detect whether
anything is going wrong. Even so, something went wrong in 2011; that
is, the B2B customer incident, and the shopkeeper incident at ju.taobao.
com in 2012. Can you discuss these incidents?

Ma: Today I can proudly say that what I did regarding those incidents
is incomparable in terms of integrity among companies of our size or
smaller in China. I went to the Central Discipline Inspection Committee
and initiated the exposure of both incidents, in 2011 and in 2012. We
must understand what we should overplay and what we should downplay.
We need to make a big deal about integrity but downplay business per-
formance, because integrity is related closely to our cultural roots. This
ecosystem, this platform we are building is for thousands of ordinary
people to use, which is very similar to a government operation. The ques-
tion is how to build it. It was in 2009, I was completely immersed in
Taobao and Alipay, working on our future strategy, so I entrusted Alibaba
to Wei Zhe’s team. They were under tremendous pressure after taking it
over, especially when Fujian, notorious for forgery, was rampant with
gangs of swindlers. They came to Alibaba pretending to be suppliers to
defraud money from foreigners. We reported them to the police, but
nobody took any action.

The ultimate problem is that we don’t have power. The Alibaba system
has 350 million people and more than 34 million companies within it; I
am operating in an ecosystem of over 600 million people. If 1 % are bad
guys, I have 6 million scoundrels.

When we found that there was a little over 1 % in duplicitous business,
I told Wei Zhe that if he had replaced the person in charge of that busi-

ness four months before, he would have been considered as having taken
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action; but now, if I didn’t fire him, Alibaba should fire me. So the whole
team was dismissed. One may find it hard to imagine—pulling out the
CEO and his entire team. I was determined to make a big deal out of it.

Many people still thought it was definitely a storm in a teacup. But this
was a cancer and had to be rooted out; otherwise the cancer cells would
spread quickly. It was not evil behaviour that we hated; rather, we hated
indifference to evil behaviour.

Interviewer Chen: But why did Taobao have problems after that?

Ma: I did an even better job with the Taobao incident. I thoroughly
analysed the whole situation and found that the real problem was with
the senior management of the Taobao system. The internet was develop-
ing so fast that we neglected Alibaba’s strict training system in our basic
process of recruitment and training. At that time I felt it was really hard
to run a small enterprise, so I offered free service. Actually I offered free
service three times. The purpose of the first time was not to beat others; it
was because we had no clue about the business model and did not know
whether what we were offering was useful or not. Therefore the starting
point was to explore and define a model.

Later I said we would have to charge for the service after five years,
but then came the financial crisis. OK, let’s keep it free, then. After free
service for a time, the business amounted to 700 billion RMB in that
year. In a 700 billion RMB free market, it is natural you have all kinds
of people. We desperately needed people, so various job candidates were
introduced by employees, or recruited as interns, and some even offered
cash when seeking a job. Corruption was outrageous at that time.

Immunity Can Be Supported Only by Core
Values

Ma: It was really scary. What should we do? I told my colleagues that this
had to be handled seriously. However, nobody was free from contamina-
tion. It was really a social problem, not just for us. The most important
thing was to cultivate our immunity, the core of which is our values,
our systems and our interests. Under these circumstances we set up the
integrity department with six employees. Probably no other company in
China has an integrity department.
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Our integrity department is very efficient. What we want is not a fire
brigade but a fire prevention team to solve fundamentally both techni-
cal and system problems. It is not difhicult to solve system problems. We
adopt an ‘interlink assurance’ policy that binds supervisors and subor-
dinates in the recruitment process, meaning that today I am your boss,
so I am accountable for what you do, and I shall shoulder responsibility
together with you if you do something wrong. I request my direct reports
to tell me the truth. If they hide the truth from me, I will be blamed if
anything goes wrong.

I also observe people when I talk to them. If I find that someone has
something in his hands, something must be wrong. This is what a ‘sensing
officer’ does. If someone does not look into my eyes, he is either not happy
with me or hiding something from me. I will have a chat or a drink with
him. If T cannot see the problem, then it is my problem, using the wrong
people or neglecting my supervisory duty, and my boss has to bear the
responsibility too. This is the first level of interlink assurance. Otherwise
everybody can say they are not aware of the issue, and it will always be
someone else’s responsibility. I want to hold everybody accountable.

Second, I investigate each reported customer complaint. Competition
for customers is cut-throat. If we all sell tea, and you take bribes from a
seller, others will blow the whistle. I learned that from Lee Kuan Yew.* I
deal with those who are involved in bribery if the investigation confirms
the report. Once we confirm that a shop has practiced bribery, that shop
is closed for ever and can never re-enter the Taobao and Alibaba sys-
tem. Their reputation is ruined, which is a terrible thing for many people
because they will never be able to do business again. The industrial and
commercial authority inspections are not as frightening as doing business
at Taobao nowadays. The closing of the business at Taobao is worse than
going to jail.

Regarding whistleblowing, if one of your employees receives a report
letter, the shop will be closed if the claims are found to be true. So the one
doing the bribing is also afraid, as he knows that many people can blow
the whistle on him. If your employee does it, other employees can report

#Lee Kuan Yew (1923-2015) was the first Prime Minister of Singapore, recognised as the nation’s
founding father.
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it; if you give money, your employees would definitely know, and if they
report it, your shop will be closed. That's why I deal with the source.
Our interlink assurance system, our cultural system and our technical
system all support our efforts. We have hidden lines encrypted in all our
programs that keep track of every single footprint ‘walking in the snow.’
Once [ sense you, I will definitely chase you no matter how far you run,
and bring you back to jail. By this I am telling employees that even if
you have taken the money, you will not dare to spend it as you will fear
getting caught. This is how we operate—six people, reporting with real
names, and immediately investigating reports. Reporting with real names
is a commitment.

I feel that this system is working well. Of course, we are still improv-
ing it. Meanwhile, we have resumed recruitment and are accepting
interns. To us, interns are a social responsibility, not cheap labour. Based
on our capability, we can train 100 interns, who come to us to learn, not
to work.

From the perspective of management, issues are inevitable as long as
there are people and organisations. These issues are not necessarily bad
problems; it largely depends on our corporate spirit. When the water
is too clear, there will be no fish. We are in such a social environment,
and I get to understand many things through my experience of handling
those incidents. It all boils down to whether you are willing to challenge,
whether you are willing to take responsibility, and whether you are will-
ing to sacrifice yourself for the future. I have never felt ashamed of myself;
I show my wounds to people, not to you but to my employees, and hope
they will remember what I have done in the history of Alibaba. Perhaps
my employees will ask the CEO in future years years: ‘Ma Yun did this,
so why can’t you?’

As chairman of Alibaba, I have three missions. The first regards
Alibaba’s current influence. Today, Alibaba has influenced consumption
styles, production and manufacturing styles, and lifestyles, and its impact
will keep on increasing. If I were just a CEO, I would operate the com-
pany following corporate logic. But as the chairman I must look at the
company from the perspective of a prime minister, as I must ensure that
the company keeps abreast with the progress of society.
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Some people say Ma Yun has no responsibilities. The truth is, I have
many responsibilities on my shoulders, but I must keep quiet. My reli-
gion teaches me to map out my strategies from a national and global
standpoint.

My second mission is to build a talent training base, and to build our
culture; and the third is public welfare. What's public welfare to Alibaba?
It's waking up the kindness. If you have kindness, your products will
be good, and your kindness will affect others. Alibaba does public wel-
fare; our existence contributes to the employment of 10 million Chinese
people and the survival of over 1000 small enterprises. How we do things
will affect what numerous households purchase; therefore, products and
services must come from kindness. I told my colleagues to do the right
thing and not to make me come back to correct their faults!

Interviewer Chen: In all these years of running the business, have you
ever encountered conflicts between interpersonal relationships and busi-
ness rationality? Looking back, how do you think conflicts between rela-
tionships, loyalty and business rationality should be handled?

Ma: This is a rather complicated question. Without feelings we are just
machines. It is natural that people will get close to one another eventually.
But if we focus too much on human relationships, we cannot form an
organisation or a company on a scale that could impact society; instead,
we can just affect ourselves. In general we are doing fine in this respect,
including the departure of some founding partners, including my wife.
She was the no. 2 employee of Alibaba. But we had no choice.

But leaving does not necessarily mean the relationship is ruined. My
wife can be mad at me, but I am not angry with her, as I know that she
does not work for me today. As a CEO, I try to stick to the commitment.
I told everyone that they can hate me, but that will not make me give up
my commitment.

Interviewer Chen: Lastly, would you like to share your best experiences
in starting and managing a business?

Ma: My experience in starting a business is to start with things that
make you happy, and to start with the easiest rather than the most dif-
ficult things. My management philosophy is ‘use people with doubt and
use those whom you doubt.” From a management perspective, I believe
in letting people use their own judgement instead of telling them what
to do. Starting up a business is to entrust people who excel; to use people
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with doubt focus more on a person’s capability than his/her integrity. In
Chinese, the word trust consists of two parts—trustand entrust. I've always
believed that we should use people with doubt and use those you doubt.
To give different types of people a try. It turns out many talents are dis-
covered by those of whom I had doubts.

Management is a long-term process, entrusting people who excel and
entrusting people with the power to make decisions are two different
levels. We have people who are in their seventies but still like to use their
judgment and make decisions by themselves. It makes them feel accom-
plished, but at the same time, they have deprived others of something
they want to do. You have the power; do others have to kill you to get the
chance to make decisions? You can have your own life only if you entrust
people with the right to make decisions. Life is important, and so is hap-
piness. I think as Chinese enterprises improve, more people will focus on
charity work.

I absolutely agree that today’s business leaders should assume social
responsibility, and many of them have done that. Meanwhile it is really
important for us to think about this issue. We have not developed a clear
understanding about what money is and how to manage donations. Bill
Gates (founder of Microsoft) has his foundation to manage donations;
but which foundation can we donate to in China?

I believe what we really need is to build up a charity system. The
amounts donated won't matter as long as we have a sound charity mecha-
nism. I don’t think merely donating can solve all the problems, though,
and currently the most urgent problem is to awaken people’s social con-
sciousness. China’s prosperity could not have been be achieved without
the hard work of countless entrepreneurs, and that’s our biggest contribu-
tion to Chinese society.

Commentary

In the internet service industry, it is no exaggeration to say that integrity
is the most important quality a company must have, as it is the founda-
tion on which to build consumers’ trust and confidence. In China’s social
environment, where cheating has been prevalent, integrity becomes even
more important for a company that wants to last for at least 102 years.
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That is why Jack Ma emphasises integrity, and has decided to take extreme
measures to ensure that it becomes the ‘DNA’ of Alibaba. He ‘kills’ the
‘wild dogs’, fires those who are dishonest, has formed an integrity com-
mittee within the company, appoints those with ‘long noses’ as sensing
officers, established the ‘interlink assurance’ system, and built a footprint
tracking device on the internet to make sure that no one can get away
with cheating. Ma exemplifies the ethical leadership that has emerged in
the literature (Resick et al. 2006). It is also evident that he has a strong
focus on people and people development, and it is through rigorous HR
activities such as recruiting, training, socialising, performance evaluation
and incentive mechanisms, that Alibaba has been able to build a cor-
porate culture that is open, transparent, sharing and responsible. Ma’s
leadership, values and personality have strongly imprinted the culture of
Alibaba (Schein 2010). It is also remarkable that he is able to integrate
Daoism, Confucianism and Western management thoughts as well as
develop his own philosophy of management and practices in grooming
his successors, dealing with crises, and leading Alibaba to become one
of the most important players in the Chinese economy and beyond (Ma

and Tsui 2015).
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Part IV

Leaders in Construction and Real
Estate Industry
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Successful Business through Moral
Conduct and Integrity

Interview with Beijing Vantone Holdings
Founder and Chairman Lun Feng

The interview was conducted by: Xiao-Ping Chen, University of Washington.

Vantone Holdings Co. Ltd.!

Established in Beijing in 1993, Vantone Holdings Co. Ltd. (hereafter
Vantone) is one of China’s largest and most innovative professional real
estate investment companies. The company’s business is concentrated in
high-growth urban areas such as Beijing, Shanghai, Tianjin, Hangzhou
and Chengdu. With its value-driven and innovation-oriented strategies,
Vantone specialises in real estate investment with two major businesses:
direct investment and fund investment. The company’s business activities
range across real estate development, commercial properties, fund man-
agement and asset management.

We thank Zhonghua Gao for her initial English translation of the interview.

!"This section is based on information from the company website (Vantone 2015a), Annual Reports
(Vantone 2015b), and IACMR’s Chinese Management Insights’ publication on Vantone in August 2012.
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Because of its active social promotion and innovative architectural
design, Vantone is one of the best-known brands in China’s real estate
industry, with several real estate products established as a reference in
their corresponding segment, such as Xinxin Homeland’, ‘International
Series’ and ‘Huafu series’, in the high-end city residential business.
Vantone’s real estate development includes concern about environmen-
tal issues. Being the first Chinese real estate company to make a com-
mitment to reduce carbon emissions in the real estate industry, Vantone
Real Estate was named the ‘Most Valuable Real Estate Company’ in
the 2013 China Real Estate Ranking. In November 2015, the Vantone
Centre in Hangzhou received the Gold Certificate of LEED (Leadership
in Energy and Environmental Design) from the U.S. Green Building
Council (USGBC), becoming the first of this type of commercial prop-
erty project in China. By the end of 2014, Vantone Real Estate possessed
total assets exceeding 14.2 billion RMB.

In recent years, Vantone Holdings has focused more on expanding
its fund management business. In 2010, its successful establishment
of commercial real estate funds led to private real estate investment
trusts (REITs) fund innovation in China. The fund management busi-
ness exceeded 20 billion RMB by 2013, among the highest in the real
estate company fund rankings. In terms of asset management, Vantone
Property won the “Top 10 Service Quality of China Property Service
Enterprises” award in 2013. Vantone Holdings and Vantone Real Estate
have been recognised among the Top 10 of Wealth Creation Capacity,
Top 10 Most Outstanding Contributors of Chinese Settlements in Ten
Years, among other awards.

Vantone was also the first mainland property developer to expand into
Taiwan. The high-end resort condominium project ‘Vantone | Taipei 2011
laid a solid foundation for the company’s overseas business development. In
2009, Vantone participated in the reconstruction of the World Trade Center
in New York, and invested in the ‘China Center New York.” The project
began in 2015 and provides a high-end platform for both commerce and
culture communication between China and the USA.

Vantone also actively promotes and participates in social activities
to contribute to a better society. In 2008, the Vantone Foundation was
established, committed mainly to building eco-friendly communities,
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and to researching and developing new technology. Vantone Holdings
donates 1 % and Vantone Real Estate donates 0.5 % of their profits to
the Vantone Foundation annually. Other societal projects include the
Vantone Academy and the Vantone Museum, established in 2009. As a
valuable real estate brand in China, it has been recognised in the Top 100
Enterprises in Economic Contribution, and as Outstanding Corporate
Citizen in China, and Model Enterprise of Responsible Real Estate
in China.

Founder and Chairman Lun Feng?

Born in Xi'an in 1959, Lun Feng founded Vantone in 1991 and has
served as its president since then. He is a general partner at Vantone
Investment Group. He has served as chairman of Beijing Vantone Real
Estate Co. Ltd. since 1995 and its director since 2 June 2008; chairman at
the China Center New York LLC, and chairman of the board of Vantone
International Groups (VIG’s) close affiliate, the Vantone Enterprise
Group. He personally orchestrated the acquisition of Shanxi Securities and
the Wuhan Investment Trust Company. He also serves as vice chairman of
the Urban Housing Development Commission of the China Real Estate
Association, and the rotating chairman of the Real Estate Chamber of
All-China Federation of Industry and Commerce. He helped to establish
and serves as venture director of China Minsheng Banking Corporation.
Known as the ‘Property Thinker’ in China, Lun Feng initiated the
American real estate model that calls for turning powerful developers into
professional real estate investment companies. He actively promoted the
progress of the industry as an innovator and pioneer. He co-sponsored the
establishment of the China Urban Realty Association (CURA) in 1999, and
acted as its second rotating chairman. In 2001, he published a paper enti-
tled ‘Follow the Good Example of Vanke’, which strongly advocated that
enterprises should be socially responsible. These efforts continued with Lun

*'This section is based on IACMR’s Chinese Management Insights’ publication on Vantone in August
2012 with permission, complemented by public information from worldsofceos.com (Worldofceos
2015).
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Feng’s planning and promotion of a large-scale TV documentary ‘Housing
Remodel China’ in 2003, which actively promoted the development and
moral enhancement of China’s real estate industry; and with continuously
promoting the industry’s integrity, self-discipline and rights protections
when he served as the rotating chairman of the Real Estate Chamber of the
All-China Federation of Industry and Commerce (ACFIC) in 2005.

He established the Society of Entrepreneurs & Ecology (SEE) in June
2004, with almost 100 renowned Chinese entrepreneurs, and served as
executive director and president of the board. Committed to desertifica-
tion control and environmental protection, SEE has emerged as one of the
most well-known non-governmental environmental protection agencies,
and one of the largest non-governmental organisation (NGO) incubators
in China. In April 2008, Lun Feng initiated the Vantone Foundation.

Lun Feng has a bachelor’s degree in economics from Northwest
University of China, a master of law degree from the Party School of the
Central Committee of the Communist Party of China (CPC), a master’s
degree in public policy (MPP) from the Lee Kuan Yew School of Public
Policy at the National University of Singapore, and a juris doctorate
from the graduate school of the Chinese Academy of Social Sciences.
He has also held posts in the Party School of the Central Committee
of the CPC, the Publicity Department of the Central Committee of
the CPC, the National Reform Commission, and the China Institute
for Reform and Development from 1984 to 1991 before founding
Vantone. His writings include the best-selling books, Savage Growth
and Volupruous Aspirations, reflecting ‘the spiritual history’ of Chinese
private enterprises.

Successful Business Through Moral Conduct
and Integrity

Interviewer Chen: Please describe briefly your management philosophy.
Lun Feng (hereafter referred to as Feng): My management philosophy

is very simple: ‘Be moral and be creative.” It is extremely important to

stick to moral values and follow laws, regulations and national policies.
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At Vantone, we follow established rules for handling at least 70 % of
the issues we encounter. We try to solve ambiguous grey-area problems
creatively, but always adhere to the moral bottom line. For example, as a
real estate development company, one of our main businesses is to secure
land from the government. In China, one might use various approaches
to obtain land, but our basic principle is ‘never bribe.” Where money is
really needed, we spend it openly, for example, by sponsoring a beach
volleyball match. If we encounter personnel problems, our basic principle
is to make these affairs public, so that we can deal with them following
consistent principles. With this approach, our company has built a good
reputation, long-term credibility, and an ethical and transparent culture,
which has allowed us to avoid legal troubles for almost 20 years.

Certainly, we have paid a good deal for following these values; for
example, we were not able to obtain the land we were seeking, so in the
short term, moral principles can be costly. However, in the long run,
benefits accrue. First, our well-deserved good reputation has helped us
win the approval of projects, especially when good reputation was the
contractors’ key requirement for maintaining trust. Thus our good name
made us their best choice to partner with.

Interviewer Chen: What life experiences influenced your management
philosophy?

Feng: My management philosophy has the influence of both external
and internal factors as well as accidental triggers. From the day it was
founded in 1991, the general public has paid a great deal of attention
to our company. With external forces watching us so closely, we became
more self-aware and self-disciplined.

The six co-founders of Vantone are men with lofty ideals: Wang
Gongquan, Pan Shiyi, Wang Qifu, Yi Xiaodi, Liu Jun and me. Starting
our business in Hainan, we encountered many challenges. We spent two
days reflecting on our vision and goals. After these two days of heated
discussion and debate, we reached a consensus on our mission: to create
an enterprise that could help to save the world, create wealth, and perfect
the self. At the time, the China Youth Daily reported this mission. Since
then, we have been clear about our basic principle of doing business;
that is, we do not just do it to make money. More important, we want to

benefit society by following the ‘benefit self and benefit others’ principle.
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The accidental trigger happened after 1993, when our company was
transformed into enterprise groups. We invited Mr Wang Luguang, who
grew up in a military family and attached special importance to rules and
laws, to serve as a long-term company monitor. I reported all company
activities to him almost weekly for more than 10 years until he passed
away in 2005. Mr Wang held us to high standards. Another meaning of
‘be moral and be creative’ is to correct errors and apologise for mistakes.
Opver the years, we have gradually become habituated to being monitored
and to correcting any errors that surface.

That is why our company has never encountered legal troubles, which
has enabled us to focus entirely on analysing the market, optimising our
business operations, and building effective teams. I will say that Vantone
is pure, and we are happy to show it.

Morality and integrity are also reflected in our self-conscious and
self-disciplined company governance and financial management. Our
company sponsors an Annual Introspection Day and has set up self-
monitoring systems, including an internal control system. These prac-
tices have allowed us to establish a value system that is something of a
religion guiding our behaviour unconsciously. I am confident that these
safeguards will keep us out of trouble, even when I'm gone. As it is, I
spend about 180 days a year on the road.

Interviewer Chen: What roles do you play in your company?

Feng: I see myself in three roles. First, I founded Vantone, so I have
legitimate source for my authority, which lends some mystique in the
view of the younger generation. Second, I am the strategic leader of our
company, and I focus on the company’s development, transformation
and governance. Fortunately, the past has shown every Vantone trans-
formation to be on the right track. When we choose a strategy, we rely
on the general manager’s competence for implementation. Fortunately,
Vantone has a very competent top management team. My third role is
being a mentor. I love to read and think, and have read many books and
articles, especially those dealing with the real estate industry. I know the
industry’s history and its most important people, so I have the back-
ground information to help others solve problems. I also prefer to influ-
ence others through communication rather than through my status. I
respect people and treat others equally.
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The Stranger Principle and Continuous
Innovation

Interviewer Chen: What management practices have you introduced to
Vantone? Why did you introduce these practices?

Feng: Vantone’s management practices have three distinct characteris-
tics: transparency, adherence to the ‘stranger principle’, and continuous
innovation.

Transparency may require being transparent to investors, but it also
requires that the actions of internal management are also transparent.
When we first established our business, we six co-founders established the
transparency principle: All employees know the salaries of everyone else,
and no one may have a second income. Employee identities are clear to all.
If an employee obtains a passport or emigrates to a foreign country, every-
one should know. We have continued this principle since our foundation.

We also advocate the important stranger principle, because an acquain-
tance culture weakens the implementation of a fair system. Generally
speaking, when companies deal with strangers, they exclude potential
problems caused by personal relations and reciprocal gestures, such as
renging (human obligation) and mianzi (face). Independent investors
and independent board members are like that. However, when doing
business with acquaintances, it is much harder to stick to rules com-
pletely. For example, when an acquaintance asks for the reimbursement
of certain expenses, a company might relax their rules by 40 % to 50 %,
a problem related to the acquaintance culture. Vantone encourages the
treatment of all clients as important strangers and sticking to the rules.

On the other hand, the stranger principle doesn’t mean that our employ-
ees cannot introduce competent friends as potential employees. On the
contrary, we encourage our employees to recommend their friends, but
we require them also to take responsibility. An employee will be rewarded
for introducing a friend who performs well and makes valuable contri-
butions to the company. In contrast, the employee will have a damaged
performance appraisal if the friend performs poorly or causes company
losses. In this way, employees are particularly cautious about recommend-
ing friends, and objective rules and systems remain fair and unbiased.
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In addition, Vantone greatly values learning, training and develop-
ment as the premise for career progress. All our employees receive wide-
ranging cultural values and basic skills training at our company school,
Longshan School. We also send senior managers to pursue advanced
MBA and EMBA courses. For example, I attended chief executive officer
(CEO) training at Cheung Kong Graduate School of Business and the
China European International Business School, and will apply for a mas-
ter’s degree at the Lee Kuan Yew School of Public Policy at the National
University of Singapore to learn more about Singapore’s political system
and operations. Our company invests approximately 3 % of revenue in
research and development (R&D) to encourage innovation. We often
say that Vantone has no one to depend on, so we must rely on ourselves.
Vantone’s share price has been increasing continuously. One reason may
be the significant interest in our new concept, the three-dimensional city.
Another reason may be Vantone’s solid financial performance indicating
a worthwhile investment.

Interviewer Chen: I'm interested in the three-dimensional city con-
cept. Can you talk about the progress of this project?

Feng: The three-dimensional city can be seen as the subversion of the
traditional city model, as well as the transformation of a psychological
pattern. We have made good progress towards acquiring the land, loca-
tion and funding, and we are ready to break ground. Meanwhile, we have
circulated on the internet our novel describing a love story in a three-
dimensional city. A paper edition of the novel was published in March
2011, and it has become very popular and prompted people to imagine
life positively in a three-dimensional city.

I personally feel that there are many advantages associated with inno-
vation, including a strong co-operative culture. We work with others to
create something new. They may be bosses from private companies, man-
agers from state-owned companies or foreign companies, or people from
different projects, companies and investment institutions. We have two
kinds of potential partners: people with high ability, and people with
good ethics. People with high ability can make a lot of money, and people
with good ethics are willing to give money to others.

Interviewer Chen: You have said “Vantone is a typical private company
that has made many mistakes, as other private companies have.” Can you
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describe in a few sentences the mistakes private companies often make?
What do these mistakes mean to the growth of private companies in China?

Feng: Private enterprises often make different mistakes depending
on their development stages. In the early stages, a company grows fast
because it makes money easily. However, the ability to make money is
totally different from the ability to run a company, and a new company’s
managers often do not know how to operate a company. Like teenagers
in adolescence: their bodies grow quickly but their minds develop slowly.
This period represents a socialisation process through which children
become adults. Similarly, if a company in this period cannot learn to
grow up, it will stay small and won't last long.

Diversification is the second common mistake private companies often
make. After the initial success, CEOs often feel overconfident and tend
to view their accidental success as being their destiny. They start to take
their companies into multiple business fields to achieve lateral develop-
ment, and eventually fail because they lack the necessary skills to meet
challenges from such blind diversification.

The third mistake private companies make is that they rely on political
connections for success. Some are even obsessed with power and politics.
In Wu Bi’s recent book, Revolution and Business, the author describes
four major institutional changes since the early twentieth century in
China. With every institutional change, private enterprises were forced
to choose a side, and if they chose the wrong side, they would lose their
entire business. In contrast, the stable social institutions in British soci-
ety, for example, mean that a company needs to concentrate only on
markets and products. In China, the relationship with the government
must be considered alongside other factors. Therefore, companies have
four choices: (1) actively participating in institutional change; (2) co-
operating completely with the current institution; (3) gradually fitting
into the system; and (4) going abroad to compete in the global market
with a stable institution. My sense is that companies that depend on
political connections for success in China often fail in a pure market
environment.

Another type of mistake is relying too much on the capital market.
These companies attempt to gain capital through the launching of their
companies on the stock market, and then spend too much time on capital
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manipulation instead of focusing on the internal management, operation of
the company, or on product/service innovation to meet customers’ needs.

The Most Cost Effective Organisations
Have Good Values

Interviewer Chen: You often mention the importance of ‘time and persis-
tence.” Without values that go beyond individual interests, people cannot
unite to fight to succeed. These values can help organisations overcome
their greatest fears and achieve goals at the lowest cost. What experiences
have brought you such an inspiration?

Feng: This inspiration came from my observations and thinking about
religious organisations. I like traveling and have been to many Asian,
European and Middle Eastern countries, where I witnessed the powers
of various religions. First, religious organisations are civilisation’s old-
est organisations; second, their members receive no salaries but instead
contribute money to the organisation; some even sacrifice their lives for
its benefit. Third, many religious organisations have their own brands.
Compared with Coca Cola’s US$4 million annual expenditure on main-
taining its brand, isn’t it true that religious organisations maintain their
brand at the lowest cost?

But how do you explain this? I have a simple answer. Religious organ-
isations rely on values rather than mechanical systems or restrictions
in guiding members’ behaviours. Management costs decrease dramati-
cally when organisational values have been fully internalised. Vantone’s
emphasis on integrity and self-discipline are the steps we have taken in
this direction.

Interviewer Chen: Can you describe occasions when you encountered
situations that presented conflict between personal relationships and
business rationality? In retrospect, would you have handled such conflicts
differently?

Feng: The real estate industry faces countless ethical challenges, espe-
cially in dealing with people who are interested in investing in real estate
or land. For example, a private company’s CEQO, a friend of our senior
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manager, sent his department manager to negotiate with us about one
project. This manager offered a profitable price but asked for a ‘kick back.’
We were faced with several ethical decisions: first, should we report this
unethical request to the CEO? Second, would it be worthwhile to give
the ‘kick back’? If we gave the kick back, would we benefit? Obviously,
giving the kick back went against our ethical code. On the other hand,
if we refused, we might offend both the CEO and the manager. After
some debate, we decided to sacrifice potential profits, risk offending our
friends, and terminate our co-operation.

Another problem we encounter in the real estate industry is that
many acquaintances ask for discounts when they purchase properties.
Sometimes they control the land, and if you refuse to give them a dis-
count they will deny your land application. Whether to hold to your
principles or to compromise to get land is a dilemma we often face. Our
choice is to stick to long-term principles by giving up short-term inter-
est. We would rather suffer a loss of profit by sticking to our moral code.

Interviewer Chen: Finally, what are the most important points you
would like to convey?

Feng: First, and most important, is the ‘be moral and be creative’ prin-
ciple. The second is the ‘learn to step back and not fight for your personal
interest’ principle. Often in the business environment, people like to win,
and they will negotiate for many hours just to gain a few dollars. To
me, it is not worth the time and energy to win just a few dollars at the
expense of a harmonious relationship with a business partner. In contrast,
I prefer to compromise financial interest to save time and relationships,
because harmonious relationships established in negotiation will benefit
our future co-operation. In addition, since I make concessions, I can
encourage others to do the same, and that will make doing business easy
and enjoyable. We had such experiences when we were raising funds for
our three-dimensional city project. It was difhicult because investors were
experienced negotiators, and they were so good at calculating everything.
Many problems occurring during our negotiations really annoyed me. I
decided to let others get whatever they asked for, and we reached satisfac-
tory agreements that allowed us to achieve our goal of breaking ground
for the project, which is the result I really wanted.



236 A.S. Tsui et al.

In summary, it is most important to do the right/moral thing, and to
learn to step back. Once you follow these guidelines, you can conquer
the world.

Commentary

‘Being moral and creative’ is the first principle that Lun Feng credits
for the success and sustainability of Vantone in the real-estate industry
in China. While being moral and ethical prevents Vantone from being
involved in corruption scandals, this simple commitment also provides
the foundation for long-term sustainability. However, sticking with this
principle often has negative effects in the short term. In this sense, being
creative offers Vantone the possibility of adapting continuously to or
creating market demand, which in turn integrates moral leadership to
differentiate the company from its competitors.

Innovation has long been argued to be the key to firms™ gaining and
sustaining competitive advantages (e.g. Lengnick-Hall 1992; Ireland and
Webb 2007). Creativity as the foundation allowing innovation to occur in
an organisation has also attracted the attention of both scholars and prac-
titioners in recent decades (e.g. Amabile 1998; Grant 2013). Particularly
in the Chinese context, creativity and innovation are popular in terms of
business models and strategy renewal (Zhang and Zhou 2015), which are
considered to be important ways for Chinese indigenous private firms
to gain a significant part of the market share, against their opponents,
state-owned enterprises (SOEs) and foreign multinationals. Van Kleef and
Romme (2007) argue for capability development to foster a company’s
competence to innovate in more sustainable ways, since business has
shifted its focus from competitiveness to sustainability. The ecological and
innovative design of Vantone in its real estate business is one example con-
necting innovation with sustainable management. On the other hand, a
phenomenon in China’s real estate and related industries is the high degree
of corruption. Being moral and ethical has been particularly important for
the sustainability of the firm’s management and survival in the long run. A
new paradigm of humanistic management emphasizing ethical treatment
of all the stakeholders of a firm away from the economic model is another

shift in the management field (Melé 2009; Tsui & Jia, 2013).
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Managing with Simplicity, Transparency,
System and Responsibility

Interview with Vanke Group Founder and
Chairman Shi Wang, and CEO Liang Yu

The interview was conducted by: Xiao-Ping Chen, University of Washington.

Vanke Group'

Established in 1984, China Vanke Co. Ltd., is the largest residential property
developer in the People’s Republic of China (PRC). Vanke annually provides
homes for more than 400,000 households, and had a total sales revenue worth
140 billion RMB by the end of 2012. Vanke has focused on major regions
such as the Pear] River Delta, Yangtze River Delta and Bohai-Rim region, and
now has a business presence in more than 60 cities across China. Since its stock
market launch in 1991, the company’s revenue and net profit have grown at
compound annual rates of 30.2 % and 34.3 %. Forbes identified Vanke as
one of the most admired Chinese companies, and as the best Asian company.
Internationally renowned media such as fnvestor Relations (now IR), The Asset
and Asiamoney (now GlobalCapital Asia) have presented the company with
awards for ‘Best Corporate Governance’ and ‘Best Investor Relations.’

"This section is based on information and news from the company website (Vanke 2015),
and JACMR’s Chinese Management Insights’ publication on Vanke in April 2013.
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Vanke, committed to leading China’s green movement in the real estate
sector, responded actively to China’s environmental challenges by minimis-
ing its environmental impact on construction and home use. The company
developed the National Construction Research Centre in 1999 to research
prefabricated (prefab) home building and eco-building technologies. In
2007, it was the first Chinese company to introduce prefab construction
(PC), building 50,000 square meters of prefab homes. That number increased
twelvefold in 2008 and doubled again in 2010. In 2012, Vanke built 2.7 mil-
lion sq m of residential homes (20 % of the total) in this industrialised way,
in the process saving 360 hectares of forest. Currently, Vanke has built one in
every two Green Three-Star homes in China (the highest eco-building stan-
dard certificated by the Chinese government). It is committed to building all
properties in the industrialized way and in compliance with national green
standards implemented since 2015. As a result of its excellent performance in
corporate governance and ethics, Vanke has been honoured as one of ‘China’s
Most Respected Companies’ eight consecutive times.

Vanke has made diligent efforts during its development to fulfil its
social responsibility in the society. In 2008, Vanke donated 124 million
RMB to construct public buildings in the areas heavily affected by the
Wenchuan earthquake, with 17 technical measures in place to improve
the structural safety of the buildings and ensure the highest level of earth-
quake resistance. In the same year, the Vanke Foundation was established
with the approval of the Ministry of Civil Affairs and the State Council.
Since then, donations for charity projects have exceeded 59 million
RMB, including, in 2011, 17.95 million RMB being provided to finance
projects related to the treatment of serious illness among impoverished
children, and environmental protection.

Founder and Chairman Shi Wang?

Born in 1951, Shi Wang is the founder and chairman of the Vanke
Group. Since founding Vanke in 1984, his leadership has shaped its cor-
porate vision, ethics and management strategies. Before beginning his

*This section is based on IACMR’s Chinese Management Insights’ publication on Vanke in April 2013
with permission, complemented by public information from China.org.cn (2014) and WWEF (2015).
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entrepreneurial adventure with Vanke in 1984 at the age of 33, Shi Wang
completed five years of military duty, was employed as a furnace worker,
studied at Lanzhou Jiaotong University, and worked for the Guangzhou
Opverseas Trade and Economy Commission. He is one of a massive group
of officials who became businessmen during the early stages of China’s
economic reform. Shi Wang made his first profits in the animal fod-
der business, providing him with a million RMB for further business
development. In 1984, he founded the Shenzhen Exhibition Center of
Modern Scientific and Education Equipment, the predecessor to China
Vanke Co. Ltd.

Mr. Wang was the executive director of the One Foundation and the
Shenzhen Mangrove Wetlands Conservation Foundation, China’s first
public foundation. In 2004, he co-founded the Society of Entrepreneurs
& Ecology (SEE), China’s largest environmental network of private sector
business leaders. In 2010, Wang was named as one of the 25 most influential
business leaders in China by the Chinese edition of Fortune magazine. He
was elected chairman of the China Entrepreneurs Forum in July 2011.

A passionate mountaineer, Wang reached the peak of Mount Everest
from the north side in 2003 and the south side in 2010. He is the
eleventh person to accomplish 7 + 2°—reaching the Seven Summits
in 2004, and the North and South Poles in 2005. His mountaineering
experiences inspired his global vision of environmental sustainability. He
was invited to join the US Board of the World Wide Fund for Nature
(WWPEF), and the World Economic Forum Global Agenda Council on
Governance for Sustainability, focusing on forest conservation, biodi-
versity and climate change. Shi Wang was a visiting fellow at Harvard
University in the USA, and Cambridge University in the UK, specialis-
ing in business values and ethics. He also teaches at numerous universi-
ties, including Peking University, Columbia University, MIT, HKUST,
and the National University of Singapore.

The interview with Mr Shi Wang was joined by Mr Liang Yu, the
CEO of Vanke. Born in 1965, Liang Yu joined Vanke in 1990, was
appointed general manager in 2001, and is now president and chief oper-
ating officer. He also served as vice president of the China Real Estate
Association in 2006, and has been chairman of the Vanke Foundation
since 2008. China Central Television designated him the 2012 Economic
Champion. Mr Yu received a bachelor degree in international economics
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from Peking University in 1988, and was appointed as a research fellow
of the Counselors’ Office of the State Council in 2012. In his leisure
time he enjoys long-distance running, mountaineering and cycling.

Managing with Simplicity, Transparency,
System and Responsibility

Interviewer Chen: Thank you for accepting our invitation to be inter-
viewed, Mr Wang. Could you describe your management philosophy,
management style and management concept, and then talk about the
experiences in your life that have influenced your philosophy, style and
management concept?

Shi Wang (hereafter referred to as Wang): The modern enterprise sys-
tem is a product of Western culture, religion and civilisation. In running
a modern enterprise, my approach is simple—copy and learn. While
I have been quite ‘local’ for most of my life—I did not study abroad,
and I was one of the worker/peasant/soldier students—I am very recep-
tive to Western ideas. Besides, I experienced the Cultural Revolution, so
Chinese traditional culture has a very limited influence on me, or I can
say no influence at all. When I was young I read many masterpieces of
Western literature: works of French writers such as Balzac, Hugo and
Stendhal; the English writer Dickens; and some Russian writers such as
Tolstoy and Dostoyevsky. My initial education about the West was from
these literary masterpieces.

Respect Others: Create a Platform for Young
People to Shine

Interviewer Chen: Among these books, which were your favourites or
impressed you the most?

Wang: From the perspective of personal struggle, it was Stendhal’s 7he
Red and the Black—]ulien’s struggling, social climbing, doing everything
to get what he wants—impressed me tremendously. From the stand-

point of humanist thought, Dickens’s David Copperfield influenced me



11 Managing with Simplicity, Transparency, System... 243

the most. My knowledge of capitalism and of the French Revolution
came from this book. In terms of personal life experience, I was a soldier,
worker, worker/peasant/soldier student, office worker and teacher before
I went to Shenzhen. Looking back now, one thing about that experience
saddens me: every time I wanted to express myself, I was repressed. As a
result, I became a good boy and always tried to behave myself.

When I was an office worker in Guangdong, I was never a minute early
to work or a minute late leaving work. This way people could say nothing
about me, and I did not stand out in any way. Basically I only needed to
spend 10 % of my energy on my work. Ironically, the leader appreciated
it this way—he liked me for not being ambitious or individualistic, and
not showing off. It was really scary. I thought if I continued in this way,
I could already see my whole life clearly: the highest position I could
get would be an assistant bureau-level official, and anything above that
would not be determined by my effort or ability. What's the point of
life then? At the time, studying abroad began to be popular, and I really
wanted to go. It so happened that the Special Economic Zone (SEZ) was
being established, and I was already married and had a child, so I decided
to stay in China and make some money before going abroad. I had a
clear idea that if I managed a company and if I was capable, young people
working for me would not have to experience what I had as a young man,
always being resigned to whatever came my way and compromising. If I
managed a company, I would do it according to the humanist concepts
and ways of the West. This idea has been very clear in my entire business
career, and it still is. I wanted my dream to come true; I was a strong indi-
vidualist; I was eager to show my capabilities and prove what I could do.
One year after [ went to Shenzhen, I made some money, and then started
my own business, which continues today.

My Ideal Reform Is the Liberation of Humanity

Interviewer Chen: Does that apply to the way you treat your employees
and managers?

Wang: I want people to respect me, and I want to use my talents.
Similarly, we need to create an environment for young people where
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they are respected and can use their capabilities. They should not have to
repeat what I went through.

This is something Western. The Western model has a very simple logic.
The first assumption is that people are evil and need systematic restric-
tions. For the Oriental modern enterprise, we assume people are good
and have no need for restricting systems. If you suspect someone, you
don't hire that person, and you work with good people only. In the West,
they believe that good people can sometimes be wicked. I often reflect
about myself: am I good? Of course I am good. Do I have a wicked side?
Unfortunately, I do. Therefore, since I have a wicked side myself, how can
I require other people to be 100 % good? This logic is very clear when I
run my business.

You asked about my management philosophy. It is quite simple: learn-
ing everything from scratch. I have certainly made many mistakes in the
process, and quite often I am too idealistic. But my basic principle is
respecting people. First, assume that people are ugly and need system
restrictions; second, practice transparent management; and third, adhere
to norms of ethics. If I take bribes, how can I possibly maintain my dig-
nity? Obviously making money should not be the only purpose. I think
the biggest problem we have in China today is that making money has
become the one and only purpose, to such an extent that any mean tricks
can be employed. Idealism is completely out of the window. Surprisingly,
I have found that others find these principles unacceptable. They say,
“You don’t give or take bribes? Not possible.” I don’t give or take bribes,
and I forbid the company to do so. This is our corporate culture. It can-
not be that the boss does not give or take bribes but allows his people to
do it. Believe it or not, that’s what we do, and it is easy to prove. Vanke
has a history dating back 30 years. Even one case of bribery in our history
would ruin our credibility and reputation.

Simple Management, No Nepotism

Wang: I went to Shenzhen in 1983, accumulated some capital, and
established Vanke in 1984. From 1983 to 1999, about 15 years, I
basically did everything myself, big or small. But then I became very



11 Managing with Simplicity, Transparency, System... 245

vigilant about an issue. You know, under the influence of Oriental cul-
ture, quite often leaders and family enterprises distrust other people
and employ only those connected with them by blood, geography, his-
tory as classmates, and so on. I have no relatives or friends working
in Vanke. I have eight siblings, but they do not work for Vanke. No
employees are linked to me, directly or indirectly, not even my univer-
sity fellow students or army comrades.

Interviewer Chen: Have they ever approached you?

Wang: Yes. But I have also been firm about another principle. Before
I started the business, goods such as flared trousers, video recorders
and sunglasses were easy to get in the South of China as it is close to
Hong Kong and Macau. But I refused to buy anything for my rela-
tives, not because I did not want to spend the money but because I
have eight siblings; if I bought things for one, I would offend all the
others; and if I wanted to buy for all of them, I could not get the same
price or model and it would be seen as unfair. Even if they gave me
money and asked me to buy for them, I would not do it. If I did not
buy for anyone, I could not offend anyone. I have held that princi-
ple in managing a company. I refuse requests from everyone, and
gradually they get used to it and don’t ask again, including univer-
sity classmates. Of course, they are angry, but that is just temporary.
In China, we have an unwritten rule: that is, ‘criminal law does not
apply to senior officials,” meaning systems and rules apply only to peo-
ple under you, not those above you. I want to behave in the opposite
way—harsh to the top and lenient to the subordinates. If all bosses
could be like this, that principle would naturally become systematic.
And it is similar to the principle of no bribery. When an official knows
that you don't use bribes, he won’t ask again. An interesting incident
occurred when I was in Shenzhen. I heard that a deputy mayor in charge
of real estate was being prosecuted. I could not believe it because to me
he seemed quite honest and helped me to get things done as soon as
I asked him, without asking for a bribe. So I thought he was upright.
Actually he did take bribes, but not from me, and I became an umbrella
for him. Everybody knows Wang Shi does not bribe. If the deputy mayor
did business with me, he thought that would prove that he was clean.
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The same occurred with the mayor of Shenzhen two or three years
ago. He also took bribes and I did not believe it either. When I called, he
helped me. I did not even have to buy him dinner. But he did take bribes
from other people.

Transparent Management: Only One
Accounting Book

Interviewer Chen: It is easy for you as you have the Vanke brand. But at
the beginning, you were on the same footing as everybody else; how did
you survive then without bribing?

Wang: When I started the business, the planned economy still domi-
nated the country. Only Shenzhen had implemented a market economy.
Anyone who went there would find that only trading or importing/
exporting businesses were profitable. I chose to sell corn. I was quite
puzzled about how to transport corn to Shenzhen and then to the feed
plants. The answer was in a railway carriage, but we didn’t have any car-
riages. Someone suggested I should use a red envelope of bribe money to
get the carriage, but instead, I brought two cartons of cigarettes as a gift.

Whether a gift is a bribe or not depends on the amount of money and
the purpose of the gift. If your purpose is to obtain extra commercial
interests, it is bribery. Obviously, I was giving cigarettes to get two rail-
way carriages, so it was technically bribery. But ironically, my gift was
rejected. The guy just smiled at me, declined the cigarettes, and offered
me the two carriages. I was confused: you don't accept the cigarettes but
you agree to give me the carriages? He explained that he had noticed
that I was carrying corn with a group of labourers. One sack of corn was
150 kg, so he thought I was hardworking and tough. I was dressed like
someone from the city, handsome, but willing to carry heavy sacks, so he
wanted to help me. Before I left, he asked whether I knew the market rate
of bribery. I answered no. He told me a red envelope of 400 RMB was
necessary for two planned carriages. I was too far from the market rate

with my gift of 20 RMB.
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We can use Maslow’s hierarchy of needs theory to explain this case
simply; he needed nothing material from me. He was touched by my
behaviour and wanted to help without asking for anything in return. But
what he did also did not affect his other money-power trade, that is, 2000
RMB for 10 carriages. The key is the behaviour you demonstrate to them.
If people see that you are honest, they will treat you honestly. Actually, I
made mistakes throughout those years, but most people appreciated how
we gradually shaped the Vanke style, formed our own competitiveness,
and made management simple. If you give or take bribes, you must think
about how to cook the books, how to maintain two sets of account-
ing records, and it becomes very complicated. Vanke has only one set of
accounting books. Besides, we never evade taxes. Paying tax just means
that I make a little less money, but why should I live in fear trying to hide
things? If I were dishonest, I could be ruined if any accounting people
decided to inform against me.

Quite simply, our accounting does not accommodate bribery. If you
try to disguise payments, you must find excuses for expenditures, such
as through entertainment, but Vanke’s financial system forbids this.
Besides, if anything happens in the market, I will bear the brunt. In the
real estate industry, bribes in tens of millions of dollars are common.
My first-line managers do not bribe because they cannot balance the
books, unlike some companies that can disguise payments. Vanke is
present in 50 cities where, occasionally, mayors get caught in bribery.
We have normally been among the top two companies operating locally
for more than a decade, so we automatically become suspects. How can
Vanke be clean? But investigations always show that we are innocent.

Take up Mountain Climbing; Run Vanke
by Corporate Culture and Teamwork

Interviewer Chen: You said that from 1983 to 1999 you were very hands-
on and on top of everything. What happened after that? How did your
role change?
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Wang: First, I noticed that many CEOs tended to have problems when
they approached retirement, so I decided to leave Vanke when I became
fifty-something. But I did not say I was retiring. I was actually 46, and
it was in 1997. I wanted to send two messages to the employees: Vanke
could do well without me, and I could leave Vanke for a bigger platform
to better use my talents.

I hoped the team system and the corporate culture, rather than a cer-
tain individual, would run Vanke. I believed that Vanke could sustain
itself by relying on the system, so I thought of leaving the CEO position.
But I did not do it until 1999, at which time I stepped aside completely.

Interviewer Chen: Do you still feel connected? I remember when Bill
Gates quit: Steve Ballmer was CEO, but Gates just could not be hands-
off, so he still attended and spoke up at every meeting, and the two had
fights. Did you have that kind of struggle?

Wang: I went through a painful time, but I overcame it within a
month. Remember, I stepped aside voluntarily. But the day after I made
the announcement, I felt ... Well, I slept well in the evening, but the next
day when I went to work, nobody was in the office. I was told that they
were having the General Meeting. I asked why I was not informed. Then
I realised that I was no longer CEO. I had the urge to go to the meeting,
but I suppressed it, fidgeting all the while.

The first month is critical. You either pass or you fail. But what should
I do next? I knew it would be hard to stay in the company. So I decided
to go and climb mountains.

Interviewer Chen: From what I know, you were probably the first or
among the first Chinese enterprise founders to introduce a professional
management system, especially among real estate companies. You have a
unique way, and you insist on 7ot being the majority owner of Vanke. Why?

Wang: System and teamwork are the fundamentals of Western man-
agement. We Chinese like to adopt the best parts of Western ideas while
still basing our operations on Chinese theories, critically absorbing the
good part. To me it is simple, I just copy and use.

Interviewer Chen: In addition to the professional manager system,
have you introduced other unique management practices?

Wang: The team is responsible for specific management practices. I
will let Liang Yu answer this question.
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Yu: We have introduced many management practices, such as perfor-
mance appraisal, the balanced scorecard, which at first was very helpful but
after a while we saw problems. For example, the process is too tedious, and
puts too much stress on KPIs (key performance indicators). Management
thought is too ‘ceremonial.” When we act, we consider four aspects—ele-
ments of the balanced scorecard. But after a time, it seems we are only
accountable for the process, or for a certain indicator. For example, one
indicator of information submission is the quantity of information sub-
mitted by subsidiaries. But this is an inaccurate indicator, as they may
skip critical information that should be reported. So later I simplified the
process with constant modification and improvement.

Managing with Simplicity and Transparency

Interviewer Chen: Well said. Wang Shi, you once said, ‘Simple rather
than complicated, transparent rather than opaque, rules/norms rather
than tricks, responsible rather than indulgent.” How does Vanke’s man-
agement team implement these philosophies?

Yu: The most important is ‘simple rather than complicated, mean-
ing simple personal relationships. My boss has no classmates or close
friends working in Vanke. Neither do I. This way we have simple personal
relationships. If two employees get married to each other, one must leave.
It may not be fair or reasonable to our friends or relatives, but it is fair
to our employees. For example, I bought an apartment for my parents
within our apartment complex. Nobody ever came to visit them during
the Chinese New Year because they know that I forbid that.

Another important guideline is a simple way of working. For example,
an employee has no need to second-guess what the manager wants. The
only important thing is to do the job well.

Interviewer Chen: But aren’t personal relationships and family the
most distinct characteristics of Chinese culture?

Wang: In this respect, Vanke is more stringent than many multina-
tional enterprises. In Vanke’s early days, people often knocked at my
door, either to seek help or to build a relationship. I knew what they
wanted, so I did not open the door. I said “You did not let me know
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beforehand, so I will not let you in. If I went to visit you without
telling you first, would you agree even if it seemed it was just a social
visit? So I think I am being fair.” After trying twice, he would not
come again.

Interviewer Chen: So that is ‘simple rather than complicated.” What
about ‘transparent rather than opaque’?

Yu: Nothing is better than transparency for solving problems, as a sys-
tem cannot be exhaustive. How can we best make judgements? Open
discussion is perhaps the best way. Transparency requires norms. With
transparency you cannot hide anything. Therefore, sometimes you can
just make a simple judgement; that is, are you doing something that
could be openly discussed. For example, you would not tell people that
you take gifts home, so do not do it.

Interviewer Chen: Wonderful. What about ‘norms rather than tricks™
That seems hard to implement in private companies in China.

Yu: We are very Westernised in that respect. One thing is very clear; Vanke
definitely would not ask employees to sacrifice their self-interest for the inter-
ests of the company. We make it very clear that if you spend 100,000 RMB
to save the company taxes of 10 million RMB, and the 100,000 RMB ruins
your future, the company will not protect you even if it has gained 10 mil-
lion RMB, as you have harmed both the company and yourself.

Customers Are Partners; Employees Are Assets

Interviewer Chen: I would like to ask about your company’s core values.
I heard that you have printed the four core values on the back of every
employee’s card: ‘Customers are always our partners; employees are the
assets of Vanke; a sunlit system; sustainable growth.” It can be said that
these values are deeply rooted among the employees. How were these val-
ues formed? What role have these values played in Vanke’s growth? What
specific effects do these values have on employees?

Yu: We can grow only by satisfying the needs of customers. Among
all of Vanke’s appraisal indicators, only one is linked to all employees:
customer satisfaction. As early as the year 2000, we engaged Gallup
to conduct a customer satisfaction survey. You may sell housing this



11 Managing with Simplicity, Transparency, System... 251

year and make money, but if you fail to provide good service, you
hurt your future customers. In the process, we have come to under-
stand more about our customers. In the beginning, good products
were enough; now there must be good service and good neighbours.
We have a good neighbour measure in the satisfaction survey. We can
check how many other homeowners a homeowner knows, how many
friends they have among the other homeowners. Caring neighbours
are the key to harmonious communities. We need not only acquain-
tances but also friends. Our data show that every homeowner has 12
friends on average, someone close enough you can ask to look out for
you when nobody is at home.

If homeowners have fewer than 12 friends in a certain apartment com-
plex, we ask the property manager to organise events to connect and
facilitate communication among these homeowners. The results of the
survey are linked to bonuses; both the four best companies and the bot-
tom four must file reports with me regarding specific growth and rectifi-
cation goals, and implementation actions.

Interviewer Chen: That is to say, the most important appraisal indica-
tor is to cultivate good neighbours in the housing estates.

Yu: Eventually it will be reflected in customer satisfaction and loy-
alty, and customer loyalty will affect people in choosing whether to buy
our houses or recommend our houses to others. We identify different
needs of homeowners based on phases: those who have just bought the
apartment; those who have just moved in; and those who have lived there
for more than three years. One of Vanke’s management approaches is to
identify weaknesses. We can do that through surveys and rectification.
This is built into the work plan throughout the group and is linked to
employees’ bonuses.

The ‘Sunlit System’

Interviewer Chen: How about the ‘sunlit system’?

Yu: The ‘sunlit system’ is actually a norm that guides our direction.
Our Sunshine Declaration must be signed. We tell people about the web-
site, how to file complaints, a hotline for tip-offs, to contact personnel,
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etc. We have this arrangement so that every agreement must be signed,
making it convenient for everybody. All new employees, as well as sup-
pliers and co-operation partners need to sign the Sunshine Declaration,
because in that way, we can pass our cultural values on to them. We
also hold a supplier conference to talk about this. Our first agenda item
in the conference is not to introduce senior management, but rather to
tell them where the fire escape is. Safety first. Then we start the normal
agenda and definitely talk about our expectations concerning the honest
operation that contributes to our win—win situation.

Interviewer Chen: Wonderful. The last one is ‘sustainable growth.’

Yu: Sustainable growth is our goal. Quite often people want to over-
take us. We are fine with that. It is really difficult to stay in the No.1 posi-
tion for a long time. It is tough, and is not important. I say we are not
No. 1 in every field, but we do want it to be an industry leader.

Balance Business Rational and Interpersonal
Relationships

Interviewer Chen: One more question for Wang Shi. In all these years
you must have encountered conflicts between interpersonal relationships
and business. You mentioned that you made it clear that none of your
friends or relatives can work in Vanke.

Wang: I'll give you an example. I left Vanke (I won't elaborate on the
reason) for one year and came back, only to find that my cousin was
working there. She had graduated from Jilin University, majoring in
international finance. While I was away my mother had managed to get
her a job at Vanke. After I returned, I let her go, but leveraged my social
connections to get her another job. That was at the beginning of the
1990s, and it was easy at that time to find a job with a degree in interna-
tional finance from Jilin University.

Interviewer Chen: So your mother was not that upset?

Wang: Of course, she was very angry. She said, ‘Don’t you need talent?
Hasn’t your cousin got talent? Jilin University is a great school, and the
major in international finance is good too. She worked in the personnel
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department, and people have made good comments about her.” I said,
“Yes, right, but I have two assumptions: she has talent, or she does not
have talent, as I cannot say all the graduates of Jilin University are tal-
ented. Of course, let us assume she is talented, then it would be easy for
her to find a job. Why must she work in her cousin’s company? If she has
to do that, that means she is not talented, and she will discredit me.” My
mother was not happy for a while, and then we moved on. No big deal.

Interviewer Chen: So basically, to you, business supersedes everything
else.

Wang: Of course, that is my principle. The logic is clear: she is the
cousin of the chairman and the founder, how would people be able to
work with her? It would definitely be inconvenient.

Actually sometimes it is quite painful handling internal issues, which is
one of the greatest challenges in running an enterprise. We've got talented
people from everywhere. They all think they are the best and cannot
work with each other. For example, we recruited two people: one was
appointed as the executive vice general manager, and the other as the sales
manager. Vanke was a trading company then, and those were very impor-
tant positions. But the veteran employees did not like this arrangement.
They asked a vice general manager to talk to me about their objections.
So I talked to the two new appointees, but they said ‘Since you hired us,
you cannot listen to the older employees any more. Like it or not, they
will have to accept it.” I was stuck in the middle.

I mediated between the two sides. The two newcomers made it very
clear that either they or the veteran employees had to leave. The veterans
said that although they did not like the new arrangement, they would
accept it if I insisted. After a lot of thinking, I made the painful choice.
The veteran employees were willing to compromise, but the newcomers
were intransigent, so I chose to let the two of them go.

This case taught me that I could not recruit new people from out-
side. ‘Airborne troops’ would not work. Talent must be trained internally.
For example, people such as Liang Yu have been working in Vanke since
they graduated from university. Quite often I also wanted to bring in
some new employees, such as from multinational companies, but it did
not work out. When internal people feel they have no hope of climbing
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higher, it is difficult to maintain the impetus for trying. China has few
successful stories about using ‘airborne troops.” Vanke has experienced a
long development process and has its own reserve of talent for both busi-
ness and management.

A Talent Reserve Is the Cornerstone
for Vanke’s Sustainable Growth

Interviewer Chen: Regarding the nurturing of talent, does Vanke have a
solid talent reserve now?

Wang: We are doing a terrific job in this respect. Vanke has some turn-
over, you know, including senior managers.

Yu: The main reason for our turnover is that people want to start up
their own businesses. Nowadays the environment is ideal for new start-
ups. By leaving Vanke they can realise financial freedom that they could
not get if they stayed with the company. So they give it a go. Another rea-
son is room for growth. Vanke is a mature company. We have many vice
presidents and only one president. On the other hand, just before being
listed, some small companies try to hire our people as presidents after
consultants suggest that they hire people from professional companies to
improve their stock price.

Many people are concerned about our turnover, but our performance
remains good, and we can fill vacancies in one day. We have many capa-
ble people waiting to be promoted, and we can also continue to train our
own talent.

Interviewer Chen: Time is running out... Finally, regarding starting
and managing a business, can you summarise what you think are the
most important aspects to share with others?

Wang: With respect to starting a business—first, the most important
thing is to hold on to your integrity bottom line. Of course, I did not
expect that this bottom line would eventually become advantageous.
Second, in running a business, you should follow the fundamentals
of Western management theories; that is, practise the basic ideas that
business schools are teaching, such as sustainable development, ethics
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and transparency, and yes, social responsibility. In short: simplicity, no
tricks, following rules, and assuming responsibility. Just these four points.
Managing Chinese enterprises is very tough. You can reap rewards as long
as you follow the rules, but you must be very patient and clear-minded.
Many people ask me what methods Vanke adopted for success. I reply
that rather than following methods, we are just idealistic. Vanke provides
young people with a platform for realising their talents. This is actually
Vanke’s idealistic pursuit.

Commentary

In China’s real estate industry, where bribery was perceived as the ‘norm,
Vanke has insisted on integrity in operating its business and has won its
position in the market through its professionalism and Westernised man-
agement systems. It is evident that Mr Wang and Mr Yu are both strong
believers and practitioners of Western management philosophy, which
emphasises simplicity and transparency. They are determined to stick
to the fundamental values of business practices that are contradictory
to the basic cultural values of Chinese society, such as renging, mianzi
and guanxi (Chen et al. 2013). It is quite interesting that, unlike other
business leaders interviewed for this book, Mr Wang and Mr Yu do not
hold dualistic views about the Western and Chinese management phi-
losophies, nor do they try to integrate them or embrace each depending
on the situations that arise. They simply believe that Western profession-
alism is what can make a company sustainable; and the success of Vanke
seems to support their belief.

For Mr Wang, the principle of business foundation is the liberation of
humanity as the initial motive for his entrepreneurial actions. Since cre-
ativity is the foundation for organisational innovation (Amabile 1998),
releasing humanity may provide the base to allow creativity and inno-
vation to occur in organisations and business. Thus, potentially a
human-based management such as humanist management rather than
an ‘economic-man’ model could be the basis for long-term sustainability
management (Melé 2009).
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Providing the Best Products, Treating
Employees Well, and Working
for the Public Good

Interview with Tecsun Homes Founder and
Director Shengzhe Nie

The interview was conducted by: Qing Qu, Tsinghua University, and Pingping Fu, The Chinese
University of Hong Kong.

Tecsun Homes Co. Ltd.’

Tecsun was established in 1992, and registered as a wholly-owned subsid-
iary of Federal Tecsun, Inc. of the United States in 1997 in the Suzhou
Industrial Park (SIP). The company specialises in research, development,
design and manufacture of American-style modern wood and steel homes.
Tecsun (Suzhou) Homes Co. Ltd. is one of the most talked-about enter-
prises in China for its value-based management and sustainable human
resources (HR) management. The Tecsun Employee Code of Conduct
(the ‘Code’), spelling out the company’s rules and regulations, has been
hailed as the ‘Management Bible for Chinese enterprises.” Before its third
edition was published in 2013, a half-million copies had been sold and it
had undergone 28 printings.

"This section is based on information and news from the company website (Tecsun 2015),
and IACMR’s Chinese Management Insights’ publication on Tecsun in June 2014.
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In 1998, Tecsun joined the National Association of Home Builders of
America, and it became the first Chinese builder to named member. In
2003, the Chinese local government’s Jiangsu Science and Technology
Ofhice labelled Tecsun as a ‘Jiangsu New and High Technology Enterprise’,
and it received certifications of quality control (ISO 9001: 2000) and
environmental management (ISO 14001: 1996). In the following years,
Tecsun continued with research and development (R&D) and achieved
further quality certifications. Its villa construction projects won several
national and provincial awards for their ecology and quality.

Tecsun holds 70 % of the market share and has annual sales of about
400-500 million RMB (about US$25,000,000-US$31,000,000). By
2014, Tecsun had fixed assets of 200 million RMB, manufacturing and
operations facilities in Suzhou, and a new manufacturing and R&D base,
“Tecsun Kunshan Park’, was under construction.

In 2005, the Tecsun Value Manual ‘“Tecsun Staft Regulations’ (the
‘Code’ book) was published and launched on the Chinese national market.
It conveys Tecsun’s management experiences and practices. The company
states its core values as ‘honesty, diligence, care, no shortcuts.” These core
values have inspired the company’s many unique rules, as expressed in the
‘Code’ book. The Appendix lists the ten cardinal rules in the ‘Code’ book,
which contains rules for different aspects of the employment relationship
with the company. Tecsun puts an emphasis on training, especially with
technical professionals, considering it as one of the critical success fac-
tors in the company’s strategy. Every year the company sponsors training
trips for the management team and key technicians to the USA, Canada
and Finland, with the purpose of learning about high quality service and
products.

Tecsun also contributes widely to society. In 2003, the company donated
funds to the Tecsun—Luban (Xiuning) Technical School of Carpentry.
In 2004, Tongji University’s Tecsun Institute of Housing Technology was
founded. In 2005, Tecsun (Xiuning) Primary School was founded, to serve
students from poor families, with a donation from Tecsun, which provides the
pupils with free clothing, meals, living quarters, transportation and tuition.
By the end of 2014, Tecsun had donated more than 60 million RMB to
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different charity foundations, for the poor, for schools and for cultural proj-
ects, to aid the development of China’s Western region.

Founder and Director Shengzhe Nie?

Shengzhe Nie is the founder of Tecsun. Born in 1965 in Xiuning, Anhui
province, he received his bachelor’s degree in Chemistry from Sichuan
University in 1985, and later studied in the USA. In addition to being the
chief executive officer (CEO) of Tecsun, Nie also participates actively in
education as an adjunct professor and executive director of research for sev-
eral higher educational institutions. He is a deputy executive member of
the Committee of Wood Framed Buildings at The Architectural Society of
China, editor of the magazine 7he Chinese Art, and associate editor of Cross
Media Studies. Nie’s publications include plays, poems, critiques, books,
short novels and hundreds of research papers. He has also participated in
making movies, TV series and dramas.

Nie’s management philosophy can best be summarised in the follow-
ing bons mots:

* Without pride, one cannot perform well; without glory, one cannot be
self-confident; without self-dignity, one cannot be responsible!

¢ Tecsun will always be a just, noble and conscientious company. Rather
than give in to evil to survive, Tecsun would close down!

¢ Chinese traditional culture has always revered the educated and dis-
dained the uneducated. I hope we can abolish that perception and
learn to respect labour.

¢ People who fail to follow rules are unreliable! Nations that fail to fol-
low rules are unreliable!

* Swiss watches have lifelong warranties because they never break down.
The world needs many enterprises like Swiss watchmakers, with prod-
ucts that may be small but are of supreme quality, for the markets
long-term peace and stability.

*'This section is based on IACMR’s Chinese Management Insights’ publication on Tecsun in June
2014 with permission, complemented by public information from Baidu (2015).
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Tecsun’s Responsibility: Providing the Best
Products, Treating Employees Well,
and Working for the Public Good

Interviewers Qu and Fu: We would like to know about your manage-
ment philosophy, your management style, and the perspective you adopt
when thinking about management issues.

Shengzhe Nie (hereafter Nie): It is both simple and complex to
accomplish things within the Han culture in China. We talk daily about
enterprises and entrepreneurs, but entrepreneurs and businessmen are
distinctly different. Arthur Schopenhauer (1788-1860, German phi-
losopher) said that business is the lubricant of human civilisation, built
on high-quality commodities. Many so-called entrepreneurs in China,
particularly real estate developers, are totally unable to play such a role in
an industrial civilisation. They do not contribute to civilisation because
they do not produce the high-quality products that civilisation needs.
Does China have entrepreneurs who produce high-quality commodi-
ties? Yes, Lu Guanqiu® is one. He started early in 1969 making agricul-
tural machinery parts, later becoming a key supplier for Mercedes Benz
and BMW, and today manufactures hybrid vehicles. Kazuo Inamori
(Japanese entrepreneur, known as the ‘business saint’ in Japan) is a rela-
tively conservative and traditional entrepreneur. His most famous quote
is that profits without sweat cannot count as profits. Although this state-
ment reflects a misunderstanding of finance, his point is thought-pro-
voking. Without the experience of setting up and managing Kyocera, he
could not have successfully rescued Japan Airlines. He knows how to do
everything well with high standards.

Interviewer Qu: To which standards are you referring?

Nie: It is actually very simple. All buildings should have no water,
rain or wind leakage as basic construction requirements. If China’s

3Lu Guanqiu (1948-), founder and chairman of the board of directors of the Wanxiang Group, is
one of the most well-known entrepreneurs in China. He is praised as ‘the evergreen tree of the
Business World.’
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manufacturing industry lacks a good foundation, other industries will
fail. I feel that our nation should follow a development path in which
‘Made in China’ becomes ‘Meticulously Made in China’ and finally
‘Created in China.” ‘Meticulously Made in China’ is an indispensable
step. A company in Japan has only around 40 employees but has an out-
put worth more than US$2 billion by producing all the dust bearings
in the world. Similarly, in the motor-car and high-speed-rail industries,
once the manufacturer puts on a screw cap, say, it should not come off
without the use of a special device to remove it. This is what I mean by
‘meticulous’ making.

If China’s construction industry fails to create and adhere to basic
standards, our houses will not last long, and eventually we shall have to
demolish them and dispose of them as trash. So you ask, what are the
responsibilities of entrepreneurs? The first is to give the best products to
customers. Customers choose you and your products because they trust
you. Therefore, the first and most important responsibility is to give them
the best products. Without that, other responsibilities are basically empty
talk.

The second responsibility is to treat employees well. Employees have
chosen to work for a company in the hope that they can be happy and
grow there.

So I believe that entrepreneurs have these three social responsibilities.
After fulfilling the first two responsibilities, if entrepreneurs still have
financial resources left, they can invest in public undertakings. However,
if companies fail to do the first two well, they will only hurt society more
by investing in those public undertakings.

China has generated the second-largest gross domestic product (GDP)
in the world because the country has 1.3 billion people. As the econ-
omy has grown, people have become carried away and have neglected to
take the indispensable steps needed to develop from Made in China to
Meticulously Made in China to Created in China. China’s overall business
environment has problems, including in the enterprise environment and
supply chain. Our standards are that we must strive first of all to provide
high-quality products at reasonable prices.
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The World Needs Many Enterprises like Swiss
Watchmakers

Interviewer Qu: Did your previous experiences and exposures contribute
to the development of your management thoughts?

Nie: I think so. For example, I compared my (Chinese) Zhongshan
watch that cost 38 RMB to Shanghai’s Baoshihua watch and to a Swiss
watch. When you see that the Swiss watch offers a lifelong warranty, you
realise that it is because Swiss watches do not require repairs. Then you
further realise that Swiss watchmakers work for small companies that
have changed little for 100 years. That observation made me aware that
the world needs level-headed people.

We lack the craftsman’s mind and spirit. The more some real estate
companies grow, the more harm they will do. While they provide tempo-
rary housing, they leave construction waste in their wake. In 1994, some
at the Frankfurt World Construction Conference expressed concern
about how the future will handle China’s construction wastes, knowing
that China’s buildings will be future trash. Of course, some companies
are attempting to learn how to recycle and dispose of such rubbish. Do
some entrepreneurs behave responsibly? Yes. Lu Guangqiu is one. He
avoids the media and stays out of sight. Some Chinese enterprises consci-
entiously make outstanding products. More than 10 years ago, I said that
the internet was important because it has been built on the foundation of
a well-developed manufacturing industry. The parasitic service industry is
totally meaningless without the manufacturing industry.

Our Chinese culture grants social status to people who give orders but
do no physical work, believing that ‘those who work with their brains rule
and those who work with their hands are ruled.” If we fail to change that
mindset, then China’s manufacturing industry has no future, let alone
a future for meticulous manufacturing. People should be equal despite
their positions, jobs or professions.

Articles of Association: The Basis of a Company

Interviewer Qu: Can you share the source of the thoughts and specific rules
in the Code? Did you borrow from your own experiences at home or abroad?



12 Providing the Best Products, Treating Employees Well,... 263

Nie: Tecsun is a management experimental field for transforming
Chinese culture. I wrote every word of the Tecsun Employee Code of
Conduct. I did not borrow specific clauses from other companies such as
GE (General Electric) or Boeing, but I did some cultural benchmarking.
For example, places such as Hong Kong influenced me in terms of behav-
ioural norms and people’s restriction of their own rights. I also included
many of my own reflections. For example, when you have rights, you
must first consider what you cannot do rather than what you can do.
These are Western legal concepts. I gather observations that align with
human civilisation and summarise them as provisions in the Articles of
Association, which are the basis of our company. For example, we stipu-
late there that the board of directors should not modify the rules on
power restriction. If the board proclaims ‘quality is not negotiable,” they
are indicating that the company would be dissolved if we failed to achieve
quality. This differs from our penalty provisions, which are specific rules
based on the company’s foundation; that is, the Articles of Association.

People need knowledge, experience and common sense. If you lack
knowledge, you must have experience; if you lack both knowledge and
experience, you need common sense. It would be detrimental if Tecsun
regarded power as being paramount.

Profit Exceeding 25 % Is Exorbitant
and Represents Disrespect for Consumers

Interviewer Fu: How has Tecsun built its competitive advantages? Have
you changed your positioning as the company has progressed through
the developmental phases?

Nie: This is similar to your first question about entrepreneurial respon-
sibilities. How do we deliver the best products to our customers? Technical
and service guarantees are most critical. Technical guarantee means that
we continually conduct research and development (R&D). Over the past
15 years, we have raised our average price only once, by about 14 %. At
the same time, the price of the principal material of electric wire, cop-
per, has risen several dozen times. We have kept our prices low because
our R&D efforts absorbed much of the cost. Furthermore, we persist
in delivering the best quality housing. Our housing construction cost is
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about 80 % of the renovation cost of a locally built house under the same
standards. Our price includes a large refrigerator, washer, dryer, white fur-
niture, air-conditioning, lights and sanitary appliances, all ready to move
into apart from a bed and bedding. You can imagine how competitive we
are! Our quality is twice as good and our price is about 30 % cheaper, so
nobody has the guts to say they can compete with us.

Interviewer Qu: Some 20 % or 15 % lower would be good enough.
Why do you go as low as 30 %?

Nie: Because our profits are already 15 %—20 %. We believe that once
profit exceeds 25 %, it is exorbitant and indicates disrespect for consum-
ers. If our profits drop below 15 %, we shall increase prices because, with
profits that low, any managerial negligence could cause loss. We think the
best profit range is our current 15 %-20 % level.

Help Employees Complete with Dignity Their
Last Task in Life: Death

Interviewer Fu: Tecsun is stable in the wooden villa market, and you are
also involved in education and trading in construction materials. Do you
have plans for future growth? Do you have an idea of Tecsun’s future in
20 years or even 50 years time? Or is Tecsun just an experiment in which
nature will take its course?

Nie: I have a realistic, basic requirement: Tecsun will not close down
for at least 10 years after I die. Why 10 years? I want people who have
gone through thick and thin with me to live well. We have a reserved
pension fund, and I plan to increase it to 1-2 billion RMB during my
lifetime. I cannot let my company grow too big. I must limit the num-
ber of people for whom I assume responsibility. If I had 4000 to 10,000
employees, I could not afford to be responsible for them all. The world
has many poor people, but I will first help those I know. My employees
are close to me, so I will provide for their old age. I am the boss of Tecsun,
and I must solve Tecsun’s issues. I have created a two-committee system;
both committees are on the same level. The pension committee can invest
only 50 % of the pension fund; and the management committee ensures
that the other 50 % remains in the account.
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We have another rule regarding headcount increases after my death.
Tecsun can hire one employee only to replace another. Otherwise, people
would rush to join Tecsun to enjoy our benefits. The total number of our
employees cannot be changed; otherwise people will bring their towns-
men to join the company after I die, and they will quickly bleed the
company dry. I know human nature well.

I just care about my employees. They are my fellow workers, and I
must help them to complete with dignity their last task in life, the task of
dying. How we can leave this world happily, without regret.

Interviewer Fu: The last time an employee was sick, you vowed to save
him even if you had to auction off the company.

Nie: For many years, the Chinese have treated the less privileged with
indifference, which is the result of influence from the dross culture. This
is terrible. I told our employees that if they suffer from kidney failure, I
can donate one kidney. Of course I cannot donate two kidneys, as I can-
not die to save them, but I have no use for one kidney anyway; it will rot
after I die. We must say what we really think, so people will feel we are
trustworthy and equal. For this employee you mentioned, we spent over
6 million RMB to treat him, because 95 % of his body was burned.

As a matter of principle, though the employees are not owners, I care
about their existence; we have the same rights to life and survival. It is
difhicult to convince my family that it is right to pass a huge fortune to
my employees rather than to my children. I asked them if they knew any-
thing about the descendants of Zhu Yuanzhang.* No matter how great
and powerful an individual may be, their descendants become prodigal
after three or four generations and have little relationship to you anyway.
My family supports me 100 %. In fact, if people around you are happy,
they will return their happiness to you.

Interviewer Fu: Apparently Western culture strongly influences
Tecsun’s management style. Tecsun has Thanksgiving, Christmas holi-
days and appeals hearings, which are very Western style, but then they
are distinctly Chinese in character. The West has no equivalent to your
Tecsun employee code of conduct.

4Zhu Yuanzhang was the first emperor of the Ming Dynasty (1328-1398). Though born into a
poor family, he remained in power for 30 years.
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Nie: No, there is none. This year is the 40th anniversary of the estab-
lishment of diplomatic relations between China and Malaysia. The
Tecsun Employee Code of Conduct is being translated into Malaysian. A
Malaysian professor who understands the Chinese language proposed that
when Malaysia’s Prime Minister Najib visits China, Premier Li Keqiang
will give him the Malaysian version of the Code. I don't think that US
enterprises need this kind of Code of Conduct because Americans have
already learned such behavioural norms from their families and through
their education, from primary school to university. US employees are
grateful when I present Christmas bonus cheques of $200 or $500 at our
headquarters, but seem to doubt whether they deserve the money. But in
China, people take it for granted, which reflects the cultural difference. I
cannot turn China into the United States. I just want a guideline on how
to build a good company. I never expected that the Code would be so
popular and sell so well. We already have an English version, and now we
will even have a Malaysian version.

The Tecsun Employee Code of Conduct
Originates from the In-depth Analysis
of Human Nature

Nie: Actually the Code is an outcome of in-depth analysis of both human
nature and Chinese culture, which is based on my understanding of the
Western civilisation, which includes the rule of law through Christianity
and Catholicism, but not the religion itself. God is watching us, so we can-
not lie or be envious. Why does the Bible advise so strongly against jealousy
and lying? It is because they are two biggest scourges to human beings. You
can see that jealousy poisons human civilisation and is terrible with or with-
out power. After I analysed those observations, including their effects on
bureaucracy, I wrote the Employee Code of Conduct according to Chinese
characteristics.

Interviewer Qu: Have any Western principles guided the Code?

Nie: Scholars once proposed ‘universal values’, but the Code presents
behavioural norms. Applying universal values to develop behavioural
norms makes them universally acceptable. I think honesty, diligence, care
and no shortcuts are the most important values.
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Interviewer Qu: Do you think China’s traditional cultural teachings
from the Four Books and the Five Classics have value in modern business
and social management?

Nie: No, not much. The wheat and chaff are all mixed in Chinese
traditional culture. It is very hard to separate the two. Too much rhetoric
and literal beauty can be harmful. For example, I write a love poem that
may be beautiful as a poem, but as a guiding principle for romance, it
fails. For example, ‘Facing the sea with spring flowers blossoming, and
from tomorrow on I will write to my lover.” Although that creates an
artistic conception, it is impossible as romantic advice. Chinese tradi-
tional culture includes much impracticality. If two out of ten rules and
regulations are unattainable, the remaining eight mean nothing.

So how can we use Chinese traditional culture? We must clarify para-
doxical elements that appear right but are in fact wrong. For example, we
find contrasting idioms in Chinese traditional culture such as ‘One may
be poor but never cease to be ambitious’ and ‘Poverty stifles ambition.’
How should you decide when and how to use them? You must clarify that
‘One may be poor but never cease to be ambitious’ is used for motivating
people. However, imagine that you, Professor Qu, feed me every day of
my life, but I am too poor to ever buy you anything, not even dumplings.
Then poverty stifles my ambition. Chinese culture has many such exam-
ples. The most outstanding characteristic of Chinese traditional culture
is the lack of standards.

Interviewer Fu: Can you share some real examples and tell us how you
dealt with challenges and difficulties in your growth process?

Nie: Actually we have not encountered any difhculties, except perhaps
we have too many orders to handle. When you become No. 1, your only
challenge is how to push your limits.

Some have tried to undermine our credibility. But we make products
for a niche market of consumers with strong character and who are good
analytical thinkers. Consumers in the niche market do their research
and know the market well. Furthermore, we have good word-of-mouth
references. If people start bad rumours about us, they are only advertis-
ing our name and incurring disdain for themselves. For example, we
have a simple way of dealing with commercial bribery. When some com-
panies approached us for kick-backs, we simply tell them no kick-backs
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or we drop the deal. When the customers understand our procedures,
they stop attempting bribery. Information about our projects is publicly
available. If we sign a contract with an agent (a third-party arrangement),
others will investigate and find out why the signatory of the contract is
not the proprietor, and the deal will be revealed. Therefore, companies
must be clean. They should not only avoid enabling any corruption, but
also fight it resolutely and wisely. All these years, we have had no lawsuits
or legal disputes.

Interviewer Fu: Some provisions in the Code seem extreme; for exam-
ple, the fact that company policy strictly forbids playing cards even if it
doesn’t involve money.

Nie: Gambling is forbidden. In card playing, money may not be lost
but precious time is, because card playing can be endless and people
cannot always control their desires and play long into the night. You
might not have a good rest; you might have a fight; you might have a
car accident the next day because you were tired, and then one thing
leads to another. This can be an endless waste of time. Generally speak-
ing, we let it go if there is no complaint, but in essence it is illegal
according to our Code.

Even with all those rules, Tecsun cannot guarantee 100 % that employ-
ees will not play cards. From time to time, some will play cards until 3
am. Once they experience that high from playing cards, they will keep
playing until they are exhausted. Then, of course, they will need rest but
instead some might have to drive 500 miles to provide post-sales service
the next day. If we cannot eliminate such damaging behaviour, the com-
pany will suffer. We cannot allow that to happen. I made the policy based
on my full understanding of human nature.

Keep at Arm’s Length with Government
Officials

Interviewer Qu: Tecsun has had numerous visitors throughout the years.
What advice and recommendations do you give to these visitors who
come to learn from Tecsun? Do you know of any success stories coming
from these visits?
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Nie: We Chinese often fail to understand that Rome was not built in
one day. Everybody is eager to succeed, but it takes five to 15 years to
progress from establishing values to becoming like Tecsun. Most want to
learn how Tecsun uses the least amount of resources to manage the most
people and make the most money. That is impossible.

On the other hand, the world gives entrepreneurs a lot of leeway,
but many ruin themselves. You will definitely be ruined if you make
fake and inferior products. If you collude with government officials,
you will also be ruined when they lose power. Let me give you an
example. Some people read the first four books of the Biography of
Hu Xueyan,’ written by Gao Yang, and thought they understood Hu.
But they failed to read the last two volumes: Vanish and Tragic End,
which are the most important. Hu thrived financially because of his
relationship with General Tso,° but collapsed after Tso passed away.
His story shows that business—government collusion, while it can
be beneficial for a short time—is dangerous, shameful and bound to
come to a miserable end.

If our company is to be healthy, we must rely on products, costs and
services. Keep a short-term, arm’s length relationship with government
officials. I am a good friend of many officials, but we will never have any
business relationship. For example, I avoid doing business in the city
where a friend serves as a government official. Our perpetual principle is:
Stay away from dangerous collusion with officials and speculators, always
provide good products and you will be invincible.

Therefore, if you have a humble heart and try to do the right things,
you can be like Tecsun. That is really not difficult in China. Most Chinese
lack conscientiousness but are eager to succeed, so you can easily stand
out and become No. 1 if you put your heart into it.

Interviewer Qu: Would it be more difficult for the Tecsun model to
succeed in a more competitive industry other than real estate?

>Hu Xueyan (1823-1885), a Chinese business celebrity in the nineteenth century, was the richest
businessman in the late Qing dynasty, but his life ended miserably after he failed in the silk
market.

©Zuo Zongtang (1812-1885), generally referred to as ‘General Tso” in the West, was a Chinese
statesman and military leader in the late Qing dynasty.
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Nie: It would be more difficult but still possible. For example, soft-
ware companies such as Kingdee and Yongyou Software face cut-throat
competition, but they are excelling in their chosen area. For example,
Kingdee is very good in industrial accounting, while Yongyou Software
UFIDA is fantastic for commercial accounting. It all boils down to treat-
ing your consumers well. If an entrepreneur wishes to sell shepherd’s
pie wontons, he begins by using fresh meat and the best vegetables.
Customers soon recognise the quality and come back for more. It is the
same with everything else. It is also important to have people of good
quality, particularly bosses. You must foster cultural justice, and establish
a complete and complementary set of management/supervisory systems
to function as effectively as an immune system. In China, supervision is
most important. In fact, people worldwide can be problematic if they are
unsupervised. Supervisors must first control, and reward later. Be kind
to people and allow them legitimate compensation so that they can have
easy, peaceful and good lives. If bosses are duplicitous, workers will dis-
trust and disrespect them.

Interviewer Qu: In addition to humility and proper behaviour, what
else can Tecsun teach about management systems?

Nie: All regulations and rules should be humanist and accepted by
employees. Anything related to people, as are regulations and rules,
should have the common principle of being acceptable. All employees
must agree that your directives are right; and they must follow the direc-
tions even though that might be difficult at first. There is also a difference
in expression between English and Chinese characters. Using Chinese
characters, a statement may read something like this: ‘Pay attention!” But
English would put the speaker in a lower position by saying ‘May I have
your attention, please?” The difference in that expression demonstrates
that English is less bureaucratic than Chinese. However, since employees
would not understand if I wrote in English, the Code book is in Chinese.
However, I added comments and explanations after stipulations so that
employees could understand the reasons for the rules. For example, after
I stipulated that employees must chew gum, I explained that the rule
was to prevent bad breath from disturbing colleagues. Another rule says:
“When you see that a colleague is sick, you must stop whatever you are
doing and take him/her to the hospital, or make sure he/she receives
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timely care.” Following this rule I added: ‘Because when you are sick you
will also need such help.’

The Soul of Management Lies in Education

Interviewer Qu: You are engaged in many businesses now, and you also
have many hobbies. Do these hobbies add value to your management of
Tecsun? Or can we say that the company is not a major part of your life
now?

Nie: The 215t Century Business Review published an interview with
me entitled “The Soul of Management is Education.” In China, most
universities are acting like enterprises; they are selling diplomas as prod-
ucts. Enterprises must then become universities and re-educate university
graduates. So in China it is most important for business managers to edu-
cate employees to be worthy of their salaries. Most are singleton children,
and their parents have taught them that as long as they have good grades,
they will succeed. They are spoiled. That’s why I want to enhance the area
of education, and I use culture to educate.

If any student in your Executive MBA (EMBA) class wants to know
about Nie Shengzhe, tell him to go to see 7he Bygones of Huizhou, show-
ing at the National Grand Theater in Beijing. This play demonstrates
my management philosophy well. While it is a traditional opera, it
adopts the Hollywood narration style and is so exciting that you won't
even want to take a break in the middle. It advocates justice, integrity
and the nobility of love. The investment in the play is 3 million RMB,
and the box office take is already over 20 million RMB. It will eventu-
ally exceed 100 million RMB. This is unprecedented in the history of
Chinese traditional opera. How is this possible? This is consistent with
my management philosophy: caring about the existence of others, the
existence of the actors and audience. Guiding audiences and educating
employees are the same—the soul of management lies in education!
I explore human nature in this play through the theme that officials
should be modest and that ordinary people should be tolerant of offi-
cials for positive social interactions.
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Interviewers Qu and Fu: Can you share recommendations for others
in the business community?

Nie: First, truth has only one standard. Similarly, all entrepreneurs
should follow one standard: to perform their responsibilities well.
Second, entrepreneurs must respect anyone and anything related to
the enterprise. For example, to relate well with their customers, they
must make good products. To relate well with their employees, they
must take good care of their workers. They must tell the truth to
anyone interested in the company. I would like to add that I dislike
the popular term implementation capacity. 1 see it as a false and empty
concept that evokes selfish thoughts of ‘me’: ‘Do you implement my
orders?” Because of its high-powered distance culture, the Chinese
people consider implementation capacity from the perspective of
‘How do I implement your orders?’ Instead, the term implementation
capacity should indicate how we create a working atmosphere so that
colleagues will collaborate to solve problems at a lower cost but with
a higher quality.

However, once you use the term implementation capacity, it becomes
a complicated question of whether people below you implement your
decisions. Some people might say “What right do you have to give
me orders?” For example, if | order you to make me a cup of tea, you
might spit into it and I would not know. Yes, my order has been imple-
mented, but badly. Implementation makes sense only when everybody
truly feels happy.

That's why the term implementation capacity evokes thoughts regard-
ing implementation of orders rather than questions about how well the
orders will be implemented, or who will be responsible. Terms such as
implementation capacity or the science of success are nonsense.

Commentary

Though it may sound inhuman from the view of Western standards,
when playing cards is forbidden in workers’ spare time, the Tecsun Code
for Employees reflects the reality of a humanist approach to managing
employees in the Chinese construction industry. Shengzhe Nies explicit
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instructions regarding the conduct of employees shows his care for his
employees, the existence of others, the quality work of Tecsun, and the
final products and services provided to customers. The moral leadership
(Gini 1997a, b; Sergiovanni 1992) extends beyond the obligations and
benefits listed in the Code of Conduct, also to cost—price conscious-
ness for customers and ethical interactions with suppliers. The cor-
rectness of the way of being is a foundation for business sustainability
(Olson et al. 2003) and success of Tecsun, which at the end of the day is
a family business with Mr Nie as the main shareholder.

On the one hand, the particularity of its business model and its position
in a niche construction market with high quality and relatively low price
has ensured the success of Tecsun from the outset; while on the other hand,
Mr Nie’s management philosophy seems to be the source of the business
model. The unusual management of the employees includes treating them
well (Pfeffer and Veiga 1999), to guarantee their life success up until their
deaths, and extend their responsibility to a broader society if there are more
resources available. Mr Nie’s philosophy is based on self-reflection over a
long period, based on reading, the experience of both Western and Chinese
culture, and observing human nature in depth.

Appendix
Ten ‘cardinal rules’ of the Tecsun ‘Employee Code’

1. Employees must never gossip with colleagues or anyone else about
other colleagues or about the company. Blaming or ridiculing col-
leagues irritates them, damages the company image, and brings no
benefit to the perpetrator.

2. The company will never adopt time clocks. Employees are expected
conscientiously to avoid arriving late or leaving early. Employees can
take time off as needed, but must be 100 % dedicated to work dur-
ing working hours.

3. Employees must be hygienic. They must take regular showers, prefer-
ably each day, brush teeth at least once daily, and have a haircut at
least monthly.
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Employees who do not complain about disappointing treatment or
rejection and who work for the company’s best interests will be given
200 RMB for each incident.

. Sick employees are not allowed to work. Violators will be fined 50

RMB to 100 RMB each time they do. Minor ailments such as colds,
but not influenza, are not included in this rule. The company values
employees’ lives as its most precious fortune. Thus workers must not
risk their lives for the collective or national sake of the company.
Employees who make unintentional mistakes at work and report
their mistakes to their supervisors will pay a symbolic fine of 1 RMB;
employees who try to conceal mistakes will be punished heavily.
Employees must not play mahjong, card games or electronic games
with colleagues or other people at any time (except for the three days
before and immediately following the Spring Festival), whether for
gambling or entertainment purposes, because people addicted to
gambling will waste much time. Violators will be asked to resign.
Employees can entertain up to ten family members once a year at the
company’s expense; not to exceed 60 RMB per person. Family mem-
bers include spouses, children, parents of the wife and husband, and
other immediate family. Employees who submit fake invoices will be
deemed fraudulent.

At the company’s expense, employees will purchase supplies annually
for each child enrolled in school, from primary school to graduation
from university. The purchase may include such items as stationery,
shoes or clothes. The cost should not exceed 200 RMB each time.
Tecsun employees do not need managerial approval for claiming
expenses. Anyone can submit expense invoices to the finance depart-
ment, but all employees should carefully heed the instructions provided
by the financial staff, ‘Serious Reminders—Statement before
Reimbursement’: Vouchers for reimbursement must be true and
compliant with the Financial Reimbursement Rules. Otherwise they are
fraudulent, against the rules, and perhaps are even illegal, and will be
severely punished, causing lifelong consequences. If you are unsure
about the authenticity of the reimbursement vouchers, please carefully
confirm that vouchers are correct before beginning the reimbursement
process. Please note that we consider this issue to be extremely serious.
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Numerous readers have shared their thoughts about the Code book on
the internet. One reader said: “The first time I browsed these rules I felt for-
tunate that I was not a Tecsun employee because the rules and regulations
appeared very stringent, harsh and impersonal. However, the more I read,
the more I felt the pride that Tecsun employees must feel. In the end, I was
deeply impressed by the seemingly simple words and plain writing style.
Tecsun teaches its employees not only how to do a job; but more important,
it teaches them how to be upright people. Tecsun’s values of “honesty, dili-
gence, care and no shortcuts” seem simple at first glance, but they caused me
to think... Why should we be like these people? We should because this is
the only way to have a meaningful life and for our company to become stron-
ger and more sustainable. Most important, such behaviour will earn respect.’
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My Dream Relies on the Team to Realise

Interview with Li-Ning Company Founder and
Chairman Ning Li

The interview was conducted by: Jianjun Zhang, Peking University, and Anne S. Tsui, Arizona
State University.

Li-Ning Company’

Established in Guangdong (China) and with the ‘LI-NING’ trade-
mark registered in 1989, the company was founded by Ning Li, a well-
known Chinese gymnast, after he retired from competing. Li-Ning
Company Ltd. was the first leading sports brand enterprise in China.
More than twenty years later, it has become a leading Chinese sports
brand in the People’s Republic of China (PRC) and is exploring inter-
national markets.

Headquartered now in Beijing, the company provides mainly sports
goods, including footwear, apparel, equipment and accessories for both
professional and leisure purposes, primarily under the Li-Ning brand

!'This section is based on information and news from the company website (Li-Ning 2015a), annual
reports (Li-Ning, 2011, 2014, 2015b, ¢), and IACMR’s Chinese Management Insights’ publication
on Li-Ning in September 2011.
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name, leveraging the high reputation of the founder in the sports
area. By brand marketing, research and development (R&D), design,
manufacture, distribution and retail capabilities, it has established
itself well in the Chinese market with various international collabora-
tions. In addition to its core Li-Ning brand, the Group also manu-
factures, develops, markets, distributes and/or sells sports products
under several other brand names, including Double Happiness (table
tennis), AIGLE (outdoor sports), Lotto (sports fashion) and Kason
(badminton equipment), which are either self-owned or licensed to/
operated through joint ventures.

In terms of distribution, it has had a nationwide retail network in
the PRC since 1997. Its extensive supply chain management system,
distribution and retail network is primarily through the outsourcing of
manufacturing operations and distribution via franchised agents, though
the company also directly manages retail stores for the Li-Ning brand.
By the end of 2010, when its highest revenue (9.455 billion RMB) was
achieved, the company was operating 7915 Li-Ning brand retail stores
(7333 franchised and 582 operated directly) in 1800 Chinese cities, as
well as setting up sales points in Southeast Asia, Central Asia and Europe.
Its international markets have always been only a small part of its core
business.

At the beginning of the company’s creation, it sponsored the Chinese
national team in the Asian Games in 1990. Then in 1992, again the
Chinese national team taking part in the Barcelona Olympic Games was
sponsored. Sports sponsorship, strategic alliances and agreements with
international partners were common practices of the Li-Ning Company
as it grew. To name just a few: its strategic alliance with the National
Basketball Association (NBA) since 2005 resulting in a range of agree-
ments with NBA players such as Damon Jones, Shaquille O’Neal, Chuck
Hayes and Baron Davis; a strategic partnership with Swarovski AG since
2005; the ofhicial partners providing sportswear for the Swedish Olympic
Delegation and Spanish Olympic Delegation in 2007; and other types of
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agreements, as, for example, with the Sudan National Team, an Ethiopian
marathon athlete, the Argentine Basketball League, and the United States
National Table Tennis Team.

The group has a strong focus on R&D. It set up its first design and
R&D centre in Foshan, Guangdong, in March 1998, and now there are
centres in mainland China, Hong Kong and Portland, Oregon, in the
USA. Several of its designs based on its own R&Ds have been recog-
nised by the German ‘iF Design Awards’; and China’s ‘China Innovative
Design Red Star Award’ and “The Most Creative Organization” in con-
secutive years. Being recognised as ‘My Favourite China Brand’, the
Li-Ning Company also has been honoured as “The Best CCTV Employer’
and “The Best Company to Work For’ awarded by different national and
international institutions.

Since the Li-Ning Company was listed on the Hong Kong Stock
Exchange in June 2004, its sales have increased steadily, reaching
9.478 billion RMB of revenue in 2010 at the peak of its sales, with an
EBITDA (earnings before interest, taxes, depreciation and amortiza-
tion) of 1.759 billion RMB. As a result of market saturation, the com-
pany has been facing huge challenges, with a reduced turnover and for
the first time had an operating loss in 2012 which continued in 2013
and 2014. To address competitive constrains, the Li-Ning Company
transformed its board of management and approved its new business
strategy named the ‘Channel Revival Plan’ to renew downstream chan-
nels. This resulted in a reduction of numbers of retail stores to 5915 in
2013 (4989 franchised and 926 operated directly) and further to
5626 in 2014 (4424 franchised and 1202 operated directly). Li-Ning
returned to be the Interim Chief Executive Officer (CEO). In addi-
tion to tighter control over the wholesale processes of products, it has
also connected products R&D and retail capability with the business
environment driven by the internet with digitalised sports business. As
a result, the group reached a positive EBITDA and operating cash flow
in 2015, according to Interim Results.
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Founder and Chairman Ning Li?

Ning Li, born in 1963 in the south of China, and founder of the Li-Ning
brand, is the Group’s Chairman and Executive Director. His primary
responsibility is to formulate the Group’s overall corporate strategies and
planning. The name of the company was created from his own name as
an outstanding athlete in the twentieth century.

Before his entrepreneurial activities began, Ning Li was a gymnast with
a worldwide reputation. He first came to fame in the 6th World Cup
Gymnastics Competition in 1982, when he won six gold medals in the
men’s artistic gymnastics events, an unprecedented achievement. After
this, he was known as the ‘Prince of Gymnastics™ in the PRC. Two years
later, in 1984, Ning Li again demonstrated his extraordinary capability in
the 23rd Olympic Games held in Los Angeles. He won six medals: three
gold, two silver and one bronze, making him the athlete who won the
most medals of that Olympic Games. Since then he has been considered
as a hero sportsman in the PRC, admired by most Chinese people. In the
17 years of his gymnastic career, Ning Li won a total of 14 world cham-
pion titles and 106 gold medals in different national and international
gymnastics competitions. For his extraordinary achievement, he became
the only Asian member of the Athletes’ Commission of the International
Olympic Committee (IOC) in 1987.

On retiring in 1989 from his athletic career, Ning Li first joined the
Guangdong Jianlibao Beverage Group, and soon initiated the idea of the
Li-Ning brand with the aim of creating the first national sports goods
brand, as another way to contribute to the development of the sports goods
industry and its community. This reflects on his ongoing spirit of ‘originat-
ing from sports, and dedicated to sports.” For his entrepreneurial achieve-
ments, he was honoured as the 2008 CCTV Businessman of the Year.’

Even after his retirement from his athletic career in 1989, he contin-
ued to contribute to the sports community from different angles. From
1993 to 2000, he served as a member of the Men’s Artistic Gymnastics

>This section is based on TACMR’s Chinese Management Insights' publication on Ning Li in
September 2011 with permission, complemented by public information from China.org.cn (2009)

and Wikipedia (2015).
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Technical Committee of the International Federation of Gymnastics,
of which he is now an honorary member. In 1999, he was voted one
of the “World’s Most Excellent Athletes in the 20th Century’ by the
World Sports Correspondent Association, and in 2000, he was listed in
the International Gymnastics Hall of Fame, becoming the first Chinese
person to achieve this recognition. In 2008, in his capacity as the repre-
sentative of leading Chinese athletes, Ning Li lit the cauldron at the start
of the Beijing Olympics.

In addition to his athletic achievements and entrepreneurial activi-
ties, Ning Li is also a hard worker with a continuous desire to learn. He
obtained his bachelor degree in law from Peking University, Beijing, in
2002, followed by an Executive MBA (EMBA) from the same university.
He also received an honorary technical doctorate from Loughborough
University in the UK in 2001, and a degree of Doctor of Humanities
honoris causa of The Hong Kong Polytechnic University in 2008.

As well as pursuing his own learning and putting what he has learned
into practice, Ning Li is also concerned with the educational and devel-
opmental opportunities of others. He is actively involved in charities via
the ‘Li-Ning Fund Association’ and generously supports active and retired
Chinese athletes and coaches with “The Chinese Athletes Educational
Foundation.” These funds aim to provide subsidies for further educa-
tion and training for athletes, and to support educational development
in impoverished and remote areas in China. For his socially responsi-
ble activities, in October 2009 Ning Li was appointed by The United
Nations World Food Programme (WEFP) as China’s first “WEP Goodwill
Ambassador against Hunger.’

My Dream Relies on the Team to Realise

Interviewers Zhang and Tsui: Please describe your philosophy, perspec-
tive and style of management.

Ning Li (hereafter referred to as Li): As far as I am concerned, the most
important thing is to find a successful way to do business, including what
kind of business you are doing, how to do it, the necessary knowledge
and skills, the choices of managers and employees, the transformation
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of the business, etc. How to organise various kinds of resources effec-
tively based on business need is the unchanging key in management.
Since the 1990s, the markets and products relating to our business have
changed many times. Consequently, our company has undergone corre-
sponding transformation and change. With the accumulation of experi-
ence, technologies and capabilities, we have experienced a gradual shift
in decision-making from ‘one-man, top-down’ to a comprehensive,
organisation-wide approach. Such decisions are executed through the
integration of human resource (HR) management. However, any change
and adjustment within the organisation is goal-oriented, based on the
needs of the business.

As I was once an athlete, sports are my personal pursuit and interest,
which originally motivated me to move into business. Undoubtedly, my
own dream and passion have always been there, influencing the whole
process of founding and running the company. Such a dream and pas-
sion are reflected in the direction of any transformation, the identity
of the company, the corporate culture and the value system. However,
in the process of market competition, it calls for a strong, organic sys-
tem of organisation with skills in administration, finance and human
resource management to keep the company competitive and vigorous.
I hope that Li-Ning can become a professional company, providing spe-
cialised/approved products for the market, which cannot be achieved by
the efforts of a single individual. To reach this target, we need a strong
professional team.

In brief, my passion and dreams were the original drivers in founding
the company, while the building of the professional team and organisa-
tion capacity is a continuing task to sustain success. I have been mov-
ing professional management forward continuously, which might be a
unique character of Li-Ning, compared with other domestic companies.

Interviewers Zhang and Tsui: What experiences in your life signifi-
cantly influenced your business and management style?

Li: The most important thing is being an athlete. It makes me passion-
ate in pursuing a dream. Initially, I benefited from years of hard training,
which helped me to realise the importance of having clear goals while
continuously pursuing a dream. Such passion and perseverance has led
me to be persistent as well as to be confident in overcoming difficulties.
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In managing my company, the key revolves around transforming the
dream of one man into the goals of an organisation, transforming a single
person’s knowledge and capability into the capacity of a professional con-
cern, and finally winning the business.

Interviewers Zhang and Tsui: What experience inspired you in this?

Li: I traced it to my experience of studying at Peking University, when
this idea became clear in my mind. In my classes, I studied many business
cases and could see the difference compared to Chinese firms, where one
person usually makes all the decisions. In Western companies, a team of
professional managers make the decisions. Moving from management by
one person to that by a team matches my perspective well.

When I was an athlete, to produce an Olympic champion was the dream
of all Chinese people, because that could prove our ability and raise our
national pride. I, myself, was able to win a gold medal to realise the dream
of the Chinese people. But to create a first-class sports brand needs support
from many areas, such as technology, finance, sales and management, etc.
Though it is my own dream, it relies on many other people to realise it.

Interviewers Zhang and Tsui: To realise that the success of a company
depends on teamwork involves a major change in mindset. How did you
effect this transformation?

Li: The sports experience gave me the opportunity to come into con-
tact with some international brands relatively early, such as Coca-Cola,
McDonald’s and Adidas. The success of these major companies inspired
me. Meanwhile, I learned a lot from my coach and teammates. I am very
grateful to them. Even today, I still admire my coach and consider him
to be my father, and I still treat my teammates like my brothers. When I
was in the national team, even when I was the youngest, I was appointed
to be the captain. This might indicate my talent and my unique under-
standing of the sport. Such a mentality might also be related to my per-
sonal values. There is a technique in acrobatic gymnastics, that involves
four gymnasts forming a human tower. Audiences always focus on the
top person, but actually, without the support of the other three team
members, this arrangement could not be achieved. I use this example to
show that personal success relies on team support, which is also extremely
important when doing business.



286 A.S. Tsui et al.

Professionalisation: A Difficult But
Necessary Road

Interviewers Zhang and Tsui: How do you position yourself in the
company?

Li: First, I consider my dream and passion as the spiritual pillars of
the company. Second, it is my responsibility to make strategic choices
concerning the company’s direction and development. The two CEOs
after me respected and valued my opinions, but I also encourage them
to make decisions independently. If I am too powerful, they will become
too weak to make independent decisions. Very often, having an overpow-
ering leader may result in employees being too careful around him or her,
and deprived of the opportunity to develop organisational capacity. This
should be constructed through market competition; only through mar-
ket competition can an organisation make constant progress and remain
vigorous. Of course, I must participate in decisions concerning the life of
the company, the shareholders, or basic values, but for detailed decisions,
I step back.

This kind of style is also related to my experience as an athlete. In my
training, my coach always gave me a lot of space. When making plans,
from the volume of training and the understanding of actions to techni-
cal choices, my coach always gave me great discretion to decide, experi-
ence and transcend. This is very important. Coaches who emphasise too
many details would decrease athletes’ independence. 1 have two main
coaches, one in the national team and the other in the provincial team.
Though they have different styles, both of them have given me room and
influenced me significantly.

Interviewers Zhang and Tsui: Did you bring any particular manage-
ment practice into your company? Why did you do so?

Li: In 1996, I introduced professional management to the company and
removed nepotism. I let my relatives and other top managers who were my
teammates leave the company. Many people think that I must have suffered
a lot of pressure; actually I didn't. In fact, from the beginning, I did not
think that I should have to take on the burden of taking care of my relatives
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and be forced to run the company like a family business. The tradition
of family and regional culture affects company values and the way in which
the company is managed. Because of my fame, many people, such as my
teammates or fellow villagers, came to join the company. This gradually
developed into a kind of family culture. So, in 1996, I made a firm decision
and asked my relatives to leave the company, with the purpose of provid-
ing promise and hope for the rest of the employees: they would not have
to worry about their origins, they should just focus on what they would be
doing and whether they could make a contribution. At that time, the scale
of the company was small, and some of the top managers complained that
professionalisation was too early and would hurt efficiency. But this action
(i.e. adopting professionalisation) in fact established a very good culture
and atmosphere in the company. People come to Li-Ning to pursue their
dreams, and they don't need to worry about their relationship with any-
body. Everyone has a fair chance to succeed.

Meanwhile, I also realised that professionalisation is very difficult in
China. When the whole society has not developed a good understanding
of professionalism, and where many people are faced with temptations,
it is extremely difficult for professionalism to show the ‘noble spirit,” i.e.
the spirit of sacrifice. Many private firms in fact have the mentality per-
meating certain kinds of state-owned enterprises, such as irresponsibility,
inefficiency and lack of vitality. These were not what we wanted, and we
introduced professionalism to improve management.

Interviewers Zhang and Tsui: Have you experienced conflict between
personal emotions and business rationality? How do you think they
should be dealt with?

Li: No, I have not. In fact, when I asked my teammates and relatives to
leave, none of them complained. But the general manager did not under-
stand me. He thought that my solution was too simple. He also thought
that transparency and professionalisation would affect efficiency in a
negative way. In my view, while short-term efficiency might be affected,
professionalisation would ensure long-term efficiency. Of course, we
made a generous arrangement for those people who left, which not only
reflected our personal courtesy, but also showed our conformity to the
social norm. We must maintain mutual respect and friendship.
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Interviewers Zhang and Tsui: At the beginning of your business career,
when you made the first batch of sports shoes, you failed because of their
inferior quality even though your team worked hard. You decided to
destroy the shoes. Did you hesitate at all in this action?

Li: No, I did that with no hesitation. After throwing out the inferior
products that couldnt be sold, the only thing we could do was to look
continuously for what could be sold. This is the basic requirement for a
product. As a new team, making mistakes is to be expected. I was able to
do a few things to encourage continuous improvement, however. First,
I took responsibility and blamed no one else for the problem. Second, I
gave the team space to pursue the right thing with their passion. After
all, they all wanted to create an excellent brand. This kind of so-called
lenience or tolerance is partly related to my experience as an athlete. As
athletes, we suffer a lot of failures, even though people may only see or
remember our successful and honourable moments. As the proverb says,
failure is the mother of success.

Interviewers Zhang and Tsui: Is there anything that you cannot
tolerate?

Li: Benefiting oneself at the expense of the company, such as taking kick-
backs, are among the acts that cannot be tolerated. Such situations hap-
pen occasionally. This phenomenon has very complex social roots, because
China’s social environment is very complex, and the legal infrastructure
is not sufficient or effective. Therefore, the key is to establish an effective
mechanism to prevent and constrain such behaviour within the company.
We try to maintain a balance between two difficulties. On the one hand, we
should avoid such actions to protect the value of the company, but on the
other, we should ensure cost-effectiveness. For example, a single item with
fifty cents higher in cost often means a loss of profits in billions of dollars.

Interviewers Zhang and Tsui: You often mention that you are a pas-
sionate person. How can you transmit your passion to the company’s
employees and motivate them to work with passion towards a dream,
instead of just being a ‘salaryman’

Li: T still chink that professionalisation is very difficult in China. In
China, self-sufficiency is a thousand-year-old tradition, and universal
social welfare has not been established in the process of industrialisation.
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As a result, it is not easy to shape employee attitudes during the process
of professionalisation. Because of the inadequate social security, rapidly
changing social environment and numerous opportunities, it is difficult
for Chinese people to settle down in a job or a career; therefore, it is more
difficult to enforce professionalism with basic values and ethics. With the
exposure to various temptations such as free-riding, the value of profes-
sional managers is easily challenged.

In 2004, after our launch on the stock market, we adopted stock
options and other measures to improve the income of our key employ-
ees. We also strengthened training on passion and dreams. But still some
managerial actions brought harm to the company. I don’t think this is an
individual problem; it is a social one. Employees come from society, and
they are inevitably influenced by certain popular yet harmful values in
society. Of course, I also recognise that the cost of human resources will
increase during the process of professionalisation. In the final analysis, the
solution to this problem is dependent on the overall progress of Chinese
society.

Interviewers Zhang and Tsui: This is really a dilemma for Chinese
entrepreneurs. Entrepreneurs in the West operate in a mature society,
where professional ethics have been well developed. This task of profes-
sionalisation is on the shoulders of entrepreneurs in China.

Li: In Western society, people who do not conform to professional
ethics will be expelled from the market, and it will be difficult for them
to find another similar job in the industry. In China, the cost of job
mobility is very low. You don’t even need a certificate or documents. The
role of reputation has not been established in Chinese society; therefore,
reputational loss does not exert effective constraints on people. Without
such a professional reputation mechanism, it is difficult to have external
constraints on professional managers. The primary responsibility of the
business is to grow, to be responsible to shareholders, and to be responsi-
ble to our employees. Companies have social responsibilities, but we can-
not take all the responsibility for society. But improving organisational
capacity and professionalism is important to help the business succeed
and survive.
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Further, without passion, it is difficult for our company to make prog-
ress. The company’s daily work is trivial with little value, such as sewing
and making a garment. If employees are not passionate and only care
about wages, it would be difficult for the company to be creative and
competitive.

We only Deserve a Bronze Medal Now, But
We Are Flexible for Change

Interviewers Zhang and Tsui: From the perspective of competitive
advantage, what do you think is the strongest capability of the Li-Ning
Company?

Li: Compared with our domestic competitors in the industry, the
strength of our company is our capacity in managing a brand. However,
there is still much more room for us to transform this capacity efficiently
into company development and profit.

In addition, Li-Ning is developing a relatively strong organisational
capacity. Since the 1990s, we have experienced various changes: from mil-
lions to billions in revenues, from single to multiple products, from single
level to multilevel markets, the Li-Ning Company was always changing.
Such experiences have given us strong organisational capacity in turbulent
environments. For example, in the late 1990s, when we first introduced
enterprise resource planning (ERP), which required new processes and new
ways of doing things, many people felt it difficult to adapt and complained
to me. But I firmly insisted on pushing this change forward, and finally we
succeeded, with the organisation’s capacity being promoted to a higher level.

Let me give another example. As the first publicly listed company in
Hong Kong in this industry, we experienced tremendous challenges. We
faced huge pressure to transform a traditional and indigenous enter-
prise into a modern company that conformed to Hong Kong’s laws and
regulations. All our managers and accounting staff underwent a painful
process, like a process of transformation from being a caterpillar to a
butterfly. Though everyone was very tired, and resistance was frequent,
they all followed and grew, so that during the process we gained a better
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understanding and made progress. We can say that the strength of our
organisational capacity is reflected very well in these two experiences—the
introduction of ERP and the listing on the Hong Kong stock exchange.
Of course, there is still room for us to improve our commercial organis-
ing capacity.

None of the changes was personal, but organisational and systematic.
Change seems like a permanent task. The capacity for organisational
change can help us to find the right direction, seek more resources and
more space to develop, and eventually bring more benefits. This unceas-
ing transformation will make our organisation more flexible. Therefore, I
am determined to embrace change.

Interviewers Zhang and Tsui: What would you like to share with oth-
ers in terms of your experience in founding and managing a company?

Li: We can see a condensed picture of Chinese economic development
since the 1990s through the window of our company’s growth and devel-
opment journey. For now, it is probably too early to share my thoughts
on management with others, because our ideas might be outdated, and
our ways of doing things still need improvement. For example, profes-
sionalisation is a unique feature of our company, but it is still difficult to
judge when we can confidently claim that professionalisation has been
achieved. It took the Li-Ning Company three years to complete the cur-
rent so-called professionalisation, but whether this is the true profession-
alisation we want is still unclear. Even though we have given up some
family or regional culture, we still need to generate efficiency from the
professionalisation. We still need to manage the balance between business
efficiency and basic values.

Interviewers Zhang and Tsui: If you were asked to make an assessment
of the Li-Ning Company in terms of gold, silver and bronze medals, what
do you think you have achieved?

Li: At the current stage, I would say we have reached the bronze level.
Of course, any evaluation depends on the criteria. I think that we still
have too many things to improve. What we have achieved might be just
like this: we succeeded only because we were bold enough and started ear-
lier than others. When the market was in its early stages, competition was
not intense. As long as you are brave enough, you will succeed. However,



292 A.S. Tsui et al.

our so-called success won’t bear the scrutiny of detailed analysis from a
business, management, skills or marketing point of view. So perhaps we
still don’t have anything to be proud of, and we don’t have successful
lessons to promote just now. The reason I would give Li-Ning a bronze
medal instead of gold or silver is because we still have a lot of things to do,
to create new needs, make more commercial gains, or influence consum-
ers’ behaviour in the society. To create new products and needs, we have
to rely on organisational capacity rather than individual capacity.

Commentary

Called after the founder, Ning Li, a well-known Chinese sportsman (one
even considered as a national hero when he won some of the first med-
als for China in the Olympic Games), the Li-Ning Company quickly
became famous in the Chinese market. Through the rapid expansion of
the retail business of sports products, the Li-Ning Company has a strong
brand position in the market. Mr Li and his company faced the challenge
of professionalising their team, upgrading the company’s organisational
capability, and adapting the business model through constant transfor-
mation, as required by the changing market and business environments.

From the interview, we sense an extraordinary humble man who leads
by personal example, with passion, discipline, perseverance, moral char-
acter and self-reflection. Though humble, he is also a man with great inner
strength and a high level of moral integrity. His behaviour and values fit
the definition of ‘moral leadership’ (Gini 1997a,b; Sergiovanni 1992) and
‘ethical leadership’ (Brown and Trevifio 2006; Brown et al. 2005). Sports
goods and sportswear is an extremely competitive industry, demanding
constant product innovation and transformation. The company has been
facing tough and constant domestic and international challenges and
a reduced market position. With determination and discipline, Mr Li
is leading his company again in this redemption process, with market
focus, product innovation, morality and ethics constantly transforming
Li-Ning Company to adapt to the new business environment.
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Chinese Companies Need Strong
and Open-minded Leaders

Interview with Wahaha Group Founder,
Chairman and CEO, Qinghou Zong

The interview was conducted by: Anne S. Tsui, Arizona State University, and Katherine Xin,
China Europe International Business School.

Wahaha Group'

In 1987, Qinghou Zong and two partners borrowed 140,000 RMB and
started their entrepreneurial venture in Hangzhou: Wahaha. The first
year was a hard period of exploration and learning, and Zong was selling
ice cream, soft drinks and exercise books from a tricycle. It was not until
the second year that Wahaha made remarkable profits, by producing
nutritional drinks. Zong chose the name “Wahaha' for his company; the
literal translation is ‘laughing child,” which means a happy child. Wahaha
initially aimed to tap a niche in the market for a ‘children’s liquid nutri-
ent. With Chinese single-child families, and the parents’ full concern for

!This section is based on information and news from the company website (Wahaha 2015), Sull
and Wang (2005), other public information (Sugawara 2014), and IACMR’s Chinese Management
Insights’ publication on Wahaha in June 2012.
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their single child, Wahaha was a resounding success from the beginning.
Nowadays its product covers eight categories and has more than 150
products, including dairy drinks, bottled water, carbonated soft drinks,
fruit juice, tea drinks, health foods and canned foods.

Wahaha is the largest and most profitable beverage company in China,
with more than 150 branches and 60 manufacturing bases in 29 prov-
inces nationwide, total assets of 30 billion RMB, and 30,000 employees.
Since 1997, Wahaha has been ranked number one in the Chinese bev-
erage industry in terms of all business performance indicators. Despite
the present harsh and complex global economic development, Wahaha
continues to excel. In 2010, Wahaha ranked eighth in revenue and first
in profits among China’s top 500 privately-owned enterprises. In 2014,
the company reached 72 billion RMB of revenue and gross profit before
tax of 12.9 billion RMB. Not listed on any stock exchange and with
accumulated financial liquidity, Wahaha exercises conservative financial
management with no outstanding loans.

Wahaha is a typical example of an ordinary Chinese company without
a significant political or other outstanding background (e.g. Li-Ning). It
achieved success by taking advantage of opportunities offered by the mar-
ket economy when China opened up. Its success in leveraging marketing
capability could also be reflected in the company’s entry into China’s
cola market in 1998, challenging Coca-Cola and Pepsi-Cola (Pepsi) by
introducing China’s own version of cola: Future Cola (feichang kele J{Ei
] 5R). Since then, the market share of Future Cola has maintained third
position in the Chinese soft drinks industry.

In 2004, Wahaha established a formal business strategy to promote
innovation in all lines of business, including products, equipment and
management. Learning, leveraging and innovating has been an essen-
tial motto for Wahaha employees. With a 10 billion RMB investment,
Wahaha imported 400 world-class automated production lines from
developed countries such as the USA, France, Germany, Japan and
Italy. This upgraded Wahaha’s National Technology Centre and realised
fully automatic production processes from bottle-making, batching, fill-
ing and packaging. Recognising its outstanding performance, Wahaha
has been the recipient of multiple awards such as ‘National Advanced
Enterprise of Quality Management,” a ‘Chinese Enterprise Management
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Special Contribution Award’ and ‘China’s Most Respected Company;’ as
well as being recognised by the State Council of China as one of the top,
most competitive, private Chinese enterprises.

Dominating the Chinese domestic beverage market, Wahaha has also
diversified not only in terms of products and vertical integration, but also
with regard to geography. After two decades of strenuous efforts explor-
ing international markets, nine major categories of Wahaha’s products
have been sold to more than 30 countries and regions in the world, with
annual sales close to 20 million USD by 2014. The principal export-
ing countries include the USA, Canada, Russia, Japan, Korea, Singapore,
Italy, the UK, United Arab Emirates (UAE), South Africa, and many
more. The chief products exported include instant foods such as bottled
tea beverages, bottled water, milk drinks, mixed congee and wet noodles.

Founder and Chairman Qinghou Zong?

Born in 1945 in Jiangsu province, Qinghou Zong is the founder, chair-
man and CEO of Hangzhou Wahaha Group Co. Ltd. He created the
principal brand: Wahaha (Laughing child), and has led the company to
continuous growth and success. He and his family ranked first on Hurun’s
2012 China Rich List and remained at number three in the Hurun Rich
List in 2015 (Hurun 2012, 2015).

Zong had an ordinary life before the start of China’s market economy,
similar to many others of his generation. After high school, he worked as a
manual labourer on a farm before becoming a salesman, and later moved
to Hangzhou to become a sales manager and a project contractor. His
entrepreneurial success came when his Wahaha Nutritious Food Factory
achieved high performance nationwide in China. He has served as chair-
man of the board of directors and CEO of the Wahaha Group since 1991.

Before his entrepreneurial success with Wahaha, Zong prepared him-
self first by studying enterprise management at the Hangzhou Workers

This section is based on IACMR’s Chinese Management Insights’ publication on Wahaha in June
2012 with permission, complemented by public information from Hurun Institute (2012, 2015)

and Wikipedia (2015a).
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Amateur University between 1981 and 1983, then leadership and
enterprise management at Zhejiang Television University and Zhejiang
Municipal Party School in 1987 and 1988. Today, he is not only an active
participant in social political activities (i.e. Representative of the 10th and
11th National People’s Congtess, vice president of Zhejiang Chamber of
Commerce and the Zhejiang Federation of Industry and Commerce, and
vice chairman of the China Beverage Industry Association), but he is also
accredited MBA Instructor at Zhejiang University.

In addition to being the recipient of several awards in recognition of
his achievements (e.g. National Excellent Entrepreneur, and The First
Chinese Entrepreneurs Entrepreneurship Prize), Zong is also a civic-
minded business leader who shoulders his share of social responsibility. As
principal owner (estimated 80 % of the total shares), Wahaha has made
donations to areas such as education, social welfare and humanitarian
efforts for the Wenchuan earthquake, responded to the call to invest in
disadvantaged areas across China to help in job creation, and was honored
as the National Advanced Unit for supporting the migration work of the
Three Gorges Project, Poverty-Alleviation Project, China Charity Prize,

and so on.

Leading with Authority and Benevolence

Interviewers Tsui and Xin: Thank you for giving us your valuable time.
Please describe your management philosophy.

Qinghou Zong (hereafter referred to as Zong): Many Chinese enter-
prises borrow management practices from foreign companies, but these
practices do not always work in China because the country has differ-
ent conditions, a unique culture, and is at a distinctive stage of devel-
opment that differs from much of the world. Chinese managers should
explore management methods that fit China’s unique conditions, culture
and development. Chinese companies need strong, open-minded leaders
who put people first and are kind and tolerant towards their employees,
and leaders who lack authority will find it difficult to manage Chinese
companies. When employees make mistakes, leaders must point them
out explicitly while giving the employee involved a second chance to put


http://wiki.china.org.cn/wiki/index.php/Zhejiang

14 Chinese Companies Need Strong and Open-minded Leaders... 299

things right. Open-minded leaders should also practice what they preach
and treat others as they would like to be treated. People-foremost means
that the leader always considers employee interests and assumes responsi-
bility for increasing employees” incomes and standards of living. I require
employees to be disciplined and to obey orders. On the other hand, I am
always nice to them. As a result, very few would say anything unfavour-
able about me. I listen to many points of view before I make major deci-
sions, learning from Mao Zedong’s idea of democratic centralism.?

Interviewers Tsui and Xin: You mentioned that a leader should con-
sider employee interests. How did Wahaha put that idea into practice?

Zong: In 1999, we established an employee stock ownership plan
giving company stock to employees who have worked with Wahaha for
more than a year. As stockholders, employees should work much more
proactively. In addition to basic salaries and bonuses, they also enjoy
annual profit-sharing. Several years ago, Wahaha bought some affordable
houses in Hangzhou for more than 3000 RMB per square metre. We
then sold the houses to employees for 1200 RMB less per square metre
per person. If a couple worked for Wahaha, they would pay 2400 RMB
less per square metre. In recent years, we also built some low-rent houses
for married employees in Hangzhou, Xiaoshan, Fuling and Chengdu.
And we pay tuition fees from kindergarten to junior high school for the
children of all employees.

Interviewers Tsui and Xin: What gave you the idea of considering
employee interests?

Zong: I grew up in a poor family. I started working for a living after
I graduated from junior high school. I was only 16 years old. I worked
part-time here and there and then went to work in the countryside, as
most young people did at the time. I stayed on the farm for 15 years
before returning to Hangzhou. Life there was very tough and it taught
me about the hardships under-privileged people faced. Also, I know very
well that it is impossible for anyone to build and develop a company
alone. You must motivate employees to work with you.

3 Democratic centralism is a Leninist term, with ‘democratic’ referring to the freedom of members
of the political party to discuss and debate matters of policy and direction; and ‘centralism’ referring
to all members being expected to uphold the decision once it has been taken by majority vote. In
China, Democratic centralism is stated in Article 3 of the Constitution (Wikipedia 2015b).
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Developing a Family Culture: From Employee
(Small Family) to Company (Big Family)
to Country (National Family)

Interviewers Tsui and Xin: Can you describe any unique management
practices at Wahaha?

Zong: We call our corporate culture family culture. We use the motto
‘Love your small family, develop our big family, and serve the country.’
Employees have their own small families. Wahaha is our big family.
Employees regard their work as a lifelong career, and so they increase
their capabilities continuously in developing the big family. On the
other hand, Wahaha must consider employee interests by sharing growth
results and continuously improving their standard of living. After we
have achieved a strong big family, we should then also serve our country
and assume our social responsibilities. However, good wages and benefits
may breed laziness. Therefore, we use a competitive promotion system to
encourage motivation to work hard.

Interviewers Tsui and Xin: Wahaha is a big family, and you are a pater-
nalistic leader. We understand that you have no vice general manager
positions, no small top management team. You make all the decisions.
Does this create too much dependence on you?

Zong: We do not have vice general manager positions, to avoid conflict
between employees. Some state-owned firms have a factory manager and
a party secretary, each with their own teams of managers. Conflict occurs
between these different coalitions. Our department heads are equivalent to
vice general managers. They are responsible for their work areas. I can dis-
cuss with them on an equal basis, but they cannot challenge my authority.

When the company was small, I had to be concerned with everything.
As we grew larger, we added hierarchical delegation. Reporting to me are
18 functional heads for the entire company; they are the general manag-
ers of the 150 divisions (subsidiary companies), the sales managers in
the provinces, and the head of our R&D function. I divided production
into eight regions, with a management centre in each region. These eight
management centre heads also report to me directly. We have regular
monthly meetings with the sales heads, production heads, and even the
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heads of major suppliers. These monthly meetings are to plan and negoti-
ate sales, production and delivery.

The 18 functional departments are responsible for the operation of the
whole company. Our divisions act as production workshops, with quality
control departments, facilities departments, financial departments and
administrative offices. The sales company is in charge of marketing and
sales. It has sales branches in each province, under the charge of pro-
vincial managers. Each province is divided into multiple districts with
district managers in charge. Sales companies meet monthly with those
branches and deliver products to them to co-ordinate production and
arrange delivery plans.

I have always regarded my employees as my children. Some new
employees prefer to call me Manager Zong, but many long-time senior
employees call me Big Brother, which makes me feel warm. Employees
obey and greatly respect me. They rely on me a lot, which could be a
problem. So I have empowered them by giving them chances to make
decisions. Then I give them feedback to help them correct their mistakes.
In other words, I allow them to make some mistakes. When the company
was small, it could not afford mistakes. But now that it is bigger, we can
afford some trial-and-error if the mistakes are not too serious.

Interviewers Tsui and Xin: Have you ever experienced conflicts
between personal emotions and business rationality?

Zong: We had that kind of conflict in 1991 when we tried to merge
with the Hangzhou Canned Food Factory. At the time, we had more
than 100 employees and tens of millions of cash in the bank. Hangzhou
Canned Food Factory had more than 2000 employees and more than
60,000 square metres of production area, but the company was insolvent
and failed to pay its workers. In the beginning, many of our employees
did not understand why we wanted to acquire such a factory. I told them
that the merger would enlarge our scale, enabling us to grow faster, as
well as to have higher incomes and better welfare.

The feedback from Hangzhou Canned Food Factory was also nega-
tive. Their employees called the merger ‘a smaller fish trying to swallow
a larger one.” Their mid-level managers were extremely resentful, fearing
they would lose their jobs after the merger. Hangzhou government rep-
resentatives talked with them for three days, but failed to persuade them
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to accept the merger. Then I had a meeting with them. I suggested that
they look at the merger from another point of view that would revise
their perception of which company was the smaller fish and which was
the larger one. Was the bigger fish the company that had poor products, a
small market share and couldn’t pay its workers? In contrast, demand for
Wahaha’s products was so strong that it exceeded our ability to meet it. We
had sufhicient cash and our employees enjoyed high salaries. Despite hav-
ing fewer employees, we were not necessarily a small company. I assured
them that they would enjoy much better income levels. I also promised,
to ease the mid-level managers’ concerns, that we would not lay off work-
ers after the merger. But I also told them about our performance evalua-
tion system. Those who failed the evaluations would be fired, no matter
who they were.

After the merger, the Hangzhou government sent in an integration
team. The government was concerned about any instability arising from
the merger and planned first to engage in ideological and political work.
But I believed the priority should be to restore production, since the only
way to eliminate instability was to give workers jobs and then pay them. I
convinced the integration team to focus on production first. It took only
one month to restore production.

Interviewers Tsui and Xin: What factors have led to Wahaha’s success?

Zong: To be successful, a company needs comprehensive competences
such as production, technology, R&D and marketing management.
Apart from these factors, I see three other reasons that have led to our
success.

First, we focused on our core business, to become the largest and most-
profitable beverage company in China and among the leading companies
in the world. We have invested heavily in buying world-class equipment
and technology to ensure that our products are of top quality. We have
expanded our production scale to ensure low costs. Unlike some beverage
companies that outsource their production, we do it ourselves to lower
costs and improve efficiency. For some time, real estate development profits
were so high that many manufacturing companies joined in. But not us.
Why? Because our core business kept us fully occupied. How would we
have the time and energy to manage another, totally unrelated business? In
the beverage industry, there are many competitors who will quickly copy
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any new product you introduce and cause prices to drop rapidly. Therefore,
we have to grow very fast to keep up the economies of scale. When you are
big enough, competitors cannot compete on price. We did not launch on
the stock markets either. We have cash, and stock market membership has
its disadvantages. Quite often shareholders do not think in the same way as
the company, which might affect company decision-making.

The second reason is continuous innovation. Competition is fierce in
our industry. With homogeneous products and price wars, companies
lack pricing power, which yields razor-thin profits. We must be innova-
tive and introduce new products constantly to gain pricing power. We
have an R&D Academy specialising in innovation, and we are willing to
invest however much is necessary. Our R&D investment-to-sales-revenue
ratio is about 3 %, mainly because we have very high sales revenue.

Our innovation can be divided into three stages. The early stage was
innovation in formulation. When smoothies were hot in the market,
all the companies in the industry produced and sold versions of them.
The standard packaging was six bottles of smoothies of the same flavour.
We introduced a small innovation by packaging six bottles of different
flavours together. As a result, our products outsold all our competitors.
When all the companies were selling calcium milk, our innovation was
adding vitamins A and D, which help the human body to absorb calcium.
The second stage was imported innovation. Our growth has given us the
financial resources to buy advanced international technologies and facili-
ties. For example, we bought technologies from the USA for producing
purified water with lower costs and with a better flavour than competi-
tors had produced. The third stage was self-dependent innovation. Take
our Nutrition Express as an example. We added 15 nutrients to milk.
Many competitors copied this product later, but ours has the best flavour.

The third reason is our marketing network—our corporate sales net-
work—which consists of two subnetworks. One is our own network—
our nationwide sales branches. The other is the distribution system. Our
account managers work with our first-level agents by helping them with
sales as well as supervising them. The key is to ensure that the agents pro-
duce profits. The process is as follows: at the beginning of every month,
the first-level agents deposit into our account money that we use to
deduct their payables. At the end of each month, we pay the agents 1 %
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interest of the deposit if they sell out of all the products. Thus we ensure
the collection of receivables. Agents also find it favourable, as the 1 %
monthly interest rate is higher than bank loan rates. Many of our agents
were very small companies at first. They have grown with us to become
large, highly loyal, and guided by the faith that we will honour their cred-
ibility. Now we have more than 6000 first-level agents.

If You Want to Make Money, You Must Ensure
that Others Also Make Money

Interviewers Tsui and Xin: How did you devise such a good idea as to pay
1 % interest of the deposit as a reward?

Zong: We didn’t have such a method at first. Although our products
sold well, we could not collect all the receivables. Our Nourishing Oral
Liquid sold so well that demand often exceeded supply. But we still had
bad debts until we instituted this method. Our agents accepted it will-
ingly because our products sell well. After all, the 12 % annual interest
rate is higher than the profit margin of many industries. Anyway, if you
want to make money, you must ensure that others also make money.
Only then will they co-operate with you.

Interviewers Tsui and Xin: How did you establish your distribution
channel?

Zong: Our distribution channel has changed with the development of
the market environment. Before China established its market economy,
we used the country’s planned sales networks as our distribution channel.
But with China’s reforms, these networks suffered, because wholesale mar-
kets emerged. So we turned to the wholesale markets, especially in rural
areas. Then competition among wholesale markets became so fierce that
everyone had to play the price card. We began to build our own distribu-
tion network. First we had one agency in a single district. Later we had
one in every county. Now every agency covers 200,000 to 300,000 people.

Interviewers Tsui and Xin: What is Wahaha’s goal?
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Zong: To be one of the 500 strongest companies worldwide. Most top-
500 companies in China are actually tops in terms of scale, not strength.
We want to have real top strength.

Interviewers Tsui and Xin: How do you define strength?

Zong: Profitability. Many manufacturing companies have profit mar-
gins that are too low to resist the temptation of real estate development,
which enjoys excessive profits. We had profit margins of about 30 %
in previous years. With rising costs in recent years, the margins have
decreased to around 15 %—18 %. I attribute our profitability mainly to
our efforts to ensure product quality and lower costs through investing in
advanced technologies and facilities.

Interviewers Tsui and Xin: Wahaha broke with Danone in 2009 after
13 years. What lessons from this can you share with other business leaders?

Zong: In 1995, Danone wanted us to consider a co-operative ven-
ture. At that time, they had just entered the Chinese market. They had
a poorly performing factory in Guangzhou. We were willing to establish
a joint venture (JV) with them, for two reasons. Danone ranked sixth
in the world’s food industry, and we hoped to learn from their man-
agement expertise and advanced technologies. Also, we were respond-
ing to the local government’s call to attract foreign investment. But after
setting up the JV, we found that Danone contributed little beyond an
initial investment of 300 million RMB. We operated and managed the
JV. The products used our brand. Their directors were located as far away
as Hong Kong. In spite of these problems, we performed well. We pro-
vided them with a return of 40 %—50 % annually. In 1996, the year our
JV was established, sales revenue was RMB 900 million RMB. In 2006,
sales revenue reached more than 14 billion RMB and profits were more
than 1 billion RMB. In 2007, they wanted to buy our non-JV branches
at net asset value. We disagreed. They attacked us through the media and
brought it to the attention of the Hangzhou government, Chinese gov-
ernment, and even President Sarkozy of France. They sued us worldwide,
in France, Italy, the USA, Hong Kong and China. We won all the cases.
Our co operation with Danone was an early one in China, and we were
too inexperienced. If we can draw a lesson from this, we learned that
you must see clearly whether the potential partner is really sincere about
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co-operating with you. If they just want to invest some money and then
effortlessly reap the benefits, you should avoid the deal.

Interviewers Tsui and Xin: Will you consider co-operating with other
companies in the future?

Zong: We will if the potential partner has good products or advanced
technologies. But the co-operation must be on an equal footing and
for mutual benefit. We will consider no co-operation that involves only
financial investment.

Interviewers Tsui and Xin: Wahaha has been focused on its core busi-
ness. Have you considered diversifying?

Zong: Chinese companies have had two different views regarding
diversification. In the early years, the popular view was that you should
not put all your eggs in one basket. At that time, many companies were
quite diversified. They all collapsed eventually, which led to the view that
diversification was too risky.

We would consider three points. First, whether we needed to diver-
sify, and actually we need to do so at present. We have a lot of cash. The
beverage industry is over-competitive. It will be hard for us to develop
further if we have only one core business. Second, we would ask whether
the industry we want to adopt offers growth potential. Monopoly indus-
tries are poor alternatives. Third, we would consider whether we had the
capability to diversify.

We will first consider diversifying up- and downstream, then into high
technologies. We are careful. Last year, we set up a biological engineering
institute to develop health foods. In 2002, we started producing chil-
dren’s clothes, which fits the Wahaha brand well. Now sales revenue for
this business is more than 100 million RMB, with profits of more than
20 million RMB.

Interviewers Tsui and Xin: What management expertise would you
like to share with young business leaders?

Zong: First, you must have dreams. You won't act if you have no
dreams. Then you must be a down-to-earth doer. Third, you can’t keep
all the profits: you must ensure that all stakeholders benefit, and you
must avoid being tempted by excessive profits. Last but not least, to be
successful, you must work with your employees.
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Commentary

Characterised by a paternalistic leadership (Farh and Cheng 2000;
Pellegrini and Scandura 2008) style, Qinghou Zong has devoted his life
to building the Wahaha empire, after having a harsh early life experiences,
like many of his generation in China. The economic opening and growth
of the consumer market brought an external environmental opportunity
for Wahaha. However, it is the constantly enhanced organisational capa-
bility, especially in terms of innovation capability, that has paved the road
to the success for Wahaha. Today, with strong branding in the bever-
age industry in China, Wahaha enjoys an unbeatable leading position by
continuously adapting to the changing business environment.

Based on a culture of family (small, big and national), Mr Zong has
modernised the company’s management practices, combining Chinese
cultural traditions with Western systems such as stock options to share
ownership with employees. With high morality and integrity, the leader-
ship style is strongly rooted in the Chinese cultural context along with
authoritarianism and benevolence (Farh and Cheng 2000). By constantly
transforming itself and developing new products to adapt to the demand
of the market, Wahaha faces challenges of future diversification, espe-
cially into technological sectors, and succession issues.
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Building Strong Relationships
with Customers

Interview with Five-Star/Kidswant Founder
and Chairman Jianguo Wang

The interview was conducted by: Xiao-Ping Chen, University of Washington, and Bin Gu,
Arizona State University.

Five-Star/Kidswant'

Five-Star Holdings Ltd., founded on 18 December 1998 with 236 mil-
lion RMB registered capital and headquartered in Nanjing, is a diver-
sified investment enterprise engaged in modern service industrial chain
and supply chain management, real estate, finance and investment, and
specialised operations. Five-Star Holdings established the famous and suc-
cessful Five-Star Electric Appliances chain, which achieved the top three
position in the industry in only six years. In 20006, they formed a joint
venture with Best Buy, the world’s largest home appliances enterprise. In
early 2009, Five-Star Holdings was officially spun off from Best Buy.
Today, Five-Star Holdings uses its advantages in brand, funding, man-
agement and human resources (HR) to help start-up businesses implement

!"This section is based on information and news from the company website (Five-Star 2015), ifeng.
com (2015), and IACMR’s Chinese Management Insights’ publication on Five-Star/Kidswant
in September 2014.
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strategic transformation, create new businesses, and train talent. Five-Star
chain brands include Huitongda, Kidswant and Hos Joy, all of which have
been praised for their new business models. Five-Star now has more than
10 subsidiaries in different industries, with more than 3000 employees.
The subsidiary Kidswant is an emerging maternity—infant—child
speciality retailer, providing integrative products and services in the field
of children’s growth and development. The business model of Kidswant is
innovative and pioneering; it provides a one-stop solution for customers.
Targeting medium- to high-income households with infants and chil-
dren up to 14 years old, Kidswant is expanding its store network all over
China. By July 2015, Kidswant had opened 80 stores in more than 20
cities in China, with an average space of 5000 square meters per store.

Founder and Chairman, Jianguo Wang?

Born in 1960 in Suzhou, Jiangsu province, Jianguo Wang obtained a bach-
elor’s degree in economics in Jiangsu Communist Party School in 1992,
and then a master’s degree in administrative management in Nanjing
University in 2000. In 2003 he received his MBA from the Australian
National University and graduated from the Chinese Enterprise CEO
Class of Cheung Kong Graduate School of Business, China.

He achieved early career success as section head of the Price Division
of the Jiangsu Provincial Department of Commerce. Later he became
the general manager of Jiangsu Provincial Corporation of Hardware,
Electric Appliances and Chemicals, which was converted into Jiangsu
Five-Star Electric Appliances Co. Ltd. Mr Wang led this transformation
and became the president of Five-Star Electric Appliances. Through the
joint venture formed with Best Buy, Mr Wang became the senior vice
president of Best Buy Asia Pacific. After selling all his stocks of Five-
Star Appliances to Best Buy, Mr. Wang founded and became the cur-
rent chairman of Five-Star Holdings Group Co. Ltd., where he founded,
invested in and led different businesses, including Kidswant.

2This section is based on IACMR’s Chinese Management Insights’publication on Five-Star/Kidswant
in September 2014 with permission, complemented by public information from Maigoo.com
(2015) and ifeng.com (2013).
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Jianguo Wang is vice director of China Household Electrical Appliances
Association, vice president of Jiangsu Youth Chamber of Commerce,
executive vice president of the Jiangsu Federation of Commerce, guest
professor at Nanjing University of Science and Technology, guest profes-
sor of Southeast University, Nanjing, and special guest lecturer on the
MBA programme of Nanjing University.

In 2008, the Ministry of Commerce and the Ministry of Personnel
awarded Jianguo Wang the honorary title of ‘Model Worker of the
Country’s Commerce System.” In 2009, he was named as one of ‘60
Jiangsu entrepreneurs affecting China’s economy in the 60 years after New
China was founded.” In 2010, Jianguo Wang, Jack Ma, Yuzhu Shi, Feng
Yu and Guojun Shen established Yunfeng Capital,’ dedicated to investing

in areas such as the internet, consumer products, and new energy.

Incubating the Internet Business Model:
From Managing Commodities to Managing
Customers, From Meeting Demands

to Creating Demands

Interviewer Chen: Please tell us how you founded Five-Star Appliances,
sold it to Best Buy, and then started a new business to become chairman
of Five-Star Holdings?

Jianguo Wang (hereafter referred to as Wang): After graduating from
university, I worked for 10 years in a government agency, and for another
10 years in a state-owned enterprise. My most important discovery
was that I liked business activities. I thought commerce in China was
extremely underdeveloped, mainly because Chinese people had always
valued industry and agriculture but despised commerce. Consequently,
the government undervalued commerce. Government officials were
happy to inspect industrial parks and farms but felt ‘degraded’ if they had
to inspect shopping malls. Besides, you rarely saw a party secretary or

*Yunfeng Capital was established in January 2010, named after Ma Yun of Alibaba and Yu Feng of
Target Media. It is a private equity firm in China set up by successful entrepreneurs, pioneers and
industry leaders. More information can be found on http://www.yfc.cn/en/
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a mayor with a commercial background; most government officials came
from industrial or agricultural sectors. Once I tried to arrange a meeting
with the mayor in charge of logistics in Yancheng city, Jiangsu province,
but he said he had no time for me because, as he said, he had to receive
an ‘important customer.” Later I learned that the important customer was
one of my suppliers who ran a small factory. At that time I was running
a 10 billion RMB shopping mall, while his factory yielded just tens of
millions. But he was more important because he owned a factory. Why
does a factory seem more important when my shopping mall pays more
taxes? China’s attitude towards commerce was really backward, though
commerce guided its production.

That is why I stayed in the commercial world after selling Five-Star
Appliances to Best Buy. I continued to believe that commerce represents
a huge opportunity. Consumption, investment and export are the three
drivers of China’s future development. I believe that internal demand is
the most important driving force of the economy. That realisation led me
back to the business world.

Interviewer Chen:What was your goal in returning to business? You
had already accumulated capital from Five-Star Appliances, so making
money was no longer the driver. Also, how did you choose what business
to focus on?

Wang: My research revealed that the internet was having a tremendous
impact on business operations. I decided to give it a go, but did not think
that I should start from scratch, so I positioned myself as an investor. I
would recruit investors, but I would dedicate myself to a new business
model to help ambitious young people create successful businesses. My
vision was to help aspirational people to build their dreams. I told my
shareholders that even peasants sow seeds after harvesting. I persuaded
them to invest some of the several hundred million US dollars we had
received from selling Five-Star Appliances to Best Buy. They were very
supportive. Previously I had started from the bottom with one enter-
prise. Now I would start from the top and take a holistic view of the
information society to get a more complete picture of future business
development.
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We decided to define our direction using a scientific approach. We
hired a consulting firm to investigate the market and formulate a strategy.
A few months later, they recommended four targeted groups our busi-
ness should focus on: children, the ageing population, the wealthy, and
women. I could not cover all four, and chose to target the kids’ market.
My team and I went to the United States, the United Kingdom and
South Korea to study businesses related to children. Then we went to
Taiwan and Hong Kong to observe all businesses related to children in
China. I watched, thought, and discussed my ideas with my team mem-
bers regarding specific methods to approach the huge market relating to
products for children in China, where 24 million babies are born every
year. At that time, we defined our target segment as children from minus
one (prenatal) to 14 years old, split into four to five age groups, a popu-
lation of around 360 million. We observed that China had no brands
dedicated to such a huge market. We could not think of any store a con-
sumer might visit to buy for children. We knew that was not the case in
foreign countries. The United States has several brands, such as Babies ‘R’
Us and Toys ‘R” Us. So does the United Kingdom, but not China. That
was the opportunity.

To acquire an international perspective for approaching the business seri-
ously, we studied the US, UK and Japanese models thoroughly. Then we
hired Americans to design our logo and Taiwanese to design our business
model. One of my ideas was to change from managing commodities to man-
aging customers. In the past, all retail stores managed and sold commodities,
but no one cared about customers. My experience at Best Buy showed me
that I should focus on customers. I started to think about how to categorise
and interact with customers, and how to ascertain customer value.

The second idea was to change from meeting demands to creating/
guiding demands. Meeting demands is fundamental; creating demands
and then meeting them hits a higher level. Young parents lack experience
in raising babies. Consequently, they are open to recommendations.

Once we clarified those two concepts, we worked to make them opera-
tional. My team converted concepts to strategies, strategies to actions,
and actions into something operational and measurable.
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The First Step to Managing Customers: Listen
to Them

Interviewer Chen:You did not use consulting firms this time?

Wang: No, we figured it out for ourselves. We opened our first Kidswant
store using the shopping mall model rather than the department store or
supermarket model. Department stores target individuals; supermarkets
target housewives; shopping malls target families. Thus we wanted our
first store to be in a mall. Jianlin Wang, the founder and CEO of the
Wanda Group, was ready to open his first shopping mall, Wanda Plaza,
in Nanjing. We offered to rent a space of between 5000 and 6000 square
meters. At first he was surprised that we would need such a big space for a
kids store. I explained that we would do more than selling commodities;
we would add a playground, a photo studio, a hair salon, and swimming
facilities. He eventually agreed. Of course, he suffered no risk. All our
rental contracts were fixed for more than 10 years.

Now the store revenues have grown from 30 million RMB to nearly
200 million RMB. I have continued to explore new ideas while running
this business. Before, all I did was conclude transactions, make money,
and pay back the loan as soon as possible. Now my mindset has changed.
I keep studying business patterns and ways to differentiate our company
from others and stay ahead. For example, initially we followed the ‘pur-
chase store’ model—a premium look with spacious aisles, bright lighting,
and image displays for all brands. I expected it to be a hit, but few cus-
tomers showed up. We started to get nervous. What should we do? The
only way was to talk to customers, listen to their complaints, and gather
their feedback. I even had dinner with some customers. I concluded that
Chinese wives and mothers were all very price sensitive and liked bar-
gains, whether they were rich or poor.

They said that the store was so brightly lit and the aisles were so spacious
they assumed the prices must be high. Some remarked that the shelves
were closed so they could not touch or experience the commodities.
We immediately remodelled and re-designed everything, blocking up
where necessary and opening shelves so customers could touch and
experience the products. This is what understanding and listening to
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customers mean. Customers started to come, and then we focused on the
optimisation of commodities and services. We introduced photo services
and then experiential activities such as drawing, calligraphy, a sand-play
box, and painting competitions. Later we incorporated cultural elements
such as singing, dancing, tourism and social activities. Gradually we
developed the Kidswant business model.

The Second Step for Managing Customers:
Provide Free Commodities and Services,
and Keep Customer Data

Interviewer Gu:So far, you have spoken about Kidswant’s offline activi-
ties. When did you start your online activities?

Wang: We have never departed from internet thinking, which more
or less came from Jack Ma of Alibaba. I have had significant exchanges
with Jack Ma through my personal association with the Yunfeng Fund.
He often asks me questions about commerce, because I am in the retail
industry. When we opened the first Kidswant, I invited him to visit. He
asked many questions, such as traffic volume and customer loyalty. 1
couldn’t give him straight answers because I did not have them. But I
quickly recognised the strengths in internet thinking, especially regarding
customers and customer orientation. But how could we apply concepts
such as free services and traffic flow to bricks-and-mortar stores? I define
traffic flow as the number of customers visiting.

Then we started collecting customer data—the number of daily cus-
tomers, the number of items average customers bought, and the amount
of money they spent. I realised increasingly that I must learn from the
internet and attract customers by offering free services. We started offering
courses for expecting mothers, followed by courses for new mothers. Then
we established the community mothers’ programme. Our continually
offered free programmes have had several effects. First, people are often
surprised that a bricks-and-mortar store offers free services. Our employees
feel that they are not really salespeople but are the caretakers of customers.



316 A.S. Tsui et al.

For example, they remember customers’ age, personality, facial expression,
and even ways of speaking. If you ask our employees what Kidswant does,
they won't say that Kidswant sells maternal and child products. Instead,
they say Kidswant manages customer relationships.

At first I feared that ‘managing customer relationships’ might sound
a bit vulgar. I told the general manager that we should mention manag-
ing customer relationships only in private; that employees would find
the goal awkward. He said, ‘I understand what you say, Boss. But at the
beginning this is the only way for our employees to understand what
it means to manage customer relationships.” So we told employees that
everything we do is to maintain good customer relationships, to speak
kindly, and to compliment them. As a result, our employees seem to
accept this approach and have learned to praise and compliment custom-
ers. They also distribute small gifts and business cards and record cus-
tomer phone numbers—all for managing relationships. But in addition
to managing relationships, we also sought improvements and upgrades.
So later we proposed managing customer data, information and files.

Interviewer Gu:That is an internet concept.

Wang: It means quantifying customer relationships by calculating
transaction amounts and individual customer contributions. If a customer
spends 800 RMB in Kidswant a year, what is the purchase frequency and
gross profit generated? If a customer spends only 15 RMB, that results in
a low margin, low purchase amount, and high cost. How do we increase
our assets? How do we increase the number of customers? How do we
increase customers’ consumption power? How do we convert a customer
into a club member and increase the amount of each transaction? We
appraise our performance using data instead of previous assessment
methods. We no longer use daily sales as an indicator. First, we look
at the number of members; that is, customers who buy at least twice a
month. Second, we look at the conversion rate; that is, the ability to con-
vert ordinary customers to members. Third, we consider the amount of
each transaction; and fourth, the sales amount per customer. Those key
performance indicators guide my management team. The more custom-
ers I have, the greater my customer assets. If one customer spends 1000
RMB a year, 10 customers will spend 10,000 RMB, and 100 customers
will spend 100,000 RMB. That is how I measure customer assets.
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The Third Step for Managing Customer
Relationship: Build Strong Relationships

Wang: After managing customer assets successfully, we still thought we
could do more. Brainstorming came up with the current drive to build
strong customer relationships through an interpersonal bond with cus-
tomers. We categorise generation 1 and generation 2 stores. The Nanjing
store is now a generation 3.5 store, and we are developing generation 4
stores. Generation 4 stores must have door-to-door + service + culture +
recreation + social + a place for mother members while their children are
engaged in various activities.

Interviewer Gu:It is interesting that you classify your stores by genera-
tion, like Web 2.3, 3.0, and 4.0.

Wang: Yes, constant generation update is another internet character-
istic; we incorporate advanced technologies whenever we can. All these
years, while my team and I have pondered current issues, I have also been
considering the future.

Powerful Back-End Management:
From Functional Responsibility to Customer
and Process Responsibility

Interviewer Chen: What measures do you think are especially effective in
motivating employees to build customer relationships passionately and
diligently?

Wang: First, it is difficult to ‘transplant’ internet genes into a tradi-
tional enterprise: genes are inherited. But I knew we could change the
culture. Culture is an atmosphere established when every employee works
and behaves consistently within it. I hoped to change the traditional
commodity-oriented culture to a customer-oriented one: whatever the
circumstances, we focus on customers. Second, regardless of an employ-
ee’s function—HR, finance or purchasing—ultimately each employee is
accountable for the customer results, not functional results alone. The
transition was not as easy as it appeared. It was extremely difficult to
change the culture. Employees tended to think that if they worked in the
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HR department, they were responsible only for recruitment and training.
If they worked in the finance department, their job was to control costs
and manage budgets. They might say ‘Customer happiness is not my
concern. Frontline staff manage customer satisfaction.” Such traditional
ideas are hard to change. We tell employees repeatedly that if we stick to
past practices of working by function, we cannot survive. Losing custom-
ers means losing everything.

In addition to instilling these ideas, we broke down walls separating
the different functions by weakening some functions and central posi-
tions and strengthening customer service functions. We consolidated the
entire finance function and built a strong back-end and small front-end.
Our ‘golden triangle’ concept means that two or three people serve one
customer.

In another step, we combined the ‘virtual’ and the ‘actual.” We consider
the organisation to be an entity for studying and formulating policies, but
in actual operations the virtual organisation takes the lead. For example,
I am a virtual team leader; previously I was just a department head, but
now even the general manager listens to me. This way more people take
responsibility. Employees can now assume the functions performed by
department heads and general managers in the past. As the many layers
are removed, the organisation becomes flattened. Currently we have no
layers for virtual functions; thus we have improved efficiency and added
vitality by changing the organisational culture. We call this employece-
driven change. Employee-driven rather than boss-driven, employees are
automatically motivated.

Interviewer Chen:How long did it take for employees to completely
accept the reform?

Wang: I set an example by practising what I advocated. If you do not
take part but just order people to change, it won’t work. I stepped aside
and let the sales-team leaders speak. When Kidswant started, store man-
agers expected me to discuss everything with them. I felt that they should
not continue to rely so heavily on me, so I told them that I would be
absent and that Mr Xu, the store manager, would be chairing all the
meetings when I was not there. I also told them that this was Mr Xu’s
decision. People got nervous, as there were so many decisions to make.
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But I was determined. One evening I told them that I would definitely
not be available. They had to decide how to handle their problems and
tell me about it the next day. I said ‘I don't care how you decide, I just
need results.” They kept calling and asking what to do. They said “This is
serious; youd better come, Boss.” I replied that I had important things to
attend to, and asked them to stop calling me. Actually I was right there;
I was circling the building in my car five or six times. I knew there was
a chance that they might make a major mistake that would have a big
impact on me and on the company. But I restrained myself from going
upstairs.

Mission of Middle Management: Supporting
Frontline Employees

Interviewer Gu:The Kodak company presents a case study: one reason it
failed was that middle management failed to execute top management’s
plans. Is your company in a similar situation?

Wang: Middle managers such as department head or HR director are
very important, as are store managers. But my analysis showed that front-
line employees were the most important, so I let them direct the frontline
operations. Take advertising, for example. In the past, if the frontline
wanted to organise an event, they had to send a request for approval to
middle management and then to top management. The process mistak-
enly implied that the advertising was conducted for the management. So
I decided to eliminate the approval system but keep the right of review.
Is your advertisement effective? If not, you will be penalised. But you
have the right to advertise. Another reason to delegate authority to the
frontline is that, in the internet and information era, consumers domi-
nate. The most important goal is to attract consumers. Frontline people,
being at the front-end, understand consumers the best. Then what about
middle management? They serve the frontline by providing support and
resources.

Interviewer Chen:This thinking hugely challenges the traditional
thinking of management.
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Wang: Under our structure, middle management plays a less important
role. Their main responsibility is to help the frontline and to solve in a
timely way the problems employees encounter. If the managers can’t solve
the problem, I will replace them. Frontline employees are the most impor-
tant. We evaluate and quantify their performance directly, such as the num-
ber of customers they manage. For example, a frontline employee receives
5 RMB for obtaining a member customer. If the customer makes another
purchase, the employee gets another 5 RMB. If the customer becomes a
regular purchaser, spending, say, 300 RMB a month, the employee gets
another 3 RMB. Under this model, employees conclude transactions.
Middle management does not conduct business; it provides a service.

Interviewer Chen:Do you link the income and bonuses of middle
management to employees under their supervision?

Wang: Middle management appraisal is based on overall company
performance. The appraisal mechanism has multidimensional indica-
tors adjusted by weight as required. For example, if a middle manager
has focused on training his team and new employees, that target will be
weighted more highly. If I add new requirements this year for developing
customers, I will increase the weight for that target. The system allows
flexibility to allocate weighting based on targets.

Full Delegation Within the Core Cultural Value
System

Interviewer Chen:Western management theories consider delegation to
be a very important topic. Many talk about doing it, but they don't really
‘walk the talk.” How did you turn the concept into practice?

Wang: The precondition for delegation is that you must have a solid
system. Without data or information, you probably would not dare to
delegate. I am not afraid to delegate because I am on top of everything.
I know the gross margin, and I can make sure that no commodities or
money will be lost. Our data monitoring and central control systems are
both very strong. Moreover, my philosophy is that our job is not to catch
employees who make mistakes but to set up a system that prevents them
from making mistakes. From this perspective, cultural education and the
establishment of values are extremely important.
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Interviewer Chen:What are your company’s core values?

Wang: Very simple. First are integrity and pragmatism. I define integ-
rity basically as no lies—do not tell lies internally, and do not deceive
people externally, as simple as that. Employees will be fired, without
exception, if they cheat customers, make false statements, harm anyone
inside or outside the company, or resort to any deceit. Pragmatism means
no empty words or empty talk. Our meetings are straightforward. We
skip niceties such as ‘Dear guests’ or ‘Dear Professor.” We just say ‘I have
a few things to report today.” Excessive politeness is not allowed.

I am quite demanding. If you fail to meet the target, tell me why but
don’t give excuses such as weather conditions, holidays, or too few cus-
tomers. If employees try to give excuses in meetings, they have to leave.
You say this year we have a tough macroeconomic situation and there
is market regulation, but our business is not big enough for the macro
economy to impact it. Just do your business. These are our values.

Interviewer Chen:What other values do you have in addition to integ-
rity and pragmatism?

Wang: Respect for individuals, meaning that we encourage everyone
to make the best use of their strengths. Specifically, when we talk about
others, we must talk first about their strengths before we discuss their
weaknesses, because we think it is easier to exploit advantages than to
overcome weaknesses.

We also value independent innovation and the pursuit of excellence.
We consider any beneficial improvement to be innovation. I contribute
3 million RMB from my personal account to reward innovation, and
I choose the winners. We have very positive results. We think wisdom
comes from employees, not from top management. We have a company
motto, ‘The goal is carved on the rock, and the ways to reach the goal
are written on the beach.” The goal is set in stone, but the paths can be
rewritten and erased. Innovation creates new paths.

Interviewer Chen:How did you create your company culture?

Wang: To provide cultural guidelines, you tell employees what you
value, what you advocate, and what you oppose. I emphasise honesty and
credibility. If you are reliable, employees and partners are willing to work
for you and with you. The entire company spends much time building our
company culture. For example, we encourage competition between teams
because moderate competition can drive individual progress. But you
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must guard against those who will slander, attack or step on others,
because such behaviours will destroy team spirit. You cannot encourage
victory built on harming others; instead, you must stop that behaviour.
We must be very clear about our message when praising or criticising.
You may praise lavishly those who succeed and help others to succeed.
Guidance is critically important for judging leaders. If some get to the
first place by harming others, we definitely cannot recognise them.

Interviewer Chen: So you don't just look at the results alone but also
look at specific behaviours to achieve the results.

Wang: Yes. For performance appraisals, we advocate team success
instead of individual heroism. But when I give praise, I always praise
individuals. Let me use a metaphor here. If you are a coachman, do you
whip the horse or the carriage? The horse will not feel the pain if I whip
the carriage, just as the individual will not feel pride if I praise the team.
I must direct praise to the deserving individuals.

Therefore appraisals are focused on individuals rather than units. For
example, I only talk about how the general manager is performing, not
how the store is doing. Why? Because the unit, as the carriage, is irrel-
evant; the store manager must take full responsibility. As a result, all my
ranking lists and letters of recommendation are individually based.

‘Exploit’ the Role Model in Innovation

Interviewer Gu:Generally speaking, how do you make successful bottom-
up innovations known to the company as a whole?

Wang: The purpose of innovation is not to solve individual problems
but to provide demonstrations, examples or role models. If a store has a
most effective practice, it becomes a role model that will be introduced to
others. We copy best practices using the role model concept. For example,
if an employee is skilled in explaining company culture, she will be selected
to explain it to the entire group and to others on a speaking tour. If another
employee has achieved an unusually high gross margin as a result of his
skills in purchasing, he will be responsible for spreading his expertise.

Anyone can be a role model. One does not have to be a leader. The
point is that you give them an opportunity to speak; their manager will
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also be praised; and it all becomes a driving force for the rapid adoption
of innovation.

People Orientation, Continual Innovation
Amid Changes

Interviewer Chen:Please summarise your management philosophy, style
and concepts, especially for readers who want to start their own businesses.

Wang: Ultimately, it comes down to people. Regardless of the type of
enterprise or the stage of enterprise development, employees and cus-
tomers are the most important assets. Companies must choose the right
people, use them the right way, and bring out their passion and enthu-
siasm. Furthermore, we must satisfy their need for learning and growth.
Put simply, the first point is to stick to a human orientation.

The second point is to build a good corporate culture that can adapt
to the internet and information era. Many companies say that culture
is immutable. I disagree. Culture must adapt to the new environment
through continuous innovation. Change itself is the only thing that
remains unchanged. But the change is not blind; it is adaptation.

My personal experience provides a good illustration of subversive
change from working in a government agency to a state-owned company,
to a private company, to a joint venture, and finally to a private innova-
tive business. Without change, I would still be working in a government
agency somewhere. Over the past decades I have come to another impor-
tant realisation: keep it simple. Simplify complexities to make it easy to
accomplish more. Many companies fail not because they lack ideal con-
ditions but because their organisation, relationships and processes are too
complex. I promote simplicity: no meetings if a phone call will suffice; no
sitting if standing can solve the problem; no meetings lasting more than
an hour. I believe in timely communication and timely solutions.

Interviewer Chen:This also means high transparency and low informa-
tion asymmetry?

Wang: Yes, my advice reflects our company fundamentals. A com-
pany is basically in trouble if it cannot make fast decisions or if people
evade responsibilities. If a company is aware and agile, its employees can
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solve problems and take responsibility. If a salesperson is not afraid to say
‘Leave this to me. I will come back to you with a solution after talking
to my boss,” then that company is full of life. Our company is like that.

Commentary

The initiation and creation of Kidswant was through scientific man-
agement tools outsourced to a professional consultancy. This is in
contrast to most other start-ups that practise ‘learning by doing’
(Christensen 1997; Cope and Watts 2000; Tsang 2002). Nonetheless,
Kidswant still went through its own ‘trial and error’ process. Though
experienced in retailing business for other industries and products (i.e.
Five-Star Electric Appliances), Jianguo Wang had to interact inten-
sively with potential customers to learn about this industry, and had
to adjust the business model when the first store was not a success.
Now holding a strong brand in its segment, Kidswant has renewed
the whole management process to adapt to business needs, and apply
internet logic to their business model even though most of the busi-
ness is still offline. The simplistic and pragmatic approach of delegat-
ing power to the frontline employees enables bottom-up innovations
and to successful management of customer relationships.

Different from his earlier entrepreneurial experience, Mr Wang was
able to define an interesting market with great potential and carry out
a field study of the business model in different advanced economies to
build up a benchmarked model. Through accumulated entrepreneurial
experience, observations and reflections, Mr Wang brings internet con-
cepts creatively into the retailing business, incorporating free services,
building a database and centralising the management control system,
and a fair reward and compensation system. With his intelligent man-
agement of the process in spite of tension and disagreement (Zhou and
George 2003), this eventually enables innovation and creativity to flow,
and decisions to be taken by frontline employees (Cadwallader et al.
2010), which turned the business of Kidswant in the direction of suc-
cess and prosperity.
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Leadership Insights from the
Founding Private Firm
Entrepreneurs
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A Concentric Model of Private Firm
Leadership in China: Insights
from Founding Entrepreneurs

As discussed in Chap. 2, there has been little empirical research focus-
ing specifically on executive leadership in Chinese private enterprises.
The existing literature is composed mainly of large-sample survey stud-
ies of executive leadership, with no distinction between firms with
different ownerships. Given an extremely dynamic, complex and inhos-
pitable environment, both institutional and social, we argue that the
emergence and success of the vibrant private economy can be ascribed
primarily to the exceptional leadership of the founders of private
enterprises as well as the other leaders who have worked with them.
To further develop this insight, we interviewed 13 carefully selected
and extraordinarily successful Chinese leaders of private firms to gain
an in-depth understanding of their unique backgrounds, management
practices and thoughts on leadership. Chaps. 3 to 15 contain the inter-
view transcripts. In this chapter, we present the results of the content
analysis of these 13 interviews.

The entrepreneurial leaders interviewed come from four distinct
industries, with three in the financial services (China Merchants Bank,
Fosun, and Taikang Life Insurance), four in computers, information tech-
nology and e-commerce (Alibaba, HC360, Lenovo and Neusoft), three
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in construction and real estate (Tecsun Homes, Vanke and Vantone),
and three in the consumer and retail industries (Kidswant, Li-Ning and
Wahaha). We first analysed the background of these 13 founders/leaders.
Following that, we performed an ‘attribute content analysis’ to detect
the presence of the four traits (determination, discipline, duality focus
and divinity belief) introduced in Chap. 2, while remaining open to
the possibility of additional attributes based on the perspectives of these
13 leaders. Third, we followed an independent open coding procedure
to identify patterns of management with a ‘thematic content analysis.’
A detailed description of the content analysis methods is provided in
Appendix 16.1.

Below, we first present profiles of the 13 leaders, then discuss the
results of the attribute content analysis (at the individual leader level),
and the results of the thematic content analysis (at the organisational
level). We perform a cross-industry comparison of the leaders’ manage-
ment principles (thoughts, beliefs and associated practices). Integrating
the results of the attribute analysis and thematic analysis, we develop
a concentric model of Chinese private firm leadership, and conclude
with a discussion of the implications of this model for future research
and practice.

Background and Current Profiles of the 13
Entrepreneurs/Leaders

Table 16.1 presents the profiles of the 13 leaders in the four dif-
ferent industries across three main categories: previous experience
(Table 16.1a) before their entrepreneurship (educational background,
previous work experience and institutional relationship); current
activities (Table 16.1b) in addition to their primary entrepreneur-
ial activity (in social contributions, business associations, university
collaboration and political participation); and personal achievement
(receiving entrepreneurial awards, other outstanding domestic and
international recognition), summarised in Table 16.1c.
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Previous Experience

From Table 16.1a, we can see that almost all of the 13 successful private
entrepreneurs had obtained a high level of education before embarking
on their entrepreneurial activities. Many of them had also engaged in
continuing education, earning higher educational degrees during their
entrepreneurial activities. For example, Fosun’s Xinjun Liang earned an
EMBA degree (Executive Master in Business Administration) and was in
the process of pursuing a doctorate in business administration (DBA) at
the time of the interview. Vantone’s Lun Feng earned a Master’s degree
in Public Policy from the National University of Singapore. Ning Li,
who did not have a university degree before his entrepreneurial activ-
ity, completed a Master’s degree in business administration and a law
degree, both from Peking University, Beijing, after he founded Li-Ning
Sports Co. The educational background of the leaders in the technol-
ogy industry is particularly remarkable, because all of them worked as a
researcher, scientist, lecturer or professor in a research unit or in higher
education institutions prior to founding their firms. In sum, 12 of the 13
leaders earned a university degree with diverse specialisations (e.g. com-
puting, chemistry, engineering and economics) before initiating entre-
preneurship, and the majority of them engaged in continuing education
afterwards.

Another common feature of the 13 leaders is that all of them have
worked in different types of organisations (e.g. public institutions,
state-owned enterprises—SOEs, privately owned enterprises—POEs
and educational institutions) before starting their own business, or
their first private business morphed from being a state firm (in the
case of Weihua Ma). However, no consistent pattern could be detected
between their work experience and the industry in which they chose to
start a business, with the exception of Ning Li (who stayed in a sports-
related field) and two entrepreneurs in I'T-related industry (who were
computer engineers by training). So what motivated them to start
their own businesses? According to Jiren Liu of Neusoft, his initial
purpose was to obtain research funding to further develop a software
program. However, after he received orders from a Japanese com-
pany, ALPINE Electronics, Inc., he realised the significant business
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implications of his software. Shi Wang of Vanke was motivated to
‘jump into the sea’ of business because the civil service, in which he
worked, discouraged performance.

Interestingly, in this sample of leaders, some leaders in all the indus-
tries, except those in the retailing/consumer industry, had previously
worked as civil servants. We speculate that might be because, in the retail-
ing industry, a government background could not offer any competitive
advantage. On the other hand, in real estate, technology or the financial
services industries, government connections from previous civil service
experience may have been useful with the initial establishment of the
business.

Table 16.1a shows that five leaders had held governmental positions
previously. Dongsheng Chen of Taikang Life Insurance worked from
1983 to 1988 in the International Trade Research Centre of the Ministry
of Foreign Trade and Economic Cooperation before working as Associate
Editor for Management World, a journal of the China State Council’s
Development Research Centre. Weihua Ma of China Merchants Bank
served in multiple government positions at both provincial and national
levels, including as deputy director and deputy secretary general of the
Economic Planning Committee of Liao Ning province, director of
the Party Office on the CPC Liao Ning Committee and CPC An Hui
Committee, deputy director of the General Office of the People’s Bank
of China (PBOC), deputy director of the Finance and Planning Office
of PBOC, and governor of the Hainan branch of PBOC, and chief of
the State Administration of Foreign Exchange (SAFE) Hainan branch.
Clearly, there is an inclination for the entrepreneurs with economic
expertise to start their businesses in a financial services industry, in which
they can take advantage of their macroeconomic planning ability and
their government connections.

Current Activities

As shown in Table 16.1b, in addition to their businesses’ contributions
to China’s GDP and employment, these 13 leaders have made contribu-
tions to Chinese society through non-business activities such as making
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social contributions, including financial donations, establishing business
associations, developing university collaborations, and engaging in politi-
cal participation.

All 13 leaders and their corresponding firms have established explicit
formal mechanisms to contribute to society, including foundations, sub-
sidies/sponsorships or donations. Being socially responsible emerged as
an explicit aspiration for most of these leaders even though we had not
pre-specified this question in the interview protocol. Social responsibility
is one of the seven management philosophies discovered in the Zhang
et al. (2008) study. It seems that these leaders have ingrained social
responsibility in the corporate culture to encourage compassion towards
both internal (employees) and external (e.g. customers, suppliers, com-
munity) stakeholders. For example, Qinghou Zong of Wahaha refers to
the ‘family’ at three levels: the small family of each employee; the big fam-
ily of the company; and the further extended family of the nation/society.
He states that ‘after we achieve a strong big family, we should also serve
our country and assume our social responsibilities.” Many of these leaders
have established corporate foundations as part of their socially respon-
sible actions, such as the Wahaha Foundation, the Alibaba Foundation
and the SEE mentioned in Chap. 1.

As well as social contributions through donations and founda-
tions, many of these leaders (10 out of 13) also actively participate
and assume leadership roles in business associations of their profession
or industry at regional or national levels. There is also a high level of
collaboration with universities (nine out of 13), ranging from serving
as the chairmen of the boards of universities to serving as guest lec-
turers or instructors. A number of entrepreneurs (six out of 13) also
participate in political activities, such as serving as elected members
of the People’s Congress or the China People’s Political Consultative
Conference at national, provincial or township levels. This is consistent
with the incidence of political engagements among the chairmen or
CEOs of highly successful listed private firms (Li and Liang 2015). In
sum, the high level of participation on all these extra-entrepreneurial
activities reflects a high level of social consciousness among these suc-
cessful private entrepreneurs.


http://dx.doi.org/10.1057/978-1-137-40235-6_1
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Personal Achievements

From Table 16.1c we can see that the 13 leaders have certainly achieved
great success and received recognition from many places. We categorise
these recognitions into three types: (1) entrepreneurial recognition—
awards related explicitly to their entrepreneurial success; (2) general
recognition—awards not related to their business directly; and (3)
international reputation—mentions or awards given by international
entities. We observed that almost all of the leaders interviewed have
received type 1 recognition for their business achievement or leader-
ship achievement (11/13). Furthermore, more than half of them (seven
of the 13) also received type 2 recognition for their philanthropy or
their outstanding and exemplary leadership of the economically dis-
advantaged or for special groups such as the young or retired athletes.
Nine of the 13 leaders have received type 3 recognition. For exam-
ple, Jack Ma was recognised as one of the world’s 50 greatest lead-
ers; Chuanzhi Liu was recognised as one of the Global Top 50 Most
Influential Thinkers; and Weihua Ma was named as ‘Asia’s Excellent
CEO’ in 2011.

The commonality shown in the profiles of the 13 leaders offers us some
insights regarding those who lead successful private enterprises in China.
It is evident that higher education and continuing education are essen-
tial; in addition, having the ideals and ambition to do good for society
are strong motivating forces driving their success. In the next section, we
report on the leadership traits and attributes beyond their demographic
characteristics that might be responsible for the entrepreneurs’ extraordi-
nary achievements.

Results of the Attribute Content Analysis

The purpose of the attribute analysis is to offer a model of private-firm
leadership attributes, building on the preliminary four Ds model we
deduced from the survey studies in Chap. 2 and the discussions in Chap. 1
on the institutional contexts. Appendix 16.1 provides a description of the
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coding process. The initial coding was based on the four attributes (four
Ds): Determination, Discipline, Duality focus and Divinity belief. A new
attribute emerged from the coding of the first interview that we labelled
as ‘Reflective Thinking.” The definitions of these five attributes and asso-
ciated keywords or key phrases can be found in columns one and two
of Table 16.2, respectively. Using paragraphs as the units of analysis, we
report the percentage of paragraphs containing ideas, words or phrases
that are related to an attribute based on the responses of the leader to the
questions of the interviewer. If an interview text has 50 paragraphs and
20 of them mention ideas or actions related to discipline, say, the result is
40 % (20/50). If 10 of them mention the ideas or perspectives related to
divinity belief, this result is 20 % (10/50). The use of percentages adjusts
for the length of the interview text and provides a sense of the relative
dominance of the attributes for each leader. Given five attributes, each
would have a 25 % chance of being mentioned. Hence we define a high
level of the presence of an attribute if it is reflected in more than 30 % of
the text (paragraphs), a medium level in 15 % to 30 %, and a low level
in less than 15 % of the text. In Table 16.2, we report the percentages of
the attributes for the leaders in each industry, giving an overall presence
of the attribute in an industry while protecting the identity of individual
leaders. The “Total’ column is the average level of presence across all 13
leaders. The last column is a comparison of the presence of the attributes
across the four industries.

This table provides information on leader attributes both within and
between industries. In addition to analysing the text in terms of the
degree of presence of any of the five attributes, we also identify quota-
tions that illustrate the attributes. Tables 16.3a, 16.3b, 16.3¢c and 16.3d.
offer some illustrative quotations by leaders for each of the attributes in
each of the four industries.

Determination—A Basic Requirement to Succeed

Determination refers to having a firmness of purpose, strong commitment,
courage and perseverance. From Table 16.2, we can see that, among the
five attributes, determination has the lowest presence based on the words
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Table 16.3a Illustrative quotes on leadership attributes in the finance industry

Attributes Finance industry sample quotes (3 leaders)

Determination The Ma (CMB): ‘... The process was a long story. From
quality of being establishing the representative office at the beginning
determined; to making it a branch later, we dealt with Wall Street
firmness of and the Federal Reserve for eight years. | wrote a book
purpose. entitled On Wall Street to record the process.’

Liang (Fosun): ‘... We take a lot of time to optimise our
operations. There are innumerable examples. | can
provide numerous details of current or past cases.’

Discipline A form of Chen (Taikang): ‘Il often tell my employees that we must

self-control and consider framework and structure first. The greatness of
control of others your ambition determines how far you can go, and the
through size of your framework determines how large your
establishing and market can be and how far your vision can go.’
following a set of Ma (CMB): ‘... Banking is a high-risk industry, and rules
rules or order. are extremely important. Actually many rules and

systems are established after paying a high price. So a
bank must have stringent rules/systems and implement
them firmly.’
Duality focus An Liang (Fosun): ‘... The most important thing in Tai Chi is
ability to deal with  tolerance of yin and yang. If you think yang is right, you

two opposing must clearly know that yin causes yang. Never try to
forces or eliminate conflicts or rivals. You must discover the
contradictory co-existence of their interests.’

requirements Chen (Taikang): ’... China is a big country with huge
simultaneously regional, cultural and climatic differences, so we must

allow a balance between consistency and flexibility. We
need to pass on our core company cultural values, but to
compete in the market, we must respect special features
of different markets.’
Divinity belief An  Chen (Taikang): ‘... My advantage is that | understand the
acceptance of the  decreed fate (Zhitianming %1K1r) ... Unlike younger

existence of a people, | know the history of the past century. My
higher force thatis historic experiences coalesce to form an integral

looking after framework in my mind ... These experiences give me the
humanity and foundation for making good judgements.’

one’s duty to show Ma (CMB): ... though | had made constant changes all

gratitude for one’s  these years, | also had limitations. ... While | am a

fortune. progressive learner, | and my employees belong to two
generations after all. | especially emphasise that not
everything | did in the past was correct; | would be happy
to see bold breakthroughs because that is the only way
CMBC can continue to grow. | firmly support change.’

(continued)
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Table 16.3a (continued)

Attributes Finance industry sample quotes (3 leaders)

Reflective Thinking Liang (Fosun): ‘... we became an asset management
A part of the company. Why? Because our cash flow output conflicted
critical thinking with the size of our investment demand, and the
process referring conflict was quite striking. We had to choose: Should we
specifically to the increase the debt rate to make investments? Slow our
process of investments? Or find another way out? We chose to find
analysing and another way out: asset management.’
making Chen (Taikang): ‘As a company with 15 years of rapid
judgements about  growth, we still lag behind leading firms in maturity and
what has technical competence. But our overall framework has
happened and has  been well established; we are now strong enough to
been learned. compete with big firms for talent, which is the most

important prerequisite for building a great company.’

of the 13 leaders, while discipline has the highest—it is consistently high
across all the leaders. The low frequency of the mention of determination
is not surprising, for two reasons. First, these leaders have already reached
a high level of success. Their determination was important in the early
days when they were building their businesses. Furthermore, several lead-
ers (e.g. Liu of Lenovo, Ma of CMB, Feng of Vantone, Guo of HC360)
have already retired from the day-to-day management of the firm and
are serving as chairmen of their boards, focusing on strategic issues of
the firm. To them, determination is still necessary when introducing new
processes or changes that might disturb the status quo. For example, Liu
of Neusoft said (Table 16.3b), ‘Developing software parts, our IPO, our
entering the health care sector, our integration of brands, our joint ven-
ture with Alpine, the change of company name to Neusoft, and all these
things met resistance. But I am aware that I have to be persistent when I
make these decisions.” Liang of Fosun reflected on the long time it took
to optimise operations. Li of the Li-Ning Company devoted much effort
to ‘continually seeking what can be sold” (Table 16.3d).

Most of the stories of determination are about struggles in the ear-
lier years of their business venturing. For example, Jack Ma of Alibaba
recalled the importance of perseverance in the early stages of the com-
pany when building a customer base (Table 16.3b): “We started from the
1995 Chinese Yellow Pages and went through pain and struggles, but



Table 16.3b lllustrative quotes on leadership attributes in the technology and
E-commerce industry

Attributes Technology and E-commerce industry sample quotes (4 firms)

Determination Liu (Neusoft): ‘...Developing software parks, our IPO, our
The quality of  entering into the health care sector, our integration of brands,

being our joint venture with Alpine, the change of company name to
determined; Neusoft, all these things met with resistance. But | am aware
firmness of that | have to be persistent when | make these decisions.’
purpose Ma (Alibaba): ‘We started from the 1995 Chinese Yellow Pages,

and went through pain and struggle, but never gave up.’
Discipline A Guo (HC360): ‘They must be fair, self-disciplined, industrious, and

form of thrifty in running their firms, and must practise what they
self-control preach. Only when they have morality, leadership capability
and control of  and well-designed regulations and mechanisms can they
others successfully manage rapidly growing enterprises successfully.’
through Liu (Lenovo): '...we have set the principle that you must think
establishing carefully before making promises, and you should keep your

and following  word and do what you say once you have made the promise.
a set of rules We have many rules for carrying out this principle and
or order promoting the culture of ‘do what you say.’ For example,
late arrival is not allowed for meetings; if you are late you
will have to stand throughout the meeting.’
Duality focus Ma (Alibaba): ‘When | stroll in the rich Chinese cultural

An ability to heritage, | feel the power of Confucianism, Buddhism and
deal with two  Daoism. In Daoism, the best leadership is not leading at all.
opposing What is leadership anyway? | think it requires sacrificing
forces or today for the future; the person who can sacrifice today to

contradictory  win tomorrow is a real leader.’

requirements Liu (Neusoft): ‘Sometimes there are conflicts and tensions, but

simultaneously in the process of developing a company, you must have a
trade-off if you want the company to be long-lived. For
example, efficiency might suffer when rules are too strict.
But institutions/rules can avoid the risk of organisational
death caused by flexibility.’

Divinity belief Ma (Alibaba): ‘I gradually formed my own perspectives about
An acceptance our values and value system, the concept of belief and

of the reverence. Belief means to be grateful for today and yesterday.
existence of a  Reverence means awe regarding tomorrow and the unknown.
higher force Weaving belief and reverence into our culture would form the

that is looking core of value for the basic design of all management systems.’

after humanity |y, (Lenovo): ‘Lenovo requires sincerity and integrity, and we ask

and one’s duty employees to sincerely express their convictions to supervisors

to ShOW personally, rather than just speak some pretty words or obey

gratitude for  gyerything the supervisor says ... Lenovo's leaders must

one’s fortune.  consistently model their actions to gradually foster this culture
of sincerity and respect for facts over the long term.’

(continued)
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Table 16.3b (continued)

Attributes Technology and E-commerce industry sample quotes (4 firms)

Reflective Liu (Neusoft): ‘...Compared to our dream when we first
thinking A founded the company, | could not have imagined what we
part of the have achieved today. We can get a high rating now. But
critical compared to my dreams for the future, what we have
thinking achieved is just like the achievement of one’s childhood. We
process were naive and ignorant 20 years ago. But we have been
referring learning continuously. We are active. Therefore, what we

specifically to  have achieved is far beyond what we expected at the
the process of  beginning. ’
analysing and Guo (HC360): ‘In my opinion, whether a firm is outstanding is

making not determined simply by its profit or scale, but rather by its
judgements exuberant vitality and its potential to lead the future
about what development of other firms in our nation.’

has happened Ma (Alibaba): ‘The Alibaba system has about 350 million

and has been people and more than 34 million companies living within it; |

learned am operating an ecosystem of more than 600 million people.
If 1 % are bad guys, | have 6 million scoundrels.’

never gave up.” Wang of Vanke recalled how he did everything in the first
15 years of his company. He said (Table 16.3¢) ‘I went to Shenzhen in
1983, accumulated some capital, and established Vanke in 1984. From
1983 to 1999, about 15 years, I did everything myself, big or small.’
Zong of Wahaha described how he worked on a farm for 15 years before
returning to his home city of Hangzhou to start his business. He said
(Table 16.3d), ‘life was very tough and it taught me about the hardship
unprivileged people faced.’

As these quotations illustrate, it is hard to imagine how a business can
succeed, or even survive, without determination, firmness of purpose,
and a strong will in its leader. Such perseverance is especially important in
the early stages of economic reform, given the difficult institutional envi-
ronment in which these leaders had to operate and the obstacles they had
to overcome without government support, relative to that of state-owned
and foreign firms (see Chap. 1). Thus the leaders have internalised and
subsumed the trait of determination as they have experienced increasing
success; it is no longer a significant explicit part of the vocabulary for suc-
cessful leaders. This explains the low frequency of its occurrence in the
interview texts.
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Table 16.3c Illustrative quotes on leadership attributes in the construction and
real estate industry

Attributes Real estate industry sample quotes (3 firms)

Determination The Wang (Vanke): ‘'l went to Shenzhen in 1983, accumulated
quality of being some capital, and established Vanke in 1984. From 1983 to

determined; 1999, about 15 years, | basically did everything myself, big
firmness of or small.’
purpose Nie (Tecsun): ‘We have kept our prices low because our R&D

efforts absorbed much of the cost. Furthermore, we

persistently deliver the best quality housing ... Our quality

is twice as good and our price is about 30 % cheaper.’
Discipline A form  Feng (Vantone): ‘We also advocate the important stranger

of self-control principle, because an acquaintance culture weakens the
and control of implementation of a fair system. Generally speaking,
others through when companies deal with strangers, they exclude

establishing and  potential problems caused by personal relations and
following a set of reciprocal gestures, such as renging (human obligation)
rules or order and mianzi (face).’

Nie (Tecsun): ‘The first and most important responsibility is
to give the best products to your customers ... The second
is to treat your employees well. After fulfilling the first
two responsibilities, if entrepreneurs still have financial
resources left, they can invest in public undertakings.
However, if companies fail to do the first two well, they
only hurt society more by investing in public undertakings.’

Duality focus An Wang (Vanke): ‘System and teamwork are the
ability to deal fundamentals of Western management. We Chinese like
with two to use the best part of Western ideas while still basing our
opposing forces operations on Chinese theories, critically absorbing the
or contradictory good part. To me it is simple, | just copy and use.’
requirements Nie (Tecsun): ‘We believe that once profit exceeds 25 %, it
simultaneously is exorbitant and indicates a disrespect for consumers.’
Divinity belief An  Feng (Vantone): ‘Morality and integrity are also reflected in
acceptance of the our self-conscious and self-disciplined company

existence of a governance and financial management. Our company
higher force that  sponsors an Annual Introspecting Day, and has set up

is looking after self-monitoring systems, including an internal control
humanity and system. These practices have allowed us to establish a
one’s duty to value system that is somewhat of a religion guiding our
show gratitude behaviour unconsciously.’

for one’s fortune. Nje (Tecsun): ‘We lack the craftsman mind and spirit. The
more some real estate companies grow, the more harm
they will do. Though they provide temporary housing,
they leave construction waste.’

(continued)
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Table 16.3c¢ (continued)

Attributes Real estate industry sample quotes (3 firms)

Reflective thinking Feng (Vantone): ‘...Private enterprises often make different
A part of the mistakes depending on their development stages. At the
critical thinking early stage, a company grows fast because it makes
process referring  money easily. However, the ability to make money is
specifically to the totally different from the ability to run a company, and a

process of new company’s managers often do not know how to
analysing and operate a company. Like teenagers in adolescence, their
making bodies grow quickly but their minds develop slowly ...
judgements Similarly, if a company in this period cannot learn to grow

about what has up, it will stay small and won’t last long.’

happened and  Wang (Vanke): ‘I often reflect on myself: am | good? Of

has been learned. course | am good. Do | have a wicked side? Unfortunately,
I do. Therefore, since | have a wicked side myself, how can
| require other people to be 100 % good? This logic is very
clear when | run my business.’

Discipline—To Ensure Consistency, Meritocracy
and Professionalism

Discipline is a catch-all word to include having self-control, being princi-
pled, assuming responsibility, insisting on consistency and enforcement,
and merit-based resource or reward allocation decision-making. Based
on the frequency of being mentioned, it appears that control and moni-
toring of the operation, to ensure consistency or reliability of action, are
most important in these leaders’ minds. On average, about 38 % of the
text (paragraphs) are related to the idea of a disciplined or principled
way of organising and managing the firm. The words of Chen of Taikang
Life Insurance capture this idea well (Table 16.3a), ‘we must consider
framework and structure first. The greatness of your ambition determines
how far you can go, and the size of your framework determines how
large your market can be and how far you vision can be.” Structure and
systems are important to most firms, but particularly for financial institu-
tions with a high degree of risk. Ma of CMB said (Table 16.3a), ‘a bank
must have stringent rules/systems and implement them firmly.” Guo of
HC360 mentions (Table 16.3b), ‘self-discipline, industrious, thrifty in
running their firms,” and the need for ‘well designed regulations and
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Table 16.3d Illustrative quotes on leadership attributes in the consumer and
retail industry

Attributes Consumer retail industry sample quotes (3 firms)
Determination The Li (Li-Ning): ‘After throwing away the inferior product
quality of being that couldn’t be sold, the only thing we could do was to
determined; continuously seek what can be sold. This is the basic
firmness of requirement for a product.’
purpose. Zong (Wahaha): 'l grew up in a poor family. | started

working for a living after | graduated from junior high
school. I was only 16 years old. | worked part-time here
and there and then went to work in the countryside, as
most young people did at the time. | stayed on the
farm for 15 years before | came back to Hangzhou. Life
there was very tough and it taught me about the
hardships unprivileged people face. Also, | know very
well that it is impossible for anyone to build and
develop a company alone. You must motivate
employees to work with you.’

Discipline A form of Li (Li-Ning): *...Only through market competition can an

self-control and organisation make progress constantly and become
control of others vigorous. Of course, | must participate in decisions
through concerning the life of the company, and concerning the
establishing and shareholders or basic values. But for detailed decisions, |
following a set of  step back.’

rules or order. Zong (Wahaha): ‘...We will (enter into joint venture) if

the potential partner has good products or advanced
technologies. But the co-operation must be on an equal
footing and for mutual benefit. We will consider no
co-operation that involves only financial investment.’
Duality focus An Li (Li-Ning): ‘The two CEOs after me respected and
ability to deal with  valued my opinions, but | encouraged them to make

two opposing decisions independently. If | am too powerful, they will
forces or become too weak to make independent decisions.’
contr.adlctory Wang (Kidswant): ‘All these years, while my team and |
requirements pondered current real-world issues, | have considered
simultaneously the future.’

(continued)
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Table 16.3d (continued)

Attributes Consumer retail industry sample quotes (3 firms)

Divinity belief An Zong (Wahaha): ‘...Chinese companies need strong,
acceptance of the open-minded leaders who put people first. Leaders who

existence of a lack authority will find it difficult to manage Chinese
higher force thatis companies; in other words, Chinese companies need
looking after strong and open-minded leaders who are kind and
humanity and tolerant of their employees.’

one’s duty to show Wang (Kidswant): ‘...Very simple. First are integrity and

gratitude for one’s  pragmatism. | define integrity basically as no lies—do

fortune. not tell lies internally, and do not deceive people
externally, simple as that. Employees will be fired,
without exception, if they cheat customers, make false
statements, harm anyone inside or outside the company,
or resort to any deceit.’

Reflective thinking Wang (Kidswant): ‘Why does a factory seem more

Part of the critical ~ important when my shopping mall pays more taxes?
thinking process China’s attitude towards commerce is really backward
referring despite commerce guiding production ... | continue to
specifically to the believe that commerce represents a huge opportunity.
process of Consumption, investment and exports are the three
analysing and drivers of China’s future development. | believe that
making internal demand is the most important driving force of
judgements about  the economy.’

what has Li (Li-Ning): ‘Compared with our domestic competitors in
happened and has  the industry, the strength of our company is our capacity
been learned. to manage a brand. However, there is much room for us

to transform this capacity efficiently into company
development and profit.’

mechanisms.” Liu of Lenovo empbhasises the culture of ‘do what you say’
(Table 16.3b), which consists of thinking carefully before making prom-
ises, and ‘do what you say once you have made the promise.’” Feng of
Vantone advocates (Table 16.3¢) the ‘stranger principle’ to ensure fairness
because ‘an acquaintance culture weakens the implementation of a fair
system ... When companies deal with strangers, they exclude potential
problems caused by personal relations and reciprocal gestures, such as
renging (human obligation) and mianzi (face).” Li of Li-Ning Company
shares a similar philosophy. Within five years of founding the company,
Li decided to introduce professionalisation and asked his relatives, fellow
villagers and past sports teammates to leave the company. After he relin-
quished his CEO position, he made a genuine effort to step back from
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detailed decision-making and to focus only on strategic issues (Table
16.3d) ‘concerning the life of the company, concerning the shareholders
or basic values.’

The leader that best exemplifies a strong approach to discipline is Nie
of Tecsun Homes. He developed a detailed Employee Code of Conduct
with over 30 rules that apply to a variety of employee behaviours rang-
ing from personal hygiene to punctuality, from a restriction on gam-
bling to the reporting of expenses. Focusing on the company as a whole,
he emphasised the discipline of providing the best products, treating
employees well, and working for the public good, in that order. He said
(Table 16.3¢), “...if companies fail to do the first two well, they only hurt
society more by investing in public undertakings.’

In summary, successful leaders emphasise discipline in their organisa-
tions by designing rules and defining standards to ensure consistency and
reliability in both actions and decisions, by themselves and their employ-
ees. Discipline ensures transparency, meritocracy and professionalism,
essential ingredients of an efficient and effective organisation. It is not
surprising that these 13 successful leaders all demonstrate a high level of
discipline, as expressed in their thoughts and words when describing their
management philosophies and practices.

Duality Focus—Embracing Conflict, Balance
and Opposites

A duality focus refers to the leader’s orientation and capability of bal-
ancing two or more opposing forces or satisfying contradictory require-
ments, whether objective or perceived. Leaders with a duality focus pay
attention to both people and task issues, both operational and strategic
issues, both current and future challenges, both self and other interests,
both internal and external contingencies and so on. They show an appre-
ciation for both the East and the West, the new and the old, the present
and the past, and see the need for both stability and change, consistency
and flexibility, autonomy and control. They have a ‘both/and’ rather than
an ‘either/or’ mentality, a core idea in both Confucianism and Daoism
and captured by the term ‘yin/yang’ (Fang 2012; Jing and Van de Ven
2014; Ma and Tsui 2015). However, it is not simply a perspective or
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mentality; duality is reflected in the leaders” actions and decisions. This
is an important distinction from the attribute of ‘reflective thinking’ that
will be discussed below. Reflection and learning from past experiences
may or may not reveal a duality focus.

Based on the analysis of the interview texts, words relating to duality
focus are present in 5 % to 30 % of paragraphs, with an average of 16 %
across all 13 leaders. As Liang of Fosun said (Table 16.3a), “The most
important thing (in Tai Chi) is tolerance of yin and yang. If you think
yang is right, you must clearly know that yin causes yang. Never try to
eliminate conflicts or rivals. You must discover the co-existence of their
interests.” Chen of Taikang Insurance said (Table 16.3a), ‘we must allow
balance between consistency and flexibility. We need to pass on our core
company culture values, but to compete in the market, we must respect
special features in different markets.” Liu of Neusoft reflects on the need
for duality in perspective with these words (Table 16.3b): ‘Sometimes
there are conflicts and tensions, but in the process of developing a com-
pany, you must have trade-offs if you want the company to be long lived.
For example, efficiency might suffer when rules are too strict. But institu-
tions/rules can avoid the risk of organisational death caused by flexibility.”

Keeping an eye on both the present and the future, Wang of Kidswant
shared these words (Table 16.3d), ‘All these years, while my team and I
pondered current real-world issues, I have considered the future.” Wang
of Vanke saw the merit of blending the East and the West. He said (Table
16.3¢c), “We Chinese like to use part of Western ideas while still basing
our operations on Chinese theories, critically absorbing the good part (of
both the East and the West).”

We observe as much within-industry variation (e.g. 10 % to 30 % in
the finance industry, 5 % to 20 % in real estate, and 10 % to 25 % in
the consumer/retail industries) as there is between industries. No clear
pattern of significant differences exists between industries. The leaders
with an apparent higher level of duality focus have a wide range of edu-
cation (from a bachelor’s degree to a doctorate). It is not clear that the
Chinese traditional philosophies of Confucianism or Daoism are the
major sources of their duality thinking. Only two of the four leaders
make reference to these sources. However, duality focus is present among
all 13 leaders, with an average of 16 % of the interview texts relating
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to this attribute. While it is lower relative to the attribute of discipline
(which has an average of 38 %, with a range from 20 % to 55 %), duality
focus is clearly a defining characteristic of these successful leaders.

Divinity Belief—Uncompromised Integrity, Gratitude
and Compassion

This is perhaps the broadest concept, relative to the other four. At the
most fundamental level, it is a belief in the existence of a higher force that
is looking after humanity and governing the universe. In other words, it
is a belief that one’s fortune or misfortune is not entirely within the con-
trol of a human person. Leaders with this belief have a sense of humility
because the human person is small relative to the grand universe (Ou
et al. 2014); they express gratitude for their blessings, and follow the
Golden Rule (treat others as you would like to be treated by them). They
tend to treat others with generosity, forgiveness and integrity. They are
interested in developing followers and encouraging them to reach their
highest potential. These leaders locate the source of this divinity belief in
the intellectual and philosophical teachings of Confucianism, Daoism,
Buddhism and Christianity. In fact, the Golden Rule is a core doctrine
in most religions and philosophical teachings (Robinson 2016). Formal
religious belief is not a necessary condition, however, for an individual to
have a high level of morality and integrity, to express gratitude, and to
be kind and compassionate. Leaders without a religious faith can also be
high in self-transcendence and low in self-enhancement.

The results of the attribute content analysis suggest a moderate degree
of variation in the presence of the divinity belief among the 13 leaders.
There is also a similar degree of variance between leaders within the same
industry. For example, in the technology and e-commerce industry, the
presence of the divinity belief attribute is 10 % for one leader and 25 %
for another. In the financial services industry, the range is between 10 %
and 20 %. Across all 13 leaders and four industries, the presence of divin-
ity belief ranges from low (10 %) to medium (25 %), with an average of
18 %. Again, similar to duality focus, we do not detect any systematic
pattern between having a divinity belief and the leaders’ background or
the industry in which they operate. This individual difference attribute
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seems to be present in varying degrees among all successful Chinese busi-
ness leaders, at least among the private-firm entrepreneurs.

The element of humility within divinity belief can be seen in the
words of Ma of CMB (Table 16.3a), ‘I also had limitations ... I espe-
cially emphasise that not everything I did in the past was correct.” Liu
said (Table 16.3b), ‘Lenovo requires sincerity and integrity, and we ask
employees to sincerely express their convictions to supervisors personally,
rather than just speak some pretty words ... Lenovo’s leaders must con-
sistently model their actions to gradually foster this culture of sincerity
and respect.” To Feng of Vantone (Table 16.3¢), ‘Morality and integrity
are also reflected in our self-conscious and self-disciplined company gov-
ernance and financial management ... to establish a value system that
is somewhat of a religion guiding our behaviour unconsciously.” Wang
of Kidswant also emphasises integrity, defining it as ‘no lies,” both inter-
nally and externally. He says firmly, (Table 16.3d), ‘Employees will be
fired, without exception, if they cheat customers, make false statements,
harm anyone inside or outside the company, or resort to any deceit.’
Honesty is a core principle underlying the employee code of conduct at
Tecsun Homes. Employees are trusted to submit expenses claims without
supervisory review, but if these are found to be false, they will face severe
punishment causing ‘lifelong consequences.” Nie is known to stand by his
motto “Tecsun will always be a just, noble and conscientious company.
Rather than give in to evil to survive, Tecsun would rather close down!’

Zong of Wahaha exemplifies the spirit of both humility (open-
mindedness) and compassion (kindness) through these words (Table 16.3d),
‘Chinese companies need strong and open-minded leaders who are kind and
tolerant of their employees.” His early experiences of hardship and poverty
developed in him a high level of compassion for people without privileges.
He purchased apartments at market value and sold them to his employees
at greatly reduced prices. Nie of Tecsun Homes has developed a system with
high integrity, responsibility and transparency that protects customers and
employees first, and then contributes to society. He has found other real
estate companies that grew at the expense of society to be irresponsible and
disgusting. He said, ‘the more some real estate companies grow, the more
harm they will do. Although they provide temporary housing, they leave con-
struction waste.” Nie takes pride in looking after the company’s employees
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and has put aside a large pension fund to ensure they will live a decent life
and die with dignity. He said, ‘T want people who have gone through thick
and thin with me to live well.”

Overall, the four D attributes account for about 76 % of the con-
tent in the 13 interviews. This is noteworthy because the interviews were
designed and conducted independently of and before the development
of the four attributes. These findings suggest the centrality of these attri-
butes of the leaders, while leading and managing their entrepreneurial
firms on the road to success and sustainability. These findings corrobo-
rate those of the the large-sample survey studies described in Chap. 2, in
which the leaders were from firms with different ownership structures
and across a wide variety of industries. Next, we turn to the new attribute
that emerged from this set of interviews: that is, reflective thinking.

Reflective Thinking—Critical and Integrative Thinking,
Learning, Sense Making and Meaning Making

This attribute refers to the critical and step-back thinking process that
involves analysing, making sense about what has happened, and making
meaning about the world based on experiences, observations and wide-
ranging reading interests. Reflective leaders think about bigger and more
long-term issues based on their critical analyses of the problems they or
others have experienced. For example, they contemplate the role of busi-
ness and its relationship to stakeholders beyond shareholders (including
customers, employees, suppliers and so on) and on the role of the govern-
ment relative to business for the progress and harmony of society. They
engage in self-reflection and use analogies and metaphors in their lan-
guage. They have a high level of curiosity about the world and take time
to step back and look at the big picture or to think about the cosmos.
Reflective thinkers are learners (Conklin 2012; Rodgers 2002), which is
an important quality of strategic thinking that Mintzberg (1994) claims
to be necessary for visionary leaders and managers. To be more specific,
Mintzberg (1994: 108) states that strategy making is so complex a process
that it ‘involves the most sophisticated, subtle and, at times, subconscious
elements of human thinking’; and strategic thinking is about synthesis,
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involving ‘intuition and creativity.” While such learning may influence
the CEOs’ decision-making and actions, reflection usually does not nec-
essarily have implications for action. We observed the largest variation
in the presence of this attribute among the 13 leaders. The percentages
range from low (10 %) to high (45 % or more) with variance both within
and across the industries. In the finance industry, the attribute is reflected
in 20 % to 45 % of the interview texts, while in the real estate and con-
sumer/retail industry, it is from 10 % to 30 %. Among the 13 leaders,
three show a relatively high level (35 % to 45 %) of reflective thinking,
and three leaders have a low level (less than 15 %). There seems to be
more reflective thinkers among leaders in the financial (average 33 %)
and technology industries (average 24 %) than among the leaders in the
real estate (19 %) or consumer/retail industries (20 %). The overall aver-
age level is 24 %, higher than for duality focus (16 %) and divinity belief
(18 %) but lower than for discipline (38 %). This suggests that reflective
thinking is also a defining attribute of these successful leaders.

This statement by Liu of Neusoft illustrates reflective thinking,
‘Compared to our dreams when we first founded the company, I could
not have imagined what we have achieved today ... We were naive and
ignorant 20 years ago. But we have been learning continuously ... what
we have achieved is far beyond what we expected at the beginning.” Guo
of HC360 reflected on the nature and purpose of the firm (Table 16.3b),
‘whether a firm is outstanding is not determined simply by its profit or
scale, but rather by its exuberant vitality and its potential to lead the future
development of other firms in our nation.” Chen reviews the progress of
Taikang Life Insurance with this statement (Table 16.3a), ‘As a company
with 15 years of rapid growth, we still lag behind leading firms in matu-
rity and technical competence. But our overall framework has been well
established; we are now strong enough to compete with big firms for
talent, which is the most important prerequisite for building a great com-
pany.” Ma of Alibaba sees himself as operating an ecosystem rather than a
company (Table 16.3b): ‘If you look at Alibaba as an ecosystem, we have
about 350 million people on the platforms and more than 34 million
companies living within it. I am operating an ecosystem of more than
600 million people.” Wang of Kidswant ponders on the question of the
role of business in society and government. He realised that the status of
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commercial activities lags behind that of manufacturing perceiving that
Chinese society continues to value production more than commerce. So
he asked (Table 16.3d) “Why does a factory seem more important when
my shopping mall pays more taxes? China’s attitude towards commerce
is really backward despite commerce guiding production.” Reflection is
not only directed towards the external world but also internally, as Wang
of Vanke indicates (Table 16.3c), ‘I often reflect on myself: am I good?
Of course I am good. Do I have a wicked side? Unfortunately, I do.
Therefore, since I have a wicked side myself, how can I require other peo-
ple to be 100 % good?” Through self-reflection, the leader becomes more
detached from him/herself and gains a more balanced perspective on
human needs, relationships, life, meaning, purpose, progress, society and
the universe. Nie of Tecsun, in expressing admiration of the extremely
fine craftsmanship of Swiss watchmakers, also provides an example of
reflective thinking. He said that China needs more entrepreneurs such as
Swiss watchmakers. This is not determination, not discipline, not duality
focus, and not divinity belief. It is reflective thinking.

Summary

We obtained the confirmation of four attributes from the interviews of
the 13 leaders and observed the emergence of a fifth attribute. The rate
of 38 % for ‘Discipline’—the highest frequency of mention by the 13
leaders—is worth further discussion and elaboration. We offer several
explanations for the salience of discipline in these leaders’ minds. The
first is related to the business environment the leaders face. In China’s
transitioning economy, private businesses have to deal with governmental
control over many aspects, whereas many governmental officials engage
in ‘rent seeking’ behaviours. The recent anti-corruption movement initi-
ated by President Xi represents an effort to restore public confidence in
the government; however, the number of corrupt officials being impris-
oned every week, and the amounts of money they have embezzled, are
astonishing. To ensure that their business will survive and not be taken
down along with the corrupt government officials, the leaders of private
businesses need to have strong discipline in walking the thin line between
bending the law and breaking it.
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The second explanation for the significance of discipline in the think-
ing of these leaders is related to organisational management. Even today,
the majority of private businesses in China are family owned, and typi-
cally they have relied on the traditional philosophy of ‘person governs’
rather than the modern management philosophy of ‘system governs.” The
‘person governs’ principle provides the leader with a great deal of freedom
and flexibility in all aspects of management, with the leader having few
restrictions on his or her actions. These leaders have high agency, as sug-
gested by Chen and Lee (2008) in their analysis of Chinese leadership.
On the other hand, when adopting the principle of ‘system governs, the
leaders need to be role models in complying with rules and regulations.
In this sense, the 13 leaders we interviewed are proud of the professional
managers who run their businesses, based on the principle of ‘system
governs.” The ‘system governs’ idea is also consistent with the teach-
ing of Legalism introduced about 2,000 years ago, 250 years after the
introduction of Confucianism and Daoism (Ma and Tsui 2015). It is an
early Chinese form of bureaucracy, emphasising clear divisions of labour,
detailed job descriptions, well-defined rewards and punishments, trans-
parency, meritocracy and fair enforcement. The ‘system governs’ idea is
also consistent with modern professional management.

Finally, we speculate that the salience of this attribute is highly related
to the leaders’ self-discipline in their professional and personal lives. It is
not uncommon to hear that a successful entrepreneur has been sent to jail
because of gambling excessively, seeking prostitutes, or having children
out of wedlock. Many of the richest people on the Hurun list since 2006
have been imprisoned, and the media has also reported incidences of a
‘second-wife village’ in several cities in China. Living in a society with
pervasive materialism and hedonism such as is developing in today’s
China, it requires extra effort and self-discipline not to let oneself follow
the social norm of questionable behaviour.

The new distinguishing attribute that we found in this set of leaders
but was not obvious in previous large-sample survey studies is reflective
thinking. Interestingly, it was mentioned, though not featured in the
interview study, by Zhang et al. (2008). We speculate that the emergence
of this attribute is highly related to the educational backgrounds and life
experiences of these leaders. As noted earlier, they had all achieved at
least one university degree, with a few also earning a master’s or doctoral
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degree; thinking and learning have been an integral part of their develop-
ment. They are also highly rational and analyse issues from a detached
perspective. These leaders put themselves in the big picture and view
themselves objectively via a third-person perspective to reflect on their
own strengths and weaknesses and to learn both from their own mistakes
and from the lessons of others in contemporary and historical settings,
local as well as global. We suspect that this unique attribute might be the
one that sets these 13 leaders apart from the many private business leaders
included in previous large-sample studies and, as a result, sets their firms
apart from the millions of other private firms in China.

We should mention that the presence of this attribute could not be an
artefact of the research method; that is, the interview questions forced
the leaders to ‘reflect’ on their life and past experiences. If it is a method
artefact, we should have more leaders scoring highly on this attribute
than the 24 % we found based on the systematic coding.

Results of the Thematic Content Analysis

In this section we present the results of the thematic content analysis of
the interview texts to identify management thoughts and leadership prac-
tices in the 13 companies. In other words, we wanted to determine both
their ideas (thoughts) and their actions (practices). We first present the
distinctive management thoughts and leadership practices within each
of the four industries. Then we identify and discuss the commonalities
across industries. Finally, we present the less common and industry- or
company-specific management thoughts and leadership practices.

Leadership in the Financial Services Industry: Risk
and Credibility Management, Differential
Management and Innovation

The three private enterprises (and founders) in the financial, insur-
ance and investment industry are the Fosun Group (Xinjun Liang),
Taikang Life Insurance (Dongsheng Chen), and China Merchants Bank
(Weihua Ma).
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A predominant characteristic of management priority in the financial
services industry is 7isk management and upholding the credibility or rep-
utation of the company. When a financial institution loses its credibility,
its business could be ruined, and it is most likely that the company would
become bankrupt. Managing credibility and risk is a principal concern
for the three leaders, as it could be a matter of life or death for their
companies. For example, a situation occurred at China Merchants Bank’s
Shenyang branch in 1999. The origin of the crisis was only a rumour,
but the situation could have adverse impact on the Bank had Mr Ma not
managed the crisis appropriately. Of course, the support from the Central
Bank of China and the local government (a result of Mr Ma’s strong gov-
ernment relationships gained from his prior experience) also contributed
to the successful resolution of the situation during this process.

Money or capital is the essential product of the financial industry,
which flows to different destinations to create higher value, and which
in turn pays back to the depositors or investors, accompanied by corre-
spondent services. The differential management between earnings and the
cost of capital is the principal business model for companies operating in
this industry, and all three leaders acknowledged that. China Merchants
Bank transformed its business model in 2004, which included increas-
ing income from non-interest business (reaching over 21 % of revenue);
serving micro and small enterprises; and increasing retail business that
follows a similar rationale, though requiring a better balance between
risk management and cost control. In addition to low capital costs and
high earnings, structural cost is another key for financial performance.
That is, high efficiency in business processing and in sales creates higher
value added. China Merchants Bank improved internal management to
achieve efliciency, using standardisation and integration to reduce costs
and enhancing their high reputation with branding.

This differential management approach is also present in the Fosun
Group, which underwent a transformation from industrial operations to
investments, and then to asset management and insurance service. This
value chain reduces capital costs and increases value-added in their prod-
ucts and services. Fosun looked for cheap resources (capital) and projects
to invest in; in addition, the company replicated the business model and
methods across these investments, which allowed for efficiency in terms
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of mass production and lower unit costs through economies of scale. Its
premium pricing increases value-added with brands and sustainability of
resources such as technology and capital. One of the techniques Fosun has
used is buying when the invested project/enterprise is cheap and selling
at its peak. Some European companies, declining in value, have recently
been acquired on this principle, notably, with which it has formed a stra-
tegic partnership: French holiday resort chain Club Méditerranée SA and
the British travel company Thomas Cook (Hu 2015).

Taikang Life Insurance Company bases its management practices on
the philosophy of providing steady, professional, amiable, innovative and
honest service. Most of these elements focus on building a reputation of
quality services for clients, who provide low-cost capital for later invest-
ment. With the trust of their clients, the insurance and asset management
business model could be sustained in the long run. Based on logic simi-
lar to Fuson’s, Taikang Life Insurance commits itself to practices such as
specialisation, standardisation, marketisation and internationalisation to
achieve economies of scale that reduce structural costs and provide value-
added activities.

In contrast to the risk-controlling nature and conservative image of
the financial services industry, all three firms place a great emphasis on
innovation, considering it to be a relevant element in their success. On
the one hand, there is a certain degree of monopoly in the financial
industry because its entry barriers are high, including requiring a large
amount of capital, there are many strict regulations, and it is difficult to
obtain an operating licence. So those who are able to enter this indus-
try share numerous common features and offer similar core products. In
such a context, the initial market was highly concentrated, with fierce
competition based on the same business model and operating logic. To
gain competitive advantages for long-term survival and development, the
companies have to be innovative.

The forward-looking leaders in Fosun, Taikang and China Merchants
Bank have relied on innovation to bring about critical transformations
in their business models. The motto of Chen, at Taikang Life Insurance,
is ‘to innovate is to be the first to imitate’ and ‘to learn from the West.”
Imitation worked for Taikang because the financial industry in China
was still in its infancy at that time (early 1990s). Nonetheless, while
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imitation could be a helpful initial step, self-generated innovation is
necessary for long-term sustainable development and superior perfor-
mance (Peng et al. 2009; Zhang and Zhou 2015). For example, in spite
of the comment of imitating the West and benchmarking insurance
companies in mature markets, Taikang did not just ‘copy and paste’
an identical model. Indeed, the company analysed different models
and selected the optimal option by blending them to form a unique
Taikang approach.

A similar approach can be observed in the China Merchants Bank.
Though their decision to launch a credit card business was based on
the model in Western countries and in other Chinese contexts such as
Hong Kong, Taiwan and Singapore, Weihua Ma rejected the idea of
co-operation with CitiBank. His rationale was that he did not want
China Merchants BanKk’s success to be attributed to the partnership with
CitiBank. Fosun even created its own unique business model by focusing
on China’s growth in the consumption market through leveraging global
resources such as products with European brands and origins. The entre-
preneurial spirit of Liang in Fosun won him several innovation awards
for entrepreneurs.

Leadership in the Information Technology
and E-Commerce Industry: Humanistic Approach, Dual
Systems and Tolerance of Mistakes

In this highly technology-related industry (IT solution providers, per-
sonal computers, e-commerce and related services), four enterprises and
their leaders (Neusoft: Jiren Liu; Lenovo: Chuanzhi Liu; HC360.com:
Fansheng Guo; and Alibaba: Jack Ma) offered their insights on how to do
business successfully in China.

The leaders of the four technology firms pay a great deal of attention to
a human touch in managing their enterprises. For Ma of Alibaba, ensur-
ing that employees are happy at work is key to becoming innovative. He
uses the motto ‘live seriously, work happily.” Ma also emphasises moral-
ity and values in the culture of the company. Performance assessment at
Alibaba does not focus on sales performance, but on a value assessment
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of employees. Similarly, he rejects recruiting managers who are excellent
in sales but morally questionable. At Alibaba, leadership succession must
come from within the company, because that is the only way the can-
didates will be socialised to the corporate culture and values. Similarly,
both Liu of Lenovo and Guo of HC360 claim a family culture. For Liu,
Lenovo is a family without kinship. In other words, he has set up a culture
in which every employee and manager considers the company to be his
or hers. HC360 is listed on the Hong Kong Stock Exchange, but it still
possesses a family business culture. Guo plays the role of the ‘spiritual’
father of this ‘family’ business. He cultivates a family culture by giving
70 % of annual profits to employees through a profit-sharing scheme,
thus aiming to encourage employees to feel that they are ‘working for
themselves.” Guo is serious about being a spiritual leader and navigator
rather than intervening in the day-to-day management of the enterprise.
He believes that ‘no management is the best management, reflecting
a core Dao spirit of ‘invisible leadership.’

While Liu does not claim Neusoft to be a family business, there is also
a family culture and a human touch in his leadership style. He trusts his
employees and empowers them to release their imagination and creativ-
ity fully. In this way, employees feel the growth of the company is being
created with their participation, and they perceive themselves to be con-
tributors to, and owners of, Neusoft. In Liu’s view, a technology company
needs to go ‘beyond technology.” A humanist approach to management
places emphasis on the people who create knowledge in this knowledge-
intensive industry, where high employee turnover is common (Zhang
and Xu 2014). Based on a strong corporate culture with a family value
system and trust, the company gets a return on loyalty and passion in
the workplace. Employees perform at a high level because the company
is part of their family, and they are working for themselves and for the
benefit of their own lives.

These technology firms do not only rely on soft systems such as cor-
porate culture; they also develop hard systems, such as organisational
structure, processes, and human resource management systems, to be
consistent with the culture and ensure success. It is a dual system, like
the two sides of a coin. For example, both Liu of Neusoft and Ma of
Alibaba mentioned their audit departments specifically, which investigate
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any unethical or illegal behaviour. Liu of Neusoft emphasised that a
company needs to implement a strong system and procedures to prevent
any risks resulting from trust and empowerment. Accountability is built
into the system, such that a superior is required to be responsible for
the behaviour of his/her subordinates. Liu of Lenovo insists on ‘do[ing]
what you say’ to ensure personal responsibility and accountability. Only a
combination of reliable structure, system and procedure with a culture of
‘do your best with heart and effort’ can make the ‘family business without
kinship’ function appropriately.

Since the technology industry requires intensive knowledge content
and continuous innovation, constant learning in both the technology
content and changing market conditions is necessary to sustain successful
performance. Tolerance of mistakes is another feature in this industry, as
reflected in the words and actions of these leaders. As long as the mistake
is not fatal, Guo from HC360 will simply ignore it. Ma of Alibaba and
Liu of Neusoft emphasise that the only rule is not to repeat the same mis-
take, as part of learning is avoid repeating mistakes. Moreover, tolerance
of mistakes is part of the culture of taking a certain level of risk and ven-
turing in business. In the opinion of Liu of Lenovo, Japanese companies
faced a challenge in their second generation of professional managers,
who became conservative and risk-averse. While the level of risk needs to
be moderated and handled carefully in order to avoid any fatal hazards,
risk-taking is part of the entrepreneurial adventure, as past experience
never guarantees future success. Only through methodical learning, con-
tinuous innovation, the encouragement of certain risks and a tolerance
of mistakes can a company keep pace with the fast-moving developments
in this industry.

Leadership in the Construction and Real-Estate
Industry: Ethicality, Simplicity, Market-Orientation
and Business Sustainability

The three leaders in the real-estate and construction industry are Lun
Feng (Vantone Holdings), Shi Wang (Vanke properties), and Shengzhe
Nie (Tecsun Homes).
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While successful companies have always emphasised a strong corpo-
rate culture, the three leaders in this industry emphasise in particular
moral and ethical principles. The nature of the businesses in these three
private enterprises differ in that they are positioned in different segments
of the industrial value chain. Vantone’s major business is real estate and
industry development complemented with fund and asset management.
Vanke specialises in residential property development, and Tecsun manu-
factures upmarket villa homes. However, all three leaders agreed that the
company’s and individuals’ morality is essential and equally important
for their success. Because of the strong ties with government (which is
necessary to acquire the land for real-estate development and to obtain
a construction licence, etc.) and the importance of other stakeholders in
the sales chain for competitive pricing, the real-estate business is gener-
ally considered to present significant challenges to a company seeking to
avoid the scandals of corrupt behaviours such as bribery. Nevertheless,
these three extraordinarily successful private enterprises are not only
exemplars for not engaging in illicit behaviours (at both individual and
corporate levels), but also demonstrate strong ethical and moral role
models for others to follow. All three companies have firmly stated their
principle of transparency, reporting any bribery intent, or cutting the
business deal, and are willing to sacrifice short-term benefits in order to
stick with the legal bottom line and ethical principles. This discipline of
unfailing adherence to ethical conduct has contributed to their long-term
sustainability. Beyond the legal compliance and moral correctness, they
also emphasise value creation for customers, the well-being of employees,
and social contribution. While it may sound utopian and lofty, Vantone
has long stated that its mission is ‘to create an enterprise that could save
the world, create wealth, and perfect the self.” Its basic principle in its
business is not ‘just do it to make money, but ‘do it to benefit society’ by
‘benefiting self and benefiting others.’

Wang of Vanke also began his entrepreneurial career with a similar
idea (and has maintained this idea throughout his entire business career).
In Vanke, young people are encouraged to develop their capability and
apply their talents to benefit both the company and society. Tecsun’s
Employee Code of Conduct has sold more than half a million copies. It
is hailed as the ‘Management Bible for Chinese Enterprises.” This Code
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is a demonstration of founder/CEO Nie’s concern for the quality of life
of his employees. Nie created an employees’ pension fund from his own
income. Indeed, vowing even to auction off the company if necessary
to save an employee’s life, Tecsun once spent 6 million RMB to provide
a cure for a sick employee. The value system of Tecsun to contribute to
society and to create value for customers is also reflected in its pricing
policy: it considers a profit margin of 15 %-20 % to be reasonable. If
profits exceed 25 %, Nie considers it shows a disrespect for customers.
Through this humble approach, the business model of Tecsun has been
unbeatable by any other competitors in the market, making it unique
and sustainable.

The three leaders further insisted on a market focus and innovation for
business sustainability. They are cautious about relying on government
relationships. Tecsun’s Nie referred to the example of the once richest
businessman in the Qing Dynasty, Xueyan Hu. Hu had a tragic end;
his business empire collapsed when his good friend in the government,
General Tso, passed away. Nie has therefore chosen to stay away from the
government but instead has focused on a niche market segment in order
to be the best. Tecsun’s products are well positioned in the market and
sustained by constant research and development (R&D). He has focused
on both quality and cost, claiming that his houses offer twice the quality
with a 30 % cheaper price. While the cost of raw materials has increased
significantly in recent years, the price of Tecsun’s homes has increased
only once in 15 years—by 10 %. This low cost but high quality is sus-
tained by R&D that absorbs the increased cost of raw materials.

Along the same lines, Wang from Vanke dedicates its real-estate busi-
ness to residential development, in which it establishes sound branding,
a good reputation and customer loyalty. Unlike its principal competitors
who have expanded without much restriction, the focused strategy of
Vanke allowed it to overcome the crisis when the government intervened
and the market became strictly controlled. In a mature market, the only
way to succeed is to introduce differentiation in the target segment. In
this case, product quality is not enough. Vanke leads with innovation
in the market, by providing post-sale service and the notion of ‘good
neighborhood.” To enhance customer satisfaction, the company engaged
Gallup to conduct a survey of its customers. Employees’ performance
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appraisal is related to the indicators in this customer satisfaction sur-
vey. For example, ‘good neighborhood’ is measured by how many other
homeowners a homeowner knows, which symbolises a harmonious com-
munity. If the survey results show a low score on this item, the property
manager is expected to organise social activities for the residential house
owners, providing an opportunity for them to get to know each other
and to build a better neighborhood and relationships. With the strong
reputation of Vanke in the market, customers were willing to wait for
their product launch to market in 2012 when the purchase was restricted.

Feng from Vantone considers diversification to be a common mistake
that private enterprises make when they have their first success. Many
private firms do not have the market capability to handle such diversi-
fication. Instead of relying on political connections or the capital mar-
ket, Feng prefers to focus on product and service innovation to meet
customers  demands. ‘Being moral and creative’ is the often emphasised
principle that Feng promotes both within the company and in society.
Vantone invests 3 % of its annual revenue in R&D. Vantone created a
new concept of a three-dimensional city, a subversion of the traditional
city model, transforming a psychological pattern.

With a market focus and a customer-oriented innovative business
model, Vantone, Vanke and Tecsun stick with humanist and simple
management principles to support their successful entrepreneurial paths.
Known as the ‘Property Thinker’ in China, Feng from Vantone actively
promotes ecological, humanist and technological moves in the real-estate
industry. He emphasised several times in his interview that his manage-
ment philosophy and principle is ‘very simple: be moral and be creative.’
This simplicity is reflected in the execution of the principle, ‘not only
keep it on paper—but do what you say.” Most of the company’s other
principles are extensions of this fundamental idea of simplicity. Being
moral and maintaining value adherence, as in a religious organisation,
is highly effective and with a low co-ordination cost. Being creative by
introducing innovative products and services helps to differentiate the
company in a highly competitive market. Sticking to these ideas and
keeping it simple enhance efliciency in the implementation process. This
is relevant because Chinese society and culture often emphasise complex-
ity, including the usage of guanxi (interpersonal relations), mianzi (face)
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and renqing (human obligations). Despite the effectiveness of guanxi
practices in certain business circumstances (Chen and Chen 2009; Chen
etal. 2013; Chen et al. 2004; Zhang and Zhou 2015), guanxi also creates
problems for management and business dealings, especially in the real-
estate industry. For example, acquaintances may ask for discounts when
purchasing properties. Therefore, Vantone applies ‘the Stranger Principle’
to maintain a fair system. According to this principle, employees are to
treat all clients as important strangers, and to apply the rules universally
and equitably with no favoritism.

Similarly, Wang from Vanke also appreciates the humanist concept
and believes that the liberation of humanity is the ultimate goal of life.
He advocates Western logical thinking and is very much against the
Chinese traditional culture elements of renging and mianzi. To simplify
interpersonal relationships in the company, he firmly refuses to allow any
of his related family members to work there, which he illustrated, dur-
ing the interview, with an example of how he dismissed a cousin from
the company. At the same time, he and his management team highly
respect people and give them the chance to develop their potential; in
addition, they promote tolerance as an important value. Even though
many Chinese companies have expressed very good principles, claiming
employees as their assets, in practice, they do not always adhere to these
principles. In the case of Vantone and Vanke, however, it is the simplic-
ity of their management philosophy and adherence to it that drive their
continuous success and sustainable development.

‘Do what you say’ is also the way of Tecsun. The well-known Tecsun
Code of Conduct has major effects on employees’ behaviour by influenc-
ing their day-to-day work and life. It is practised effectively in the com-
pany, and people can see how it works, modelling respect and trust to
oneself and others. Since all behavioural requirements are explicitly writ-
ten and executed, it makes management, and life in general, simpler. The
effectiveness of the rules also depends on whether the one who designs
the code follows the same rules. In this case, Nie’s act of spending a large
amount of money to save the life of one of his employees provided a
testimony that he really cares about his employees; he trusts and respects
them.
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Leadership in the Consumer Goods and Retail
Industry: Branding with Innovation, Building
Organisational Capability and Engaging in Constant
Transformation

For the retail industry, we analysed the management thoughts and prac-
tices of three leaders: Ning Li (the Li-Ning Company), Qinghou Zong
(the Wahaha Group), and Jianguo Wang (Kidswant). While the three
companies are grouped under the umbrella of retail and consumption,
the specific market in which each operates is very different: Li-Ning
specialises in sports-related goods such as clothing and sporting equip-
ment; Wahaha is involved principally in food and drink production and
sales; and Kidswant offers integrated services and products for children
from birth to 14 years and their families. Despite these differences, how-
ever, they share some similarities in their management philosophies and
practices.

First, these three companies have a strong emphasis on branding
with innovation as they operate in a highly cost-conscious market. The
Li-Ning brand is well known in China, and is named after its founder
Ning Li. His gymnastic accomplishments as an Olympic gold medallist
earned him the admiration of the Chinese people. Currently, Li-Ning
is a reputed sporting goods brand not only in China but also around
the globe. The Li-Ning Company has a controlling interest in Double
Happiness (China), a well-known brand of table-tennis-related sports
products, and an alliance with the international company, Lotto (Italy),
an established sports fashion brand.

Beyond branding, research and development (R&D) is also important
for innovation in product development and quality improvement. Even
though the company is positioned in a high-end segment of the industry,
cost efficiency is critical, because to stay competitive needs a large volume
of product sales. This large volume also means that a variation of several
cents per unit may be related to a big difference in profit or loss. Further,
the manufacturing base of the overall industry has been shifting gradually
from the Four Asian Tigers to China, and now to Vietnam, as multina-
tionals seek lower production costs.
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The Wahaha Group has also been focusing on its economies of scale
by growing market share and sales volume. The group has been spend-
ing 3 % of its revenue on R&D, a relatively high ratio for a company in
the retail/consumer industry. It is engaging in three forms of innovation:
(1) Improvement innovation, such as improving packaging to attract
consumer purchases; (2) Imported innovation by purchasing advanced
machinery from the West to reduce production costs and improve prod-
uct quality (e.g. improving or creating new flavours); and (3) Independent
innovation by developing new products that can increase pricing power
in the market. With innovative ideas, high quality products and first-class
marketing capabilities, Wahaha is now the strongest brand in the Chinese
beverage industry, having earned a large market share, and it has begun
to exploit this strong brand prestige by diversifying into the children’s
garments industry.

In the case of Kidswant, the parent company, Five Star Holdings, has
extensive experience in building and managing brands in several indus-
tries. Kidswant CEO Wang identified a huge market, with 24 million
babies born every year, and 360 million children aged from birth to 14
years old. Now that China allows urban couples who are single children
themselves to have a second child, the population in this age group will
become even larger. Wang observed that China had no brand dedicated
to such a huge market. Today’s Kidswant enjoys a strong reputation as
a speciality kids’ products and services chain store with an innovative
business model. Innovation is encouraged strongly in all areas to improve
efficiency and effectiveness. Employee rewards have been established for
continuous innovation, with the ultimate objective of satisfying custom-
ers: innovations are focused on building a strong and close relationship
with them. This requires not only creating customer needs but also listen-
ing to customer experiences. For example, the initial spacious and luxu-
rious design of stores aimed at the high-end segment where Kidswant
wanted to position the brand did not encourage customers to enter. After
talking to customers, including having dinner with selected customers,
Wang discovered that Chinese mothers are very price conscious regard-
less of whether they are rich or poor. A store with a spacious and luxuri-
ous design discouraged entry because customers presumed the products
and services would be expensive. Responding to customer opinions,
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a modification in design successfully changed the flow of customers’ visits.
The offer of free services such as children’s cultural events, experience-
sharing sessions, expectant mother, new mother and grandparent clubs
have also increased customer flow into the stores.

All three leaders claim that a company’s success is not an individual
effort, but a result of its overall organisational capability to create and
serve customers needs and, ultimately, to create and keep customers’
loyalty to the company and the brand. Based on the efforts of all com-
pany employees through teamwork, high organisational capability was
built up through the company’s system in different areas, including a
special emphasis on customer relationship management and sales net-
work. Kidswant has an innovative business model that transforms their
frontline store employees from salespersons to caretakers of customers. A
strong customer relationship management culture has been instilled in
the mindset of all employees in such a way that it forms an organisational
capability oriented towards customer satisfaction. Customer satisfaction
becomes the ultimate performance indicator for all levels of employees
and managers, with specific measures in accordance with the company’s
current objectives and the job function of the employee. For example, the
frontline employee’s performance is assessed by the number of members
in various clubs, the number of customers converted into club mem-
bers, the amount of each transaction, and the sales amount per customer.
Frontline employees are expected to provide a rapid response to resolve
any customer issues, as they are in direct contact with customers. They
can also make decisions on sales advertisements as they think appropriate
without gaining approval from store managers. In this way, the services to
customers are on time, flexible and effective. The function of managers is
to serve the frontline employees and to enhance the employees’ capability
to satisfy customers’ needs.

All three leaders talked of the importance of their reliance on their
management teams and the strength of teamwork. They empower their
management teams, give them autonomy, and help them with decision-
making only when absolutely necessary. Zong from Wahaha admitted
that his paternalistic management style could be a potential problem in
the development of his subordinate managers, and has made an attempt
to correct these mistakes. In this way, the company is not dependent
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on one single individual but on the overall organisational capability to
improve managerial decision-making abilities.

Wahaha developed a creative method for collecting receivables which
benefits both the company and the sales agents in the distribution net-
work. At the beginning of every month, the first-level agents deposit
money into an account that Wahaha uses to deduct the agents’ payables.
At the end of the month, Wahaha pays the agents 1 % interest on the
deposit if they sell all the products. In this way, Wahaha ensures the col-
lection of receivables, and agents earn interest on the deposit. This 12 %
annual interest rate is higher than the profit margin of many industries.
Wahaha demonstrates a high capacity to resolve the typical headache of
collection in the retailing industry and distribution channels.

Li from the Li-Ning Company has also spoken on the necessity of team
reliance for the success of an individual leader. While he personally par-
ticipated in the first clothing design, the first factory construction, the first
store’s location selection and decoration, and the first advertisement’s pho-
tography and design, he firmly believed that his dream of creating a first-class
sports brand relies on a team of managers and employees to work together
on that challenge. As with his success in the world of sport, he analogized
leadership to the gymnastics technique of ‘Four Arhat,” during which audi-
ences may focus on the top person, but actually, without the support of the
bottom three people, this position could never be achieved. To achieve the
passion and mission of creating an international sports brand, Li is focusing
on building a professional management team. With accumulated experi-
ence, technologies and capabilities, the Li-Ning Company has experienced
a gradual shift from one-man decision-making and direct top-down process
to a comprehensive and collective organisational decision-making process
based on capability enhancement. Li has even said that a leader must not
be too strong. If a leader is too powerful, his or her follower-managers will
become too weak to make independent decisions. An overpowering leader
may result in employees who are too careful and may deprive them of the
opportunity to develop organisational capacity.

These three companies in the consumer goods industry, with retailing
and distribution networks, engage in constant transformations to adapt to
the changing environment, including their corporate culture. The Li-Ning
Company undergoes constant transformation to keep pace with the market
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environment. Within five years of its founding, Li recognised the need
to professionalise his company. He asked his family and teammates from
his sports environment to leave the company. He saw this as a painful
but necessary step to introduce professionalism and to give all employees
the expectation of developing their careers in the company regardless
of their origin or relationship with the founder. The determination to
embrace changes has brought unceasing transformations to the organ-
isation, making it more flexible and able to adapt to an increasingly
demanding market.

Similarly, Wahaha has undergone a constantly changing process in
its growth path. When it was still based in a small factory, Wahaha
acquired another factory with 20 times more employees. The success
of this acquisition and merger brought Wahaha a higher production
capability, enabling it to satisfy the high demand from the market.
Meanwhile, the company also transformed the culture of the acquired
company, which was a state-owned enterprise (SOE). When Wahaha
grew larger, hierarchical levels were added to the organisational struc-
ture to take on different responsibilities. Reporting directly to Zong
were 18 functional heads of corporate services, 150 divisional general
managers, the general sales managers in each province, and the head of
R&D. He deliberately avoided having a position of vice general man-
ager, to prevent conflict and competition between people. He learned
this from noting the experiences of some SOEs that often have con-
flict between different coalitions. Another significant transformation in
Wahaha is the adaptation of distribution channels and sales networks
in order to keep up with environmental changes. At the beginning,
nationally planned sales networks monopolised Chinese distribution
channels, and these are the only possible channels for Wahaha. With
China’s reform and development of a market economy, wholesale mar-
kets emerged, and Wahaha turned to these, especially in rural areas.
However, competition among wholesale markets was eventually so
fierce that price became the most sensitive factor, allowing companies
to enter and remain in the market. It was then that Wahaha decided to
develop its own distribution network. The company grew from having
one agency in a single district to one in every county, with each agency
covering 200,000 to 300,000 of the population.
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Constant transformation is also a characteristic of Kidswant. In this
era, even a chain store cannot ignore the internet. By applying inter-
net thinking to the retailing business, the business model of Kidswant
became unique and innovative. The model was not imposed from the
beginning, but instead has evolved and been updated constantly, to adapt
to demands from the environment. This was done through reflection and
interactions with stakeholders such as clients, employees, partners and
even suppliers. The corporate culture was also changed in accordance with
the transformation of the business model. The most influential change
has been in the managers’ attitudes, from functional power and activities
to customer-oriented support activities, in which the frontline employees
have become the real power executors to satisfy customers’ needs and have
been converted into virtual leaders for their specific events and activities.

Summary

We have identified the primary themes (i.e. management thought and
associated leadership practices) for each industry, based on a thematic
content analysis of the interview texts. In the first two steps of the the-
matic content analysis, our focus was on identifying the major themes
among the firms within an industry. Three to four themes emerged
for each industry, with a total of 14 themes across the four industries.
Interestingly, all 14 themes seem to be relatively independent and capture
unique management thoughts or leadership practices. In the third phase
of analysis, we looked for potentially common themes across industries.

Comparison Across Industries

The major themes that emerge in an industry may or may not be unique to
that industry. To identify potential commonalities and differences across
industries, we applied these themes to the companies in the other three
industries. Generally, there has been insufficient recognition of industry
effects in organisational research, which could be a very important and
influential contextual factor for these firms operating in different indus-

tries (Child 2015; Spender 1989).
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Appendix 16.1 describes the procedure used in this cross-industry
comparison. We organised the results of this comparative analysis into
four groups, based on the extent of similarity among companies in the
four industries on the 14 themes. The first group was ‘General common
themes across industries,” consisting of four themes that are strong in all
four industries. The second group is ‘Frequent common themes,” consist-
ing of four themes that are absent from one or two companies across the
four industries. The third group, ‘Less frequent common themes,” con-
sists of three themes that are absent from most of the companies across
the four industries. The fourth group, ‘Industry and company specific
themes,” has three themes that are absent from more than four companies
across industries while being strong in one industry. The results of this
comparative analysis are presented in Table 16.4.

General common themes in management philosophy and leadership prac-
tices across industries

There are four common themes underlying successful entrepreneur-
ship across the four industries: innovation, moral and ethical principles,
market focus, and organisational capability. In Chap. 1, we described
the difficult conditions for POEs, where entrepreneurs had to rely on
their creativity to identify and cultivate sources of support. Given highly
uncertain government policy and the hypercompetitive business environ-
ment, innovation is important for all businesses to enable them to stay
alive, and to gain and sustain a competitive advantage. Innovation is nec-
essary to create new products and approaches in each company’s specific
industry. Innovation is important for retaining talent (as emphasised by
Chen of Taikang Life Insurance). Innovation can be carried out in dif-
ferent functions of the company and in different formats. For example,
Taikang’s nursing community for elderly people is an innovative market
approach; Wahaha’s collection method is an innovation in the enterprise’s
financial and cash management; and Alibaba’s notion of an ecosystem is
an innovative management system. Tecsun’s constant technical innova-
tion in products provides them with improved quality and reduced costs,
along with a modest profit margin of between 15 % and 25 % that guar-
antees the sustainable development of the firm, but makes it less attrac-
tive for outsiders to enter this niche market.
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Table 16.4 Comparison of themes on management philosophy and leadership
practices between and across industries

Finance  Technology Real estate Consumer

Themes industry  industry industry  industry
General Innovation Strong Strong Strong Strong
common Moral and ethical Strong Strong Strong Strong
themes across principles
industries Market focus Strong Strong Strong Strong
Organisational Strong Strong Strong Strong
capability
Frequent Business Strong Strong Strong Weak
common sustainability
themes across Constant Strong Strong Moderate Strong
industries transformation
Humanistic Moderate Strong Strong Moderate
management
Dual systems Moderate Strong Strong Moderate
Less frequent Branding Moderate Moderate Moderate Strong
common Risk management Strong Moderate Strong Weak

themes across Credibility and Strong Moderate Moderate Moderate
industries reputation

Industry- and  Differential Strong  Weak Weak Weak
company- management
specific Tolerance of Weak Strong Moderate Moderate
themes mistakes
Simplicity in Weak Weak Strong Moderate
management
Notes:

Strong: When all the companies in the industry have this theme.

Moderate: When 2 out of 3, or 2 to 3 out of 4, of the companies in an industry
have this theme.

Weak: When none or only one of the companies within an industry has this
theme.

Bold text means that the theme has been deduced from analysing the original
interview texts to be salient in all the companies within an industry.

All industries exhibit a strong market focus, as highlighted by leaders
in the real estate industry. Similarly, organisational capability is salient
in the consumer industry but is also present in other industries. While
market focus is commonly referred to as an orientation towards identify-
ing market needs and customer demand, there is variation in interpreting
the content of organisational capability. Some firms refer to it as a con-
cept for general development (Wahaha, Fosun), while other firms refer



16 A Concentric Model of Private Firm Leadership in China... 377

to employees’ capability or abilities (China Merchants Bank), or to
teamwork as an important element of overall organisational capability
(Li-Ning).

A fourth common theme is moral and ethical principles. While initially
this theme was salient in the real-estate industry, it became clear that it
is important in all four industries. The real estate industry emphasises
moral and ethical values because of the widespread corrupt social prac-
tices in the sector, but such values are also part of the corporate culture
in other enterprises. Ma’s demands for moral correctness among Alibaba’s
employees, and Zong’s call for Wahaha employees to serve the big
family and beyond are examples in another industry. Similarly, Ma of
China Merchants Bank states that social responsibility is its main concern
along with customers and employees.

Apart from the example of the leaders in the real estate industry, the
theme of moral and ethical principles is always mentioned implicitly in
leaders’ discourse in the other industries. This principle is often taken
for granted as being relevant in all industries, thus it may not be seen as
a distinctive principle to maintain a competitive advantage. The irony is
that keeping this focus may set these firms apart from the rest, and hence
contribute to their success.

Frequent common themes across industries

The themes of business sustainability, constant transformation, a
humanist approach, and dual systems (using both hardware—systems
and structures, and software—culture and values) are also common
across the industries though to a lesser extent than the general common
themes. Business sustainability in terms of long-term survival is indicated
in different forms and different languages in all the industries apart from
consumer and retailing. Despite successful performances and their sus-
tainable development with their current business models and manage-
ment structure, Zong at Wahaha and Wang at Kidswant did not express
any concern about this issue in their interview discourses. The manage-
ment philosophy and principles follow the dominant logic of branding
with innovation, organisational capability and constant transformation,
which contain the underlying logic to sustain the business in the long
run. The absence of the theme of business sustainability in Zong’s inter-
view is probably because of the company’s strong market share and pen-
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etration, so that business sustainability is taken for granted at the present
time. In the case of Wang, Kidswant is in a period of full expansion with
its innovative business model, which would account for the relatively low
concern about sustainability. Nonetheless, business sustainability under-
lies well-balanced management and business models.

Constant transformation is another frequent theme across industries.
Since all enterprises have co-evolved with the economic development of
China to some extent, the development of business has gone through
different transformations, as described in Chap. 1 on the evolution of
Chinese private enterprises. There does not appear to be a consistent pat-
tern between industry type and the evolutionary phase of POEs—there
are firms in all industries founded in different evolutionary phases. It is
interesting that three enterprises were founded in 1992, the year of Deng
Xiaoping’s southern visit (i.e. Fosun, HC360 and Tecsun) and a further
one (Vantone) was founded immediately after them, in 1993. These
enterprises’ leaders were called the ‘generation of 1992, who took full
advantage of the take-off of economic development during this period.
Kidswant was the most recent enterprise, and its business model takes
advantage of the internet in managing customer relationships by capital-
ising on the information in its membership databases. Kidswant’s parent
company, Five Star Holdings, was founded in the second phase of rapid
growth, and has gone through a number of corporate changes in adapt-
ing to the dynamic business environment. Despite Kidswant being in
a relatively early stage of development, it has also experienced different
corporate transformations and restructuring to adjust itself to develop
the company’s current successful business model. The only leader who
did not mention a constant transformation specifically is Nie at Tecsun
Homes. In his interview, Nie conveyed that Tecsun has been successful
since the very start in the niche home market, and they have had no
real competitors since then. Building on a management philosophy of
moral and ethical principles, market focus for business sustainability, and
a simple management system, Nie has built a sustainable business model
of adding higher value to customers at lower cost. This provided a stable
and reasonable profit margin from the outset.

All the leaders spoke of the importance of a strong corporate culture,
but each interpreted corporate culture from a different angle and with
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different terms of emphasis. At Vanke, culture extends to customers and
suppliers, since it consists of values and norms that guide behaviours. Ma of
China Merchants Bank believes that when a culture is practised and takes
root, rules are implemented automatically. Related to the strong emphasis
on corporate cultures, a humanist management approach has been articu-
lated by many leaders across the industries. However, it is denominated in
different ways, including a family style (Wahaha, Lenovo), entrepreneurial
spirit (Neusoft), co-operation (Fosun), transparency (Tecsun), teamwork
(Li-Ning) or an ownership culture (HC360.com). Essentially, the human-
ist approach in management philosophy is to set rules for the deployment
of people’s talents and encourage a people-oriented decision-making pro-
cess. Being human is the most crucial factor; performance is just the result
of realising the abilities and potential of people (Liang of Fosun).

A third frequent theme common across industries is a dual system—
the concurrent use of both structure and culture—which is closely related
to maintaining balanced and sustainable development. With a strong
corporate culture and a humanist approach to management, delegation,
empowerment, openness, transparency, trust and many other related val-
ues are introduced into the corporations. However, this may not work
appropriately if it is not supported by a strictly controlled structure and
system, though the latter may or may not be salient or emphasised in the
corporate culture development process. Leaders in the technology indus-
try explicitly discussed this theme, and Wang of Kidswant, a consumer/
retail industry, also developed a strong data monitoring and central con-
trol system to support the culture of strong customer relationships. Nie
of Tecsun found it problematic if people were unsupervised, noting that
the task of supervisors is first control and then reward. Taikang has spe-
cific procedures for risk-control and problem resolution. This dual system
focus, however, is not consistently present among the companies in the
financial services and consumer/retail industries.

Less frequent themes common across industries, and industry- and
company-specific themes

There is no consistent expression across the companies and industries
of the themes of branding, risk management, credibility and reputation.
While branding is very important to firms in the consumer/retail indus-
try, it is only moderately important in the other three industries. Risk
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management also received inconsistent attention among the 13 leaders.
Perception of risk may reflect a cognitive style of the leader but also may
be a sensitivity requirement in a specific industry. Risk management is
highly salient in the financial services and real estate development indus-
tries. It is easy to understand why the theme of credibility is particu-
larly important in the financial industry. Loss of credibility could lead
to instant liquidity problem and potential bankruptcy for a consumer-
oriented bank such as the CMB.

There are a few themes that are either industry- or company-specific.
Differential management is important to the finance industry, tolerance
of mistakes to the companies in the technology industry, and simplicity in
management in the real estate industry. These three themes are not shared
among the companies in the other three industries. In Spender’s (1989:
6) inductive case studies on three industries in the UK, the author high-
lights the specific industrial knowledge base, which experienced managers
in the industry take as professional common sense, to deal with specific
uncertainties characteristic of that industry. Hence both general common
attributes and industry-specific attributes are worthy of attention for fur-
ther understanding leaderships of entrepreneurial success in industries.

A Concentric Model of Chinese Private-Firm
Leadership

Through the attribute content analysis, we confirmed four personal attri-
butes that describe these successful private-firm leaders, the four Ds; and
generated a new personal attribute for Chinese private leaders: reflec-
tive thinking. Through the thematic content analysis, we identified 14
management thoughts and associated leadership practices (we use the
term ‘management principles’ to capture this idea) with eight of them
common across the 13 firms and six unique to an industry or a firm.
Integrating the five personal attributes and eight of the 14 management
principles, we developed a concentric model of Chinese private-firm
leadership, which is shown graphically in Fig. 16.1.

At the centre of this concentric model is the personal attribute of
reflective thinking. We consider this attribute to be fundamental, since it
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RT: Reflective Thinking

Fig. 16.1 A concentric model of Chinese private firm leadership

enables the leaders to reflect on and learn from their own personal experi-
ences, from the observation of others” successes and failures, and reading
the works of great thinkers and leaders who changed the world in their
lifetimes: reflective thinkers learn from their own and others’ experiences.
Mintzberg (1994) considers reflective thinking to be an important mana-
gerial approach to learning. It plays a crucial role in the development
of novel strategies through internalising, understanding and synthesising
information.

The next circle consists of the four D attributes. These personal attri-
butes relate to the cognitive processing of information about the firm and
the environment (duality focus), priorities and decisions guided by an
inner compass of integrity and compassion (divinity belief), development
of systems that ensure consistency and professionalism (discipline), and
the indefatigable pursuit of their dreams and aspirations (determination).
These personal attributes influence management thoughts and practices.
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The two outer rings capture the four general management principles (third
ring), and four frequent common management principles (fourth or outer
ring). Not included in this model are the six unique or less frequent com-
mon management principles of branding, risk management, credibility
and reputation, differential management, tolerance of mistakes, and sim-
plicity in management. Some of these may be terms used uniquely by a
particular industry (e.g. risk and differential management in the finance
industry) or by a leader (e.g. simplicity), but it is more likely they are part
of the other principles in the third and fourth circles (e.g. tolerance of
mistakes may be part of humanist management, and branding as part of
market focus).

The four common themes suggest that Chinese private enterprises
and their leaders have relied to a great extent on innovation constantly
to transform themselves, to upgrade their capabilities, to adapt to the
changing environment, and to sustain success over time. During this
process, the determination of the leader has been fundamental for persis-
tence and commitment to their businesses despite the low odds of success
in the extremely trying conditions prevailing in the first two decades of
economic reform.

There seems to be an apparent conflict between some of the manage-
ment principles. For example, moral and ethical principles may not be
compatible with a market focus; a commitment to ethical principles may
compromise short-term market performance. However, in the long term,
it earns the company a reputation as a firm with integrity. The atten-
tion to both market orientation and business sustainability, and to moral
and ethical principles, is a unique combination that distinguishes these
firms from others that use convenient (and perhaps less ethical) means
to achieve short-term business success. The moral and ethical principles
of management as well as the humanist approach to managing people at
organisational level reflects the attribute of divinity belief by the leaders.
Leaders with a high level of divinity belief are attentive to people’s devel-
opment, are humble, express gratitude, follow the Golden Rule and so
on. On the other hand, organisational capability builds on a foundation
of discipline, another important attribute of the leaders who emphasise
responsibility, teamwork and co-operation, structure, rules, norms and
systems. Organisational capability includes competences in both the
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technical domain (e.g. knowledge of marketing, operations, finance, etc.)
and the social domain (e.g. teamwork, communication, conflict resolu-
tion, etc.). This is the dual system idea mentioned by many leaders. From
these, we can see the close connection between the personal attributes
of the leaders and the management principles they emphasise in leading
their firms.

It is evident from this model that China is still in the stage of ‘found-
ers/leaders make firms,” because what is done at the firm level is essen-
tially an extension of the founders’ personal values and attributes. We
wonder if this concentric model will still apply when these firms become
more mature over time. There are two possible scenarios. One possible
scenario is that the model will apply as long as the leaders of private firms
continue to have a prominent influence. However, once the leadership
changes, the values and operations of the firm will probably also change.
Another possibility is that the influence of the leaders will be stronger
when the firm becomes more mature, because the values and the systems
would have taken firm root by then. Under this scenario, these private
firms will evolve to enter the stage of ‘firms make leaders;” that is, out-
standing companies will be able to identify and select the right people to
take the leadership position. Because of the deeply instilled values and
structural systems embedded in the company culture, these people will
become great leaders. We speculate that both scenarios are plausible pre-
dictions of future successful leaders and firms in China.

Looking to the Future: The Entrepreneurial Spirit

Nee and Opper (2012) considered the development of mutual support
networks among entrepreneurs to be a major reason for their success, even
though the entrepreneurs in their study have modest backgrounds, most
were wage earners before they became entrepreneurs, and they were no
more risk takers than the average person. Their study was a large random
sample of entrepreneurs who had varying degree of success in business.
Our sample is a group of highly successful entrepreneurs who are consid-
ered to be industry leaders. As a group, they demonstrate a strong entre-
preneurial spirit with the capacity for reflective thinking and learning, and
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the quality of being visionary and inspiring. This entrepreneurial spirit
also includes the attributes of determination, discipline, duality focus and
divinity belief. This entrepreneurial spirit might be one of the driving fac-
tors that sustain the companies’ successes and fuel the rising power of
Chinese enterprises, in both domestic and global markets. Liu of Neusoft
said, ‘If Western multinationals’ managers still retained the entrepreneurial
spirit they had at their start-up in the US when they entered the Chinese
emerging market, there would have been no chance for Chinese indig-
enous enterprises to compete, survive and grow.” This remark raises the
question of whether the identified leadership attributes and management
principles are unique to China. Does this entrepreneurial spirit reflect the
developmental stage of a firm, or of the demands of the economic/social/
political context? Would leaders of mature companies or founders of new
enterprises in the developed Western context (e.g. USA or Europe) have
a similarly high level of this entrepreneurial spirit in comparison with
Chinese private enterprises?

Mintzberg (1994) observed that Western CEOs are often drawn into
short-term operational issues at the expense of spending time on reflec-
tion and strategic planning. Perhaps one of the distinguishing attributes
of successful Chinese leaders is that they take time to reflect and share
their learning with their teams. Though certainly some cultural and insti-
tutional differences (e.g. Confucianism and Legalism) may account for
different characteristics of leadership between Chinese private enterprises
and Western corporations. A different company or industrial life-cycles
may also determine management styles and practices.

Moreover, the phase of economic development in their country of
origin may play a role. For example, Ramamurti (2012) asked whether
significant differences found in emerging markets’ multinationals are
a result of their positions in different economic development cycles or
caused by deep-rooted cultural idiosyncrasies? The high rate of eco-
nomic development in China has provided an incredible opportunity for
Chinese enterprises, but not all of them have succeeded. Based on the
results of our study of 13 extraordinary private-firm leaders, we suggest
that those who have the entrepreneurial spirit, embodied in the attributes
of reflective thinking, divinity belief, duality focus, strong determination
and extraordinary discipline, could accomplish their mission and reach
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their vision of entrepreneurial success. Further comparison with other
types of enterprises in China such as public-sector and foreign-owned
firms may be desirable to distinguish unique features from Chinese pri-
vate entrepreneurs and other types.

The concentric model is derived primarily from the experiences and
perspectives of the successful leaders who were interviewed. A logical
question is whether this model would apply to entrepreneurs who are not
as successful as those studied. We propose that leaders lacking some of the
five personal attributes, or firms placing a low or no emphasis on some
of the eight management principles, would have a decreased chance of
entrepreneurial success. This conjecture should be tested in future research.
Comparative studies using samples of private firms with different levels
of business success would be necessary before we could prescribe the ideas
for practice or use this model in entrepreneurial or leadership education.
We could question the validity of a model based on a sample of 13 leaders
in total, and three to four firms in each industry. Is this sample size from
which derive a set of leadership attributes and management principles rel-
evant to all successful private enterprises? Further, would this model apply
to leaders and firms in the state sector, with different institutional envi-
ronments and different performance expectations? We think some of the
attributes would be equally important (e.g. discipline, duality focus), and
some of the management principles may also apply (e.g. market focus,
innovation, organisational capability). However, state-sector leaders gen-
erally have less freedom to introduce large-scale or fundamental changes
in their government-controlled firms. We encourage future research to
further develop, extend or confirm the current concentric model with
additional firms in different industries, different ownership statuses, dif-
ferent regions, or different stages of development.

A further issue to consider is the future leadership of these firms.
The challenges continue to exist on the path towards long-term sustain-
ability. Most of these private enterprises are still in their first generation
of leadership. Some of them have arranged succession plans, and some
have handed over the management to their children or to professional
management. But most of the leaders are still keeping an eye on the
business and have not completely exited the stage of management. The
continuity of the entrepreneurial spirit of these successful firms will be
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tested when the second or further generation of leaders takes over the
helm of these private enterprises.

In conclusion, this book is devoted to understanding leadership in suc-
cessful Chinese private firms. The Chinese economic reforms opened the
door for private individuals to pursue business opportunities that were
closed to them for the first 30 years of the current regime. Though the ini-
tial conditions were harsh, those with a strong determination were able to
overcome the extremely inhospitable environment and lead their firms to
success. A review of the published research on Chinese leadership revealed
the attributes of discipline, duality focus and divinity belief in addition to
strong determination. Through in-depth interviews and qualitative analysis,
we confirmed these important personal attributes and revealed an additional
one: reflective thinking. These five attributes characterise these successful
entrepreneur/founders. The thoughts and perspectives of the 13 leaders
provided us with a rich understanding of their management philosophies
and practices. We offer a concentric model as a starting point in under-
standing the unique qualities of the leaders and the unique management
practices of their firms. Assuming that this concentric model will stand the
test of future research, it will have immense value in elevating the quality of
management in private firms, which has been and will continue to be the
primary engine propelling the growth of the largest economy in the world.

Appendix 16.1

Data analysis: Attribute content analysis and thematic content analysis

We carried out qualitative analysis in two parts. The first is analysis based
on the four leadership attributes described in Chap. 2, identified from the
published large-sample research on Chinese firms, including both pri-
vate and state-owned firms. The four attributes (4 Ds) are Determination,
Divinity belief, Discipline and Duality focus. The confirmatory content
analysis method was adopted in coding the transcribed data, following a
similar step employed by Tsui, Wang and Xin (2006b). The purpose was
to confirm the presence of these four attributes and to identify potentially
new attributes that had not emerged during the qualitative analysis of the

published sample studies.
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The second is an open coding process of the interview data with no pre-
viously established framework, in order to identify the principal elements
in the interviewees' management philosophy, the development process
of their thought, and those elements that might have driven the superior
performance of their enterprises. The thematic content analysis method
was used, following the step established by Boyatzis’ (1998) data-driven
coding process. The purpose of this phase of analysis was to identify the
generic pattern of leadership’s management philosophy and principle in
managing business in China’s dynamic and changing environment.

Attribute content analysis

One author of this book first gave training on the coding to two early-
stage researchers with a Chinese cultural background, providing definitions
of the four attributes and suggested keywords or key phrases to identify each
attribute (see Table 16.2). The principal unit of analysis was the paragraph.
The coding instruction consisted of the following procedure. The two cod-
ers read Chap. 2 to gain a very clear understanding of the meaning of ‘the
four Ds.” They then reviewed the keywords associated with each attribute.
After gaining some familiarity with the definitions of the four attributes,
they both read an interview from beginning to end twice to become very
familiar with it. They then performed the coding, paragraph by paragraph.
For each paragraph, they had to decide if its content captured any of the
attributes. Sometimes, a leader might digress, but it is important to focus
on the main idea and avoid being distracted by the digression. If the digres-
sion captures an attribute, then the coder can assign a second attribute. In
other words, the coder can assign each paragraph up to two, but no more
than two, attributes. If a new concept is warranted, it would be coded as
a separate attribute. Once the coding was finished, the coding results were
entered into an Excel sheet, and the results of the two coders” work were
compared. Differences were discussed and resolved if possible. Finally, we
calculated the proportion (percentage) of each attribute mentioned against
the total number of paragraphs in the interview text.

One interview was selected for training and practice coding. After the
two coders had completed the coding, one author of this book discussed
each paragraph with them. After two rounds of coding, comparing, dis-
cussing the differences and recoding, the agreement between the third
round of recoding was greater than 80 % on all the attributes.
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After the second round of coding the first interview, a new attribute,
‘reflective thinking,” was identified. The coding of the remaining 12
interviews was based on the five attributes, the four Ds plus reflective
thinking.

For the other 12 interviews, the two coders carried out their coding
independently. After completing the coding of three interviews, the two
coders met with the researcher to discuss any ambiguous content and
whether they had identified any new concepts. Most of the new concepts
appeared in one interview only (e.g. paternalism) and did not appear
in the others. If possible, we incorporated such unique concepts into
existing attributes. For example, paternalism was integrated into divinity
belief when it referred to benevolence or morality, and to discipline when
it referred to authoritativeness. The agreement between the two coders
for the five attributes ranged from 81 % to 94 %, indicating a high level
of agreement.

Thematic content analysis

Another author of this book carried out an independent thematic con-
tent analysis based on a data-driven method (Boyatzis 1998), without
bearing any previous theoretical framework in mind during the coding
process. Following Table 16.1, the 13 companies and leaders were divided
into four industries: banking, insurance and financial investment; tech-
nology and e-commerce; construction and real estate; and consumer
goods and retailing. Codes and themes were identified, again based on
the paragraph as the unit of analysis.

The coding process included three phases: the first was theme iden-
tification within each company; the second phase was to compare the
identified themes across companies within the same industry. Third,
the salient themes of each industry were applied to the companies in
the other three industries to make a cross-industry comparison. A sec-
ond co-author of this book participated in the third phase of coding to
enhance reliability. An initial agreement of cross-industry theme com-
parison reached 78.6 %, higher than the required level of 75 % (Boyatzis
1998). Reasoning and discussion on these differences took place between
the two authors, with a final agreement reached of 100 %.
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