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CHAPTER 1

The Art of Business
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China is on track to become the world’s biggest economy. By one measure, price purchasing parity, it is already the biggest in the world. This will not be the first time that China has been number one. In fact, for most of the past thousand years, it has been the largest market economy in the world. If in the year AD 1300, Forbes magazine had released a rich list, it would have been dominated by Chinese men. It was only in the eighteenth century that the West began to overtake China on the basis of innovations in trade, commerce and production.

Travellers to China consistently commented on the wealth of the country and level of commercial activity. This included Marco Polo who came from Europe’s richest city, Venice, and the Moroccan traveller Ibn Battuta, who arrived not long after Marco Polo. Ibn Battuta was emphatic when he said ‘there is no people in the world wealthier than the Chinese’1. Yet, people in the West know very little about Chinese business. For example, when Westerners look to Chinese history to enhance management practice, their most frequent reference is Sun Tzu’s The Art of War; however, that book has nothing to do with business. It is, as its title suggests, about war.

Many academics have argued that this Chinese book on war provides ideal training for business. After all, war and business both involve confrontation and the need for positioning against a competitor. They both rely on organisation and management skills, and they both require the mobilisation of resources in pursuit of a strategy. However, there are substantial differences between war and business.

While both war and business involve strategy, business places prime importance on the customer. Military strategy, by contrast, shows no consideration for the customer (unless they are mercenaries). Strategy without consideration of the client has no role in business. Secondly, war and business may both involve competition but the nature of that competition is very different. In war, an army is juxtaposed against one enemy or an alliance. By contrast, businesses may face several competitors, each with its own agenda. The number of competitors has important implications when developing positioning strategies.

Perhaps the biggest difference comes from the function of military and business organisations. Businesses function to create and distribute value to customers. War, by contrast, does not have a purpose of providing value. In fact, it commonly destroys products and services that people value. The human values needed to conduct business are very different to those in war. Market economies are built on relationships where trust can be developed between businesses, clients and suppliers. This trust encourages them to spend and invest. By contrast, war places a priority on deception, a factor Sun Tzu stressed by saying, ‘All warfare is based on deception.’2

Unsurprisingly, when writing this book, I found no evidence that The Art of War ever inspired Chinese business or management practice in the past. If Westerners have been reading Sun Tzu’s book to understand Chinese business, they have been given a false impression. To gain a better idea of the influences on Chinese business, we need to look at the works that have shaped the activities of Chinese businessmen. Businessmen, wherever they live, must adapt to the environment in which they engage. In which case, it is important to understand the influences that have shaped the culture and environment in which Chinese businessmen act.

Around the same time that Sun Tzu wrote his famous work, a number of books appeared that had a much stronger influence on Chinese business. These influential books appeared in the late Spring and Autumn (722–476 BC) and Warring States (475–221 BC) periods. This was a time when philosophers across the Eurasian continent were coming to terms with issues of relevance to management; in particular, what is human nature and how is it best governed? In China, these issues were discussed by a number of philosophers from whom appeared three dominant schools of thought. These are Legalism, Taoism and Confucianism.

The school of Taoism is associated with a philosopher named Laozi or Lao Tzu, which can be translated as ‘old master’. Lao Tzu is the author of the book Tao Te Ching. Written around the sixth century BC, this argues that there is a proper way to go in life. If we follow the ‘Tao’ which means the ‘way’ or the ‘path’, all will be in harmony. Taoism placed an emphasis on naturalness, simplicity and spontaneity.

If a leader followed the Tao, they would be in accord with nature and everything would work out – there would be no need for rules, regulations and prohibitions – but leaders do not follow the Tao and, consequently, people suffer. Taoists were against government intervention in society. This can be seen in one of the most famous quotations on Chinese leadership:

The best leaders are those their people hardly know exist.

The next best is a leader who is loved and praised.

Next comes the one who is feared.

The worst one is the leader that is despised . . .

The best leaders value their words, and use them sparingly.

When they have accomplished their task,

the people say, ‘Amazing!

We did it, all by ourselves!’3

This emphasis on natural harmony can also be found in an early reference to market activity written in the commentaries to the Tao Te Ching. It states:


When the sun stood at midday, the Divine Husbandman held a market. He caused the people of the world to come together and assembled the riches of all under heaven. These they exchanged with one another and then returned home, each having found its appropriate place.4



The line above, ‘each having found its appropriate place’, implies that when things follow their natural course, everything ends up as it should be. The idea that there is a natural harmony in markets has some similarity with Adam Smith’s idea of an ‘invisible hand’ guiding markets. Adam Smith was the father of economics in Europe, and he argued against government intervention. He believed that if market forces were left to run their own course, the result would be a more efficient and equitable use of resources. Taoists did not write on the economy in such detail but both they and Smith favoured a laissez-faire approach whereby the government refrains from action and allows natural forces to determine outcomes.

The second Chinese school of thought, Legalism, had the opposite view to leading and managing people. The Legalist view of human nature was not positive. It saw people as greedy and selfish. If they were given freedom and left to their own devices, as the Taoists suggested, there would be chaos, hence strong laws were needed to stop people from undermining social order. However, the harshness of their proposed laws and punishments have earned Legalists substantial criticism.

Legalism was the favoured philosophy of the first Chinese emperor Qin Shi Huang. The emperor had conquered a number of disparate warlords and was tasked with unifying the nation. Legalism, which offered common laws in the creation of social order, was ideal for the job. To administer the laws, the emperor created an administrative structure in which able government officials, or mandarins, would govern the country. No longer would feudal lords impose their arbitrary whims on the populace. People would be governed by consistent laws that applied to everyone.

The most influential Legalist text is the Han Feizi, written around 240 BC. Although the text focuses on managing a government bureaucracy, the principles can relate to any organisation which governs human activity, including business. To do this, the text provided three guiding principles: ‘Fa’ (law), ‘Shi’ (authority or power) and ‘Shu’ (statecraft)5.

These principles reflect a concern for the effective use of power and leadership; issues of importance to today’s managers. For example, the principle ‘Fa’ was based on the idea that common standards should exist and no one was above the law. This principle argued that the state should be governed by laws and standards that apply to everyone. The consequence of such a system is that everybody had a chance to succeed and those with the most talent could rise, even if they were commoners. It was a meritocracy.

The second principle, ‘Shi’, focuses on authority and its locus. In particular, authority is not seated in any one individual, but the position he holds. A leader does not have personal authority, but gains it from his position. Consistent with this principle is the need for a ruler to respect the advice of his ministers and to take criticism. Leadership will be more effective when the technical expertise of ministers and advisors is acknowledged. The final principle, ‘Shu’, focuses on the techniques and tactics of statecraft, and how to handle men and affairs in the political arena.

The first Chinese empire was a time when businessmen could gain significant status in Chinese society6. This could be seen in the career of Lü Buwei (291–235 BC), a merchant who rose to the position of chancellor to the State of Qin. During the Warring States period, Lü Buwei built up significant wealth as a travelling merchant. On one trading journey, he had the good fortune to meet Yiren, a grandson to the King of Qin state. Yiren had many brothers and was not likely to inherit the throne. Nevertheless, Lü Buwei said to himself, ‘This is a rare piece of merchandise that should be saved for later.’7


On returning home, he said to his father, ‘What is the profit on investment that one can expect from plowing fields?’

‘Ten times the investment,’ replied his father.

‘And the return on investment in pearls and jades is how much?’

‘A hundredfold.’

‘And the return on investment from establishing a ruler and securing the state would be how much?’

‘It would be incalculable.’

‘Now if I devoted my energies to labouring in the fields, I would hardly get enough to clothe and feed myself; yet if I secure a state and establish its lord, the benefits can be passed on to future generations. I propose to go serve Prince Yiren of Qin . . .’8



Lü Buwei then used his wealth to bribe and manipulate Yiren into a position where he became the heir apparent. When Yiren became king, Buwei was rewarded by being appointed chancellor (or prime minister). He served in this role for twelve years, after which he became implicated in a scandal and was exiled to a remote location where he committed suicide. His scheming and use of his merchant wealth did not help the image of merchants, and scholars in the subsequent Han dynasty condemned him.

When the Qin dynasty fell, Legalism fell out of favour, but the bureaucratic structure of government officials remained. However, the bureaucrats would not be trained in Legalism. They would be educated with Confucianism which, for the subsequent two thousand years, would remain the state philosophy. Not only would it shape the nature of management in government, but also the environment in which businesses operated and the strategies chosen by individual merchants. However, the influence of Confucianism on business was not always good and, at times, could be very harmful.

Confucian philosophers produced a number of texts, but the most important is the Analects which records the sayings of the sage Confucius (551–479 BC). In contrast to Sun Tzu who focused on war, the focus of Confucius was social harmony. Governments played an important role in this pursuit of harmony. Leaders must rule by strong moral example and cultivate the values of humaneness (ren), the ability to see right from wrong (zhi), the upholding of righteousness (yi), and trust (xin).

Most of all, governments must cultivate the value of li. It is difficult to translate the word li as it has different meanings depending on the context. It can be interpreted as ‘an ideal social order with everything in its place’ or ‘the rites and rules of proper conduct’ that contribute to that order. Confucius believed this ideal state is achieved when everyone knows their place in the natural order. If everyone lived consistent with the natural order, there would be no need for laws. A Confucian society was characterised by rituals and formal procedures in which everyone knew their place and acted appropriately. In that way, harmony was maintained.

Superiors and inferiors each knew their place and acted accordingly, but the cornerstone of society was the family. Each family member had their own role. At the head of the family was the father who bore responsibility for his family. Children, by contrast, were obligated to show respect to their parents and ancestors. This ‘filial piety’ was an underlying dimension of both families and business, as businesses at the time were primarily family firms.

Not everyone agreed with this approach. The Taoists thought such rituals were futile and unnatural. The Confucian world of well-defined social structures was a long way from the simple, free-flowing world espoused by the Taoists. Legalists also criticised the Confucian way. They argued that there was no moral order underlying the universe, and laws were needed to keep people in place.

The Confucians’ desire for social harmony and structure came with a mindset that limited the possibilities of business. The words of Confucius are recorded in the Analects and his sayings constantly speak against the unbridled pursuit of wealth. The following quotations from the Analects show that business and the pursuit of profit had their place, but they were secondary to other values. For ex ample, the following saying states that it is better to be poor and live properly, than to gain wealth through inappropriate means. He refers to the Tao: ‘the path’ and proper way to go in life.


The Master said, ‘Wealth and honor are what people want, but if they are the consequence of deviating from the way (tao), I would have no part of them. Poverty and disgrace are what people deplore, but if they are the consequence of staying on the way, I would not avoid them. Wherein do the exemplary persons (junzi) who would abandon their authoritative conduct (ren) warrant that name? Exemplary persons do not take leave of their authoritative conduct even for the space of a meal. When they are troubled, they certainly turn to it, as they do in facing difficulties.’



Confucius constantly stresses the importance of acting appropriately, with propriety and fairness. These qualities are much better than wealth, and indicate the hallmark of a superior person for example:


The Master said, ‘. . . Exemplary persons cherish fairness; petty persons cherish the thought of gain.’

The Master said, ‘Exemplary persons (junzi) make their plans around the way (tao) and not around their sustenance . . .’



However, the following saying suggests there are appropriate ways of making money if one acts consistently with the Tao:


The Master said, [. . .] ‘It is a disgrace to remain poor and without rank when the way prevails in the state; it is a disgrace to be wealthy and of noble rank when it does not.’9



These statements seem relatively moderate but others are more damming. Mencius, the greatest of Confucian scholars, viewed merchants as ‘unscrupulous men’ who ‘competed for profits with the people’10. Such comments reflect the traditional Chinese view that business was a low-status profession. The traditional Chinese class structure gave status to professions depending on their perceived value to society. At the top were the scholar-officials (or mandarins) who were held in high esteem. Next came agricultural peasants, in recognition of agriculture’s importance as the backbone of the economy and society. Lower in status came artisans, while merchants were placed on the lowest rung and were often perceived as parasites on society.

When the Han dynasty replaced the Qin dynasty in 206 BC, it signalled a significant shift on the business environment. Confucianism replaced Legalism and merchants experienced a significant decline in status and freedom. When the new emperor institutionalised his preference for agriculture and the denigration of commerce11, the downgrade was complete.

The government realised that some commercial activities were needed, in particular the distribution of some vital goods to different parts of the empire, but for this function the state chose to implement tight controls. Certain goods such as salt and tea were declared a state monopoly. Private enterprise might participate in their distribution but only under control or licence of the government.

Markets still existed but only with consent of the government. We can read about this early control of markets in the Rites of Zhou. Written in the second century BC, this book describes how in cities the state restricted trade to officially sanctioned marketplaces. The government also dictated the location and functioning of markets along the main transportation routes. This high level of intervention represented a particular aspect of Chinese business that would shape business strategy. In particular, it required a businessman to cultivate relationships with government officials.

These changes inaugurated in the Han dynasty established a pattern of strong government influence in commerce that would exist for the following two thousand years. The extent of that control could vary over time. Some emperors increased control while others preferred a softer hand but, at all times, Chinese merchants knew that relationships with the government were a key determinant of their commercial strategy.

Confucian scholars did not all hold the same attitude to business. The extent to which one perceived Confucianism as being against wealth and business is very much one of individual interpretation. We can see parallels with interpretations of the Bible in which a scholar may place the emphasis on different quotations to prove their point. In general, if merchants simply circulated surplus products to areas where they were scarce, they were seen as performing a valuable role. In so doing, they filled the natural gaps between abundance and shortfall12. However, if merchants attempted to manipulate the market or defraud producers and consumers, as many assumed they did, they justified their social status at the lowest echelons of Chinese society.

This was a dynamic environment. The status and success of Chinese businessmen varied over time and the Confucian-trained government officials held great diversity in their views on business – this could have a huge impact on the practise of commerce. As this book progresses we will learn how businessmen could thrive in such an environment.

WHAT IS THE ART OF BUSINESS?

The titles of this book, The Art of Business, and The Art of War raise an important question; that is, can we define war and business as art? There are two elements that we normally relate to art. First, art normally has an aesthetic quality and there is little beauty in war. The same might be said of business. Some products and production technologies have aesthetic qualities but not all. The second definition of art is that it involves the application of a high level of skill, and by this definition both war and business can be defined as an art.

We could define business as the art of value provision. Businesses strive for profit, but they do it by creating and distributing goods and services that people value. Herein lies one of the problems with the traditional Chinese approach to business. Artisans and merchants were considered to be of the lowest social status, yet artisans created the products that people value, and merchants were the ones who distributed them. Any restrictions placed on their activities reduced the opportunity to give people more value, and enhance their quality of life.

The Chinese long suffered for this view. The focus was on social harmony, which is a good thing, but the restrictions that accompanied it limited the ability of the Chinese to achieve their potential. It would be a thousand years after the Han dynasty (206 BC) came to power before the economy began to show its potential and business people had the opportunity truly to practise their art.

This book begins in the Tang dynasty (AD 618–907); a time when these restrictions began to be lifted and businesses could provide new values to Chinese people. This book then follows Chinese business through time, examining how they made money in different periods and different environments. In so doing, we examine the techniques of those who succeeded and failed in the art of Chinese business.
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