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Culture and Accountability

."‘

M any expect that accountability motivates negotiators from
relationship-focused cultures like China’s to use a more pro-

relationship approach during negotiations. Our research shows that
this effect applies only when the other negotiating partner is an in-
group member. Furthermore, the differences between Chinese and
American participants in the use of a pro-relationship approach
occur only when they negotiate with an in-group member under high

accountability.

in Negotiations

The role of the relationship between negotiators and those they

represent has continuously received attention from negotiation
researchers. We argue that accountability drives negotiators from
relationship-focused cultures such as India, China, or Japan to use
a pro-relationship approach in negotiations only when the other
party is an in-group member. When the other party is an out-group
member, however, social norms in such cultures often prescribe less

pro-relationship approaches.
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Our Study

We compared negotiators from China
and the United States. We predict that the
differences between Chinese and American
negotiators in the use of a pro-relationship
approach appear only under the high-
accountability/in-group condition and not
under any other social conditions because
as collectivists, Chinese people make a
sharper distinction between in-group and
out-group than do Americans.

We tested these predictions in two
studies, both with participants from China
and the U.S. Study 1 was a comparative
cross-cultural scenario study examining
how accountability and group membership
together influence perceived social norms
of interaction in these two very different
cultures. Study 2 was a comparative cross-
cultural simulated negotiation study that
extended Study 1 by examining not only
whether culture, accountability, and group
membership together influence negotiation

norms.

Study 1

The Chinese sample was drawn from
an MBA program offered by a university
in southern China. The American sample
was drawn from an electronic subject pool
at a university in southeastern U.S. The
final sample size of Study 1 was 222. The
Chinese and American samples did not
interact with each other.

In the scenario, Chris Johnson, a client
services manager, needed to negotiate
with Pat Murphy, a production manager,
to reach an agreement. We manipulated
group membership by alternating Pat
Murphy’s membership. Participants in the
high accountability condition were told that
“Chris’'s manager likes to keep a sharp eye
on how Chris and other subordinates do
their work. The manager would read the
report and evaluate how well Chris did in
these negotiations.” By contrast, participants
in the low accountability condition were told
that “Chris will go to negotiate alone and
does NOT need to report the negotiation

process to anybody. ”

Payoff schedule in negotiation

Study 2

We recruited 214 undergraduate
students (104 from China and 110 from
the U.S.) to participate in this study. The
Chinese students were from a university in
eastern China, and the American students
were from a university in southeastern
U.S. The negotiation task was between
Chinese teams and American teams—the
two nationalities did not negotiate with each
other.

The negotiation task concerned a
brochure printing contract.To meet a
client’s urgent demand for advertising
brochures, a client service manager must
reach agreement on four issues before
those brochures could be printed. For each
of the four issues there are five alternatives
for negotiators to choose from, with each
alternative representing a certain value for
negotiators. Failure to reach agreement
would result in zero points for each

negotiation party.



Scenario

Insider

Outsider

Result for
Negotiation

Results

Study 1 showed that Chinese and
American participants differed significantly
from each other in social interaction norms,
especially under the high-accountability/
in-group condition. These findings show
Chinese negotiators would endorse a
relationship-focused approach, while
American negotiators would endorse a self-
focused approach.

The results of Study 2 support our
predictions that the most salient condition
in which Chinese negotiators differ
from American negotiators is the in-
group/high-accountability condition.
Specifically, Chinese negotiation parties
had a more pro-relationship mindset,
had achieved less joint gain than did

American negotiation parties but only

when the participants negotiated
with an in-group member under high
accountability. Under other social
conditions, Chinese negotiation parties
did not differ from American parties in
terms of pro-relationship mindset, fixed-

pie perceptions, or joint gains.

Managerial Implications

Previous cross-cultural negotiation research has provided invaluable information about
cultural differences in negotiations, but this information can be misleading if situational
factors are not taken into consideration. For example, if an American negotiator has the
misguided impression that the Chinese always focuses on relationship and harmony, he or
she will be unsettled when an aggressive Chinese negotiator comes along. According to
our findings, Chinese negotiators are pro-relationship only when negotiating with in-group
members under high accountability. Negotiators should therefore carefully analyze and

strategically control situational factors in cross-cultural negotiations.

This version is based on the full article, Culture and Accountability in Negotiations: Recognizing the Importance of In-group Relations, Organizational Behavior

and Human Decision Processes, Volume 117, Issue 1, 2012, pages 221-234. by Liu Wu (msliuwu@inet.polyu.edu.hk), assistant professor at Hong Kong Polytechnic

University, Ray Friedman (Ray.Friedman@owen.vanderbilt.edu), professor at Vanderbilt University, and Ying-Yi Hong (yingyi.hong@gmail.com ), professor at

Nanyang Technological University and Beijing Normal University.
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Why Don’t Chinese Cooperate

with Strangers?

ontrary to conventional wisdom that Chinese are collectivists
tho are more cooperative than individualists such as
Australians, we predicted that Chinese people would make less-
cooperative decisions than Australians in mixed-motive business

situations that lacked formal or informal sanction systems. We also

predicted that Chinese would be less cooperative with foreigners
than with fellow Chinese when they were in a foreign territory,
whereas Australians would be equally cooperative with members of
both groups. Data from two cross-national experiments generally

supported the predictions.

Who Will Be More Cooperative:
Chinese or Australians?

Chinese are generally viewed as more-
cooperative collectivists, while Australians
are generally viewed as less-cooperative
individualists. But is that really the case?
Studies show that Japanese, who are also
considered to be collectivists and who often
prefer to belong to groups, place group
interests above their individual interests
not because of an intrinsic tendency
but because the group has a system of
formal and informal mutual monitoring and
sanctioning. In groups of strangers lacking
such systems, their behavior is no longer
confined or constrained by concerns for
others, and they become more willing to
reveal and express their egoistic sides.
Those findings led us predict similar

behaviour of the Chinese:

Hypothesis 1: When complete strangers are
involved in a mixed-motive game, Chinese will be

less cooperative than their Australian counterparts.

Who Makes a Bigger Distinction
Between Compatriots and
Non-compatriots: Chinese or
Australians?

One of the important attributes of the
collectivists is that they make a sharp
distinction between in-groups and out-
groups. The boundary for including
someone in the in-group or not changes
with the context. On the other hand,
Australians make little distinction between
in-group and out-group members.
Therefore, Chinese are expected to
cooperate more with compatriots when
living in a foreign country, but to be more
competitive with non-compatriots as they

likely to view the former as ingroups but the

latter as outgroups.

Hypothesis 2: Chinese will be more cooperative
with stranger compatriots in a foreign territory than
with stranger compatriots in their home country or
with non-compatriots regardless of the geographic
location; whereas Australians will not differ across

conditions.

How Does Culture Influence
Individual Decision Making?

Culture affects individual decision
making through its influence on individual
values. On the other hand, the Australian
individualistic view will direct their
attention to self needs, self-interests,
personal values, and attitudes rather than
to the needs of others.

Self-interest is “horizontal” when it
emphasizes the “same self,” maximizing
self-interest, or self-goal without much

comparison with others. Chinese culture



Cooperation

emphasizes the vertical. Teachers in
individualistic cultures, such as Australia’s,
encourage students to reach their own
goals, to challenge themselves, to reach
their own potential. Obviously this culture
is more likely to produce “horizontally”

oriented people.

Hypothesis 3: Chinese and Australians will differ
on cultural values such that Chinese will score
higher on the vertical dimension of individualism-
collectivism whereas Australians will score higher
on the horizontal dimension of individualism-

collectivism.

Hypothesis 4: Vertical individualism will be
negatively related to cooperative behavior whereas
horizontal individualism will be positively related to
cooperative behavior.

Research Method and Findings
We tested our hypotheses with two

cross-national studies. In Study 1, used
country as proxy for culture and a two-

person prisoner’s dilemma game as

the decision-making context. Study 1
participants were 98 Chinese students
from Zhejiang University in the People’s
Republic of China and 86 Australians
students from the University of New South
Wales in Australia. In Study 2, participants
were 151 Chinese (42 male and 109
female) and 122 Australian university
students.

The results of the study are intriguing.

Managerial Implications

Competition

First, we found that Chinese made less-
cooperative decisions in mixed-motive
business situations than Australians
did. Somewhat unexpectedly, we found
that Chinese actually scored higher on
vertical individualism than Australians.
Third, the Chinese seemed to treat
stranger compatriots more cooperatively
in a foreign territory than they treat

stranger compatriots at home. @

Our findings will help decision-makers in practical applications. For example, after knowing

that Australians tend to be cooperative with non-compatriots in their home land, foreign

business managers doing business in Australia should probably adjust their natural

competitive tendency and be more willing to cooperate to build a long-term cooperative

and trusting relationship. Moreover, since formal or informal sanctioning is a major force

for Chinese cooperation, foreigners might find it useful to establish relationships with the

Chinese before doing business to build the informal system, especially when formal systems

are lacking.

This version is based on the full article, Cross-National Differences in Cooperative Decision Making in Mixed-Motive Business Contexts: The Mediating Effect of Vertical

and Horizontal Individualism, Journal of International Business Studies, 2005, Vol. 36, pp. 622-636. Xiao-Ping Chen (xpchen@uw.edu) is Professor of Management and

Organization at Foster School, University of Washington. Shu Li (lishu@psych.ac.cn ) is senior researcher at the Institute of Psychology, Chinese Academy of Sciences.

George Yip is Professor of Strategy in the China European International Business School, and column associate editor of Management Insights.
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The Power of the Humble CEOQ

uccessful CEOs are associated with many traits but
S humility rarely makes the list. That's not because humble
bosses are not successful. Rather, it is because humility
has rarely been assessed as a desirable quality in a leader.
Starting in 2010, we interviewed the CEOs of 63 private

companies in China, and surveyed 328 top-level and 645 mid-

level managers who worked with them. They represented a
range of industries—41 percent were in manufacturing while
59 percent were in service or trading. We found that humble
leaders are more likely to have middle managers with a greater
sense of autonomy and teamwork, and they became an

engaged, loyal and high-performing managerial force.

China in the Spotlight

The obvious initial question here is why
did we choose China? First, the country
offered relatively easy access to a sizable
number of companies and managers. On
one hand, leaders are expected to exercise
absolute authority over subordinates.
Conversely, Confucianism and Taoism
teach leaders to be humble. Finally, CEOs
in China have usually worked in many types
of organizations, such as foreign, state-
owned, or local private companies, each of
which requires a different leadership style.
So we could expect sufficient variance in
CEO humility.

The business environment was also
challenging, especially in the dynamic

Yangtze River Delta economic zone that

was the focus of our research and includes
Shanghai and parts of Zhejiang and
Jiangsu. We chose privately owned small
and medium enterprises (SMEs) in the
region rather than state-owned companies
whose many layers of governance blur the
impact of the CEO’s decisions.

Moreover, while the government was
flooding the economy with cash, controls
over SMEs and favoritism towards state-
owned enterprises were also increasing,
placing a premium on the quality of
leadership.

On average, the companies in our
list had been in business for at least 14
years, which is sufficient time to determine
sustainability and assess the leader’s

qualities.

The Qualities of Humble CEOs

As we interviewed CEOs to find out
how they regarded themselves and their
management experience and philosophy,
the head of a successful supermarket
chain had an office that looked more
like a storage area and was littered with
cardboard boxes. That’s not to say that
CEOs with small, messy offices are humble
or more effective but in this case the state of
the office indicated the CEO’s indifference
to obvious displays of power or authority.

The surveys of senior and mid-level
management served many purposes. They
either confirmed or disproved the CEO’s
self-appraisal and our own impressions and
established the trickle-down effect of the

humble leader.



Overall, humble CEOs accept that
something is greater than the self. In
essence, humble people do not compare
themselves to others, which may induce
over-confidence or low self-esteem. Instead,
they are confident about their strengths and
aware of their weaknesses, which helps
them keep their egos in perspective.

Crucially, humble leaders are driven by
collective missions that are greater than
self-interest. Famous examples of such
CEOQOs are Vanke’s founding CEO Wang Shi
and Huawei’s Ren Zhengfei. Both of them
held less than 1% of stocks of their own
companies to allow other top management
team members to share the wealth. They
valued talent to an extent that they welcome

capable “betrayers” to come back.

Steps to Empowerment
Our research did not seek to establish
the relation between the CEO’s humility

and the extent of the company’s financial

4

The humble CEO was taking a different path
fo employee empowerment. In furn, middle
managers became an engaged, loyal and
high-performing managerial force. Yy

success. Instead, the goal was to reveal the
black box and see how humble CEOs use
empowerment to manage their senior- and
mid-level managers.

In contrast to leaders who micro-
manage, our research conclusively showed
the humble CEO was taking a different path
to employee empowerment by building a
platform for associates and subordinates
to shine. In turn, middle managers had a
greater sense of autonomy and teamwork,
and they became an engaged, loyal and

high-performing managerial force.

Borderless World

Previous reviews have suggested that
leadership requires a strong personal desire
for influence. But that overlooks the flip
side—leadership also depends on whether
subordinates accept leaders’ influence.
Research has shown that bold and
assertive leaders who lack genuine concern

for others undermine their influence on

subordinates. Our study is consistent with
that research.

The positive effects of CEO humility
provoke new thinking about the traits
of effective leaders. In today’s volatile,
complex, and increasingly borderless
business environment which demands
team-work and reliance on others
for a successful outcome, a humble
CEO might perform better than one
who believes he has the answer to
everything.

We also need to know whether humble
CEQOs generate superior firm performance.
Although their employees were more
engaged, committed, and performed
better, individual-level outcomes do not
guarantee the firm’'s performance. It would
be valuable to understand whether humble
CEOs approach goal alignment and
strategic implementation, which are crucial
to determine success, differently from their

less humble counterparts. M

This re-write is based on the full article, A Humble Chief Executive Officers’ Connections to Top Management Team Integration and Middle Managers' Responses,

Administrative Science Quarterly 59 (1), 2014, 34-72. Amy Y. Ou (bizyo@nus.edu.sg) is an assistant professor of organizational behavior at NUS Business School, National

University of Singapore. Anne S. Tsui (anne.tsui@asu.edu) is the Motorola Professor of International Management at the W. P. Carey School of Business, Arizona State

University. Angelo J. Kinicki (angelo.kinicki@asu.edu) is the Weatherup/Overby Chair in Leadership and Professor of Management at the W. P. Carey School of Business,

Arizona State University. David A. Waldman (waldman@asu.edu) is a professor of management at the W. P. Carey School of Business, Arizona State University. Zhixing

Xiao (xzhixing@gwu.edu) is Distinguished Visiting Professor of Chinese Business at George Washington University. Lynda Jiwen Song (songjiwen@rbs.org.cn) is an

associate professor of organizational behavior at the School of Business, Renmin University of China. This article is also published on the Think Business website of NUS

Business School http://thinkbusiness.nus.edu/articles/item/250-humble-ceo
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How Chinese Companies
Can Learn from Foreign Entrants

FDI can create “positive spillovers” for domestic firms in
emerging markets. Based upon a comprehensive panel data

set on manufacturing firms in China in 1998—2007, we find that

entry tenure of foreign firms in an industry has a positive relationship

Learning from Foreign Entrants

Takes Time

There are four major FDI spillover
mechanisms: demonstration effect,
employee turnover, domestic business
linkages, and competitive pressure, all of
which require a certain amount of time to
effect.

(1) For the demonstration effect, as
entry tenure of foreign firms in an industry
increases, domestic firms have a longer
time to identify, imitate, and assimilate
technologies and management practices
used by the foreign firms.

(2) Spillovers via employee turnover

take time to occur because foreign firms

need to hire local employees and train
them before they can diffuse the foreign
firms’ technologies and management
practices to their subsequent domestic
employers.

(3) Foreign firms’ local business
linkages, particularly with local suppliers
and distributors, are another important
spillover mechanism. As foreign firms
transfer their technologies and knowhow
to local suppliers and distributors,
such technologies and knowhow may
be ultimately transmitted to domestic
firms that use the same suppliers and
distributors.

(4) Competitive pressure works as the

Yan “Anthea” Zhang
Rice University
Yu Li

f International Business
1omics, China

Haiyang Li
Rice University
Rewritten by
George Yip

— -

with the productivity of individual domestic firms in the same
industry. We also find that this positive relationship is stronger when

the foreign firms have lower export intensity.

increased competition that accompanies
foreign entries puts pressure on domestic
firms and forces them to update their
technologies and to adopt advanced
management practices to meet this

competitive pressure.

Barriers to Imitation

In addition to spillover mechanisms, the
ease with which competitive advantage
may be sustained the speed with which it
is subject to imitation depends upon the

height of the barriers to imitation.



The moderating effect of foreign firms’ market
focus

Market focus represents an important
strategic choice of foreign firms operating in
an emerging market. In contrast, those with
a local market focus emphasize reaping
benefits from pent-up indigenous demands
in the host country. Relative to export focus,
foreign firms’ local market focus can lower
barriers to imitation faced by domestic
firms. First, foreign firms’ local market focus
decreases information asymmetry between
foreign and domestic firms. Second, local
market-focused foreign firms have more
competitive interactions with domestic firms

than export-focused ones.

The moderating effect of foreign firms’ asset
composition

Firm assets can be generally divided into
two broad categories: tangible assets such
as land, plants, equipment, inventories and
other physical assets, and intangible assets
such as patents, trademarks, copyrights,
and trade secrets. Foreign firms with higher
intangible asset intensity have greater
information asymmetry between them and

their domestic competitors, which increases

the barriers to imitation.

The moderating effect of foreign firms’ entry
pattern

A rhythmic entry pattern of foreign
firms can lower barriers to imitation faced
by domestic firms. If foreign firms have
followed an irregular entry pattern, domestic
firms’ learning benefits may be limited due
to the time compression diseconomies. In
contrast, if foreign firms have followed a
rhythmic entry pattern, domestic firms only
need to pay attention to and observe a few

new entrants at a time.

Managerial Implications

Research Methodology

We tested the above arguments in the
context of China’s emerging market, the
largest FDI recipient country in the world and
received support. The major data source for
this study was the Annual Industrial Survey
Database (1998—2007) from the Chinese
National Bureau of Statistics (CNBS). The
aggregation of the firm-level information
is published in the official China Statistics
Yearbooks. Our sample consisted of 945,553
domestic firm-year observations, covering
301,667 domestic firms (unevenly distributed
across years) in 1998—2007. &

For MNC managers, our findings suggest that the speed of catching up varies across

industries.

For domestic managers in emerging markets, our results suggest that 10—12 years is a

reasonable time frame for FDI spillovers. Our results also provide suggestions that bringing

in FDI in a more rhythmic pace enables domestic firms to better observe and understand

foreign entrants’ technologies and thus to benefit more from FDI spillovers. Our results

demonstrate that foreign firms’ export may delay the speed with which domestic firms learn

from the foreign firms.

This version is based on the full article, FDI Spillovers over Time in an Emerging Market: The Roles of Entry Tenure and Barriers to Imitation, Academy of Management

Journal, Vol. 57(3), 2014, pp. 698 — 722. Yan “Anthea” Zhang (yanzh@rice.edu) is a professor of strategic management at the Jesse H. Jones Graduate School of Management,

Rice University. Yu Li (liyu@uibe.edu.cn) is an associate professor of business strategy and international business at Business School, University of International Business and

Economics. Haiyang Li (haiyang@rice.edu) is a professor of strategic management and innovation at the Jesse H. Jones Graduate School of Management, Rice University.

George Yip is Professor of Strategy in the China European International Business School, and column associate editor of Management Insights.
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Applying Yin-Yang to Organizational
Change in a Chinese Company

his study addresses three key aspects of the Chinese yin-yang
Tview of change: context, process, and actions. We use a study
of the Chengdu Bus Group (CBG) to illustrate organizational change
processes that apply the yin-yang change model. Our findings can
help managers better understand organizational change from a
unique yin-yang perspective.
The famous Chinese concept of yin-yang, how seemingly
opposite or contrary forces are interconnected and interdependent,
can also be applied in business. This article elaborates a Chinese

indigenous model of organizational change based on the Chinese

yin-yang view, a pattern of thinking and acting for agents who are
enacting organizational changes.

Taoism philosophy views reality as a state of flux wherein
existence is not static but dynamic and changeable. Everything is
relative and conditioned by the principles of change, and any action
is predicated by a previous action, just as a car going 100 miles per
hour must incrementally slow down before stopping or turning. Thus,
Taoism sees human agency as having both flexible and contingent

functions: doing “the right thing at the right time.”

D IIIIND

Case Study

We conducted a case study of a
company that underwent dramatic changes:
Chengdu Bus Group (CBG). The Chengdu
Bus Group is a large state-owned enterprise
(SOE) located in the city of Chengdu in
China’s southwest province of Sichuan. In

2008, the municipal government appointed
She Chen as CEO with the challenge to
reform CBG into a leading company in the
Chinese public transportation industry in
three years. We obtained data from both
primary sources (e.g., interviews) and

secondary sources (e.g., archival data).

Application of Chinese Yin-Yang View
Event 1: Cutting Price and Buying Back Outside
Equity

On taking charge of CBG, Chen first
applied zao-shi (building momentum) by
halving CBG fares thus creating favorable

shi (situational momentum) for further



actions. Chen waited until the three joint
ventures began suffering large financial
losses in their efforts to compete with CBG'’s

price cut and sold out to CBG.

Event 2: Optimizing Bus Routes

Once the competition was eliminated,
CBG decreased inter route competition by
rezoning some bus routes. After integrated-
circuit cards automatically collected
passenger data, more than 400 routes
were eliminated with consequent reduction
in labour requirements. These successful
measures provided added income and
legitimacy for further reforms (i.e., created
favourable shi and permitted zao-shi for the

next move).

Event 3: Redesigning Organizational Structure

CBG next integrated the repair shops
into one company, permitting bus repairs
at the nearest workshop. Advertising was
integrated to increase CBG’s bargaining
power during contract negotiations. Prices
for posting advertisements on buses

increased seven-fold.

Event 4: Reforming Wage System
Chen implemented a managerial job
promotion and rotation plan between

companies. Thus Chen was able to assign

them the responsibility for devising and
implementing a new system without Chen's
direct involvement.

To stop frequent bus accidents, Chen
linked wages to“safe mileage accumulation”.
As a result, accidents were reduced
significantly and insurance expenses per
bus decreased by 74.7%.

Event 5: Improving the Public Image

To create an organizational culture of
“‘openness, fairness, and impartiality”,
Chen used ying-shi (leverage momentum)
to seize favourable shi by abolishing some
perquisites of rank and instituting a uniform
bonus system. Chen visited worksites
including repair shops and bus stations,
ate with employees, and listened to their
suggestions, an example soon followed
by other managers. Company morale
improved and with happy employees, CBG

began improving its public image.

Change Outcomes

Three years after initiating the change
efficiency and profitability were enhanced,
and employees were happier and
performing better. Safety awareness and
quality of service substantially improved,
greatly enhancing public attitudes and

social evaluations of CBG.

Lessons for Change

Most organizational problems are
caused by complex factors nested in
the internal or external environment.
A change issue can be solved by
considering its nested environment. For
example, for CBG a solution to the unfair
wage problem came from formulating
consensus by switching top managers’
positions. A solution to the problem of
over-competition came from changing
competitors’ bargaining power.

Change agents are not the only
developers of continuous change;
the situational momentum, shi, also
plays a role. Thus perception and
strategic actions are essential. When
facing unfavorable shi, change agents
may adopt building momentum (zao-
shi) strategy to initiate changes to the
ecological factors. When shi becomes
favorable, change agents may adopt
ying-shi strategy with direct change
actions to leverage the momentum.
Creating incremental goals for change
is a delicate art requiring actions and
momentum to be subtly balanced in

each stage. @

This version is based on the full article, A Yin-Yang Model of Organizational Change: The Case of Chengdu Bus Group, Management and Organization Review, Vol. 10, No.

1, 2014, pp.55 - 80. Runtian Jing (runtianjing@gmail.com) is Professor of Organizational Behavior in the Antai College of Economics and Management, Shanghai Jiao Tong

University. Andrew H. Van de Ven (avandeve@umn.edu) is Vernon H. Heath Professor of Organizational Innovation and Change in the Carlson School, University of Minnesota.

George Yip is Professor of Strategy in the China European Intemnational Business School, and column associate editor of Management Insights.
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About Jack Ma Executive Chairman, Alibaba Group

Jack Ma is the lead founder of Alibaba Group. After the company’s debut in 1999, he served as Group chairman and chief
executive officer for more than a decade, with responsibility for overall strategy and focus. Jack Ma and Alibaba Group uphold a
mission “To Make It Easy to Do Business Anywhere” and are committed to helping small and medium-sized businesses to develop
and grow, as well as provide consumers with an enjoyable and convenient online shopping experience. “Live seriously and work

happily” is the philosophy that Jack Ma and his team live by. Jack Ma is the Executive Chairman of Alibaba Group and also serves

as chair of The Nature Conservancy’s (TNC) China board of directors, and is a member of TNC's global board of directors.

Jack Ma holds a bachelor's degree in English from Hangzhou Teacher's Institute and like every graduate, believes his alma

mater is the best school in the world.




Xiao-Ping Chen

University of Washington

Jack Ma
Executive Chairman,
Alibaba Group

Company Gulture and Values
Are the Lifelines of Alibabha

Xiao-Ping Chen: Hi, Jack, it has been
a long time since | last saw you at the
Academy of Management meeting in
Hawaii. I'm so glad to meet you here.
First, would you please describe your
management style, philosophy, and
perspective? What experience in your life
profoundly influenced your leadership style
and philosophy? It's a broad topic, and we

welcome your boundless answers.

Jack Ma: Personally, | feel that multiple
management perspectives have emerged
in China over the past 30 years, but
that there have been no significant
breakthroughs. In my view, nations and
corporations develop in a similar manner.
For example, the U.S. political system
and management system are based on
similar Christian beliefs. Likewise, Japan’s
micro-management practices reflect their
cultural roots. In China however, because

of the rapid economic growth in the past

30 years, and the lack of religious beliefs
in this country, our management follows
a less consistent pattern. We must take
scraps from here and there, and nothing
is our own. Cultural beliefs form the root
of culture, which serves as the philosophy
of management. | have been thinking
about this question in the past few years. If
Alibaba desires sustainable development,
we must have a management philosophy.
You learn from America; you learn from
Japan. But you learn only their operations,
not their minds. So what is an enterprise’s
mind? You may find me a little eccentric
when talking about Taoism, Buddhism, and
Confucianism, and mixing them. Indeed, |
observe them all and harvest meaning from
China’s ancient culture, especially from the

Tai Chi philosophy.

Xiao-Ping Chen: Would you expand
more about the particular Tai Chi doctrines

that you feel especially meaningful?

Jack Ma: In fact, Tai Chi’s view on
accommodation and transformation,
yin and yang, ebb and flow, all thread
through our company’s management
philosophy. A dialectic view on
accommodation and transformation
includes closely-related concepts.
The same goes with education and
nurturing. Education is the school’s
responsibility and nurturing is the
family’s job. We call it transformation
by nurturing. And that’s what we really
want. | have thought about it for the
last four years, and gradually formed
my own perspectives about our values
and value system, the concept of belief
and reverence. Belief is to be grateful
for today and yesterday. Reverence is
awe and respect regarding tomorrow
and the unknown. Weaving belief and
reverence into our culture would form
the core values for the basic design of

all management systems.
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A Culture of Gratefulness,
sharing and Openness:
Live Seriously And Work Happily

Xiao-Ping Chen: Except for Tai Chi, what
do you think of Tao?

Jack Ma: The core of Taoism is letting things
take their own course; the core of Buddhism
is emptiness, the same inheritance as Taoism.
What does it mean to let things take their own
course? It means to stride ahead even if we
know the result, for the process is what we really
appreciate. After all, everybody is going to die,
and our final home is the cemetery. If you can
see that as your destination through life, you
will not fuss over trivialities. Confucianism is
the Chinese way of management: let the king
be a king, the minister a minister, the father
a father and the son a son; while Western
Christianity has developed into a more open
system up to the present. We adopted what
they have in common and implemented it in our
management model: gratefulness, sharing, and
openness.

| gave a speech at Harvard in 2002. After
my talk, a CEO from a foreign company said
that | was a mad man. He said he had been
in China for many years, and didn't believe
that my way of managing a company would
work. | invited him to visit Alibaba. After a
three-day stay, he said “Now | understand.
Here you have 100 mad men just like you.” |
agreed. People in a madhouse never admit
they are crazy. They believe the outsiders are.
That's why people here in Alibaba are united.
Someone said it's impossible to be able

to find 1,000 people who think as he does

among 1.3 billion people; if he did, he would
train them to be us. And that’'s why we have so
many similarly crazy people. Our culture is the
result of cherishing the same ideals, following
the same path, and unifying the same type
of people. If you want to copy us, you have
to first copy our culture, confirm your cultural
foundation, and hire people who share your
ideas. Many companies nowadays want to
compete with Alibaba, while | have spent 10
years to shape this company’s development.
These are the people we recruited, and
this is our way of training them. This whole
e-commerce business model is only one form
of our efforts, and there is no way you can

compete with us.

Xiao-Ping Chen: | went to your company
for a meeting two years ago and found that
many meeting rooms are named after Jin

Yong's martial arts novels. Why?

Jack Ma: Jin Yong’s martial arts novels
are the most down-to-earth way of explaining
Confucianism, Buddhism, and Taoism. They
cherish brotherhood, morality, courage,
emotion, and conscience. | have said in
the company numerous times that it is only
a matter of time for Alibaba to become the
most profitable company in China. | want our
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 will move away from consumers. |
cherish loyalty and brotherhood. Jin Yong's
novels reflect the philosophy of Taoism,
Buddhism, and Confucianism, and yet
young people and our clients comprehend
the stories. One principle | advocate in
the company that is inspired by Taoism,
Buddhism and Confucianism is “live seriously

and work happily.”

Xiao-Ping Chen: People often say “work
seriously and live happily”. Why did you

reverse it?

Jack Ma: Because if you don't live
seriously, life won't be serious with you. If
you are unhappy at work, you cannot be
innovative. Likewise, being serious at work
doesn’t guarantee that you will be creative.
Isn’t it better for one to have fun at work
and feel free to come and go anytime as
long as they finish their work? If you are
unhappy with your job, please go, it’s not
your mistake. “Working seriously and living
happily” is just nonsense.

Others talk about balancing work and
life. That's also impossible! About four years
ago, someone suggested that | give a
lecture to teach our staff how to separate life
from work because they found it too difficult
to do so. | talked for about 30 minutes and
by the end of the speech, | realized that |
was talking nonsense, meaningless words,

for | never separated my life from my work.



Corporate Mission Has to be Aligned
with Social Development

Xiao-Ping Chen: As a founder of a
Chinese company, you really put a lot of
emphasis on building corporate culture.
What is the ideal culture for Alibaba? How
should it be accumulated and sustained?
Would you please give some detailed

examples?

Jack Ma: In the 21st century you
must understand your mission and your
reason for existence. In the past century,
companies could prosper by simply
grabbing one good opportunity. Big
companies today in the 21st century, you
must understand a theory: you must solve

social problems before solving corporate

issues. Only then can the company last
forever. Therefore, Alibaba has been
hoping to solve social problems, problems
of innovation, and employment issues.
Alibaba is no longer simply a company,
but an ecosystem. | lost interest in
making a company 5—6 years ago. The
difference between me and economists
and management theorists is that they are
making use of their knowledge, but | use
my actions to change the world. | change
things from the bottom up, | train people
that are born in the 80’s where they grew
up having access to the Internet, and
when they think this way on their first day,

the society will naturally be different.

Xiao-Ping Chen: The key is to maintain

a good corporate culture.

Jack Ma: Yes, corporate culture should
be connected to societal values. That is
to say, values and mission come before
a corporate strategy can be formulated.
After the strategy is laid out, organizational
structure can be created, followed by talent
recruitment. It is one coherent system. | did
not understand that in the past, but | have
gained more understanding over the years
and have created something systematic
of my own. Today’s Alibaba is not built by
stitching pieces together, but by missions

and values. Our corporate culture can

s1ybisu| juswabeuen

VN SL0¢

—
—
~



m
X
[
(0]
C
=p
<
()
o
()
=
1%}
ie}
®
(9]
=13
<
@
[%2]

118

be summarized with four simple words:

openness, transparency, sharing, and
responsibility. Those 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 culture must be

aligned with the Internet culture and the
society’s future. In my view, the Internet is
our future. Some say that the Internet should
become a national strategy. The national
strategy shouldn’t be Internet, but
should be the market economy, and the

spirit of entrepreneurship, sharing the

Morality is at the Core

of Our Culture

Jack Ma: Apart from being open,
morality is the core of our cultural value.
| believe we have inherited much value
from our ancestors. Sometimes we invite
people to come to teach, for example,
about marketing. But if they teach us how

to sell combs to monks (Chinese monks

all shave their heads), | 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 good

sales skill? Give me a break.

same resources. Regardless of how we
feel, the society will become more open,
transparent, responsible, and sharing. If
your company has such a culture, it will
naturally get stronger, and this is why
| would want our company to achieve

this culture.

Xiao-Ping Chen: Something is wrong

with the value system.

Jack Ma: Exactly. | once decided
not to hire a guy who was good at
communication, logic, and management.

We were almost ready to hire him, but



Rather than measuring sales performance,
we assessed values and were determined fo
oass them down.

he concluded the interview by saying he
would bring a lot of former clients with him
when he joined us. | immediately changed
my mind and said thank you but let’s find
another opportunity to work together. |
could see that if he left our company, he
would take away some of our customers

as well.

Xiao-Ping Chen: That's a moral issue.

Jack Ma: Yes. | wanted him, but not
his clients. That’s the moral problem. |
think Alibaba has become more stable
in recent years not only because of
good performance. | don’t encourage
employees to start their own businesses
because Alibaba’s mission is to help
others start their businesses. We have
7 million sellers on our platform, join us
if you want to help them, but if you want
your own business, then you’d better
stay away. If you must join | will not turn
you away, but in principle | don’t like that
type of person. If you join, we have 7
million sellers working hard to start their
own businesses and your job is to help
them do that. If you want to be one of
those 7,000,000 people, | will certainly
support you. So, when | talk about
a culture of openness, transparency,
sharing, and responsibility, it’s also about

acting and convincing others.

Xiao-Ping Chen: | can't agree more. You
specifically emphasize the importance of
having core values. | believe that your core
values are the “Six Meridian Swords” as you
named: customer first, teamwork, embrace
change, integrity, passion and commitment.
How did these values form? What role have
they played in Alibaba’s development? How

have they influenced employees?

Jack Ma: Well, | didn’'t devise these
values alone. The first year, the founders
discussed it several times. In the first
year we gathered all the founders to think
about this, we started from the 1995
Chinese Yellow Pages, and went through
pains and struggles, but never gave up,
outsiders didn’t know, we were the first
Internet company in China but because
we were in Hangzhou no one knew about
it. When | returned from Seattle at the
end of 1994, we discussed what unified
us. We didn't do well in business, but we
stuck together. Why?

Xiao-Ping Chen: Was it because of you?

Jack Ma: No, if it was because of me,
then what was it about me that made
people not want to leave? Together we
wrote down the 20 reasons for staying at
this company and eventually combined

them into nine. From then on, every

y

new employee had to follow these nine
principles, which later on became the basis
of our employee performance evaluations.
Rather than measuring sales performance,
we focus very much on assessing these
values. After some time, we refined the nine
principles into six core values, also called
“Six Meridian Swords.” If employees can't
abide by these core values, they will have
to leave. Regarding evaluations, | recently
made a new discovery, and that is that
small companies should be scared of
“wild dogs” (those with poor values but
good performance). Small companies like
people with good sales performance but

poor values.

Xiao-Ping Chen: Because they bring

more money to the company?

Jack Ma: Yes, it's true they make more
money, but the money is from dishonest
dealings, and may cost the company in the
long run. When that generation becomes
company leaders, the company will be
weak because they get used to being
dishonest and taking advantages. That's
the biggest hurdle for small companies
if you ask me. It's the “wild dog” culture.
Meanwhile, the hurdle for big companies
is what | call the “little white rabbit” culture
where people get along well but don't

necessary perform well.
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| killed two “wild dogs” in 2002 when |
proposed the “one yuan profit” policy. The
company was suffering from serious losses,
and at the beginning of the year, we had a
meeting.

At that meeting, | asked what Alibaba
could do to survive in the Internet
business where everyone was giving
kickbacks and without kickbacks you
could not survive, but it was a violation
of our basic principles. The meeting
started at 8 am and lasted until 4:30
pm. Everybody said that wasn’'t how we
wanted to live. At 4:30 pm, | concluded
the meeting by saying: “As the founder, |
would rather shut down the company than
giving kickbacks. That is a behavior we
will not tolerate. We want to make money,
but if we rely on kickbacks to make
money, we will fall one day—just like the
others. | don't want to do that. For people
who support giving kickbacks, they can
choose to leave right now. That's my
principle.”

Half a year passed. Our revenue was
RMBB800,000. And we found out that sales
from two employees accounted for nearly
50% of the revenue. Both had been giving
kickbacks.

Xiao-Ping Chen: So did you let them go?

Jack Ma:
decisively. This is how from 2005—2006,
the company started fostering its own value

| fired them, firmly and

system.

Xiao-Ping Chen: And that's about what

you can do and what you cannot do.

Jack Ma: I'm not sure what we can do,
but I'm quite clear on what we cannot do.
And that formed the base of Alibaba’s
culture. In a meeting with the Wall Street
investors, | explained that | always put
customers first, employees second, and
shareholders third. Putting the shareholders
first is capitalism’s biggest mistake,
because shareholders do not have a long-
term vision for the company. If you cook the
books to please your shareholders, who will
pay the price? Your customers will. What is
our purpose? Only customer satisfaction
can benefit us all. So we are all clear on
this: customer first.

We talked about “Customer First” at a
meeting with more than 200 people. An
investor told me that if he knew that | put
customers first and shareholders third, he
would not have invested in Alibaba. | said
it's not too late, and that he should then sell
his stocks immediately. He was shocked.

Of the millions of people in this world, |

knew that someone will believe in putting

customers first. Afterwards, some other
investment companies also started selling
Alibaba stock.

| have my principles, right? Maybe | am
not so pretty in private, but my performance
is good. | refuse to believe that you can’t
find one person in this world who puts the
customer first; there are so many people
and so many investors in this world.
Fairness is part of Alibaba’s core values. We
have a clear message: we will not tolerate
kickbacks; we will not tolerate someone who
says they will poach customers during a job
interview; we will start small and will never
cook the books; and we will fire someone

who visits only three customers.

Xiao-Ping Chen: What do you mean by

“visiting only three customers”?

Jack Ma: If | find out that a salesman
planned to visit five customers daily but
only visited three but still reported five, I'm
going to fire him. If he cheated on those
little things, how can | trust him again? If he
is honest, | will not fire him for visiting only
three customers instead of five. But if he
lies to me, how can | trust him? How can we
work together? Trust is an important part of

our culture at Alibaba from early on.



Make Integrity A Priority

Xiao-Ping Chen: Your company
outlines integrity very clearly in the
employee handbook. The company
reportedly even has a special department

to ensure integrity.

Jack Ma:

department is for integrity, and has nothing

| must clarify that the

to do with the government, which has the

same pronunciation as integrity in Chinese.

Xiao-Ping Chen: You also have a special
detective officer who can sense if anything
goes wrong. Even so, something went
wrong in 2011; that is, the B2B customer
incident, and the incident at ju.tacbao.com

in 2012. Can you discuss these incidents?

Jack Ma: Today | can proudly say that
| really stuck to my principle of integrity
when handling those incidents. The degree
of openness from a company the scale
of Alibaba was very rare compared to
other companies in China at that time. We
proactively brought the 2011 and 2012
incidents to light. When we disclosed

the incident we had already pretty much

handled the situation. | understood very
clearly that it was the right thing to do. We
need to put integrity as our priority; revenue
is only second. Integrity is connected with
the very root of your culture; what we are
building is an ecosystem and a platform
that will truly benefit hundreds of thousands
of people. During the 2011 B2B incident,
David Wei's team was under extraordinary
pressure, especially as we saw a lot of
scammers particularly in Fujian Province
in China. They got on Alibaba.com and
started to scam people. We reported them
to the police multiple times but no one was

arrested, it was no use.

Xiao-Ping Chen: \Were people passing
the buck?

Jack Ma: The ultimate problem is that
we're pretty powerless. 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. | am operating an ecosystem of
more than 600 million people. If 1% of them

are bad guys, that means | have 6 million

troublemakers. We found out later that
some scammers often moved locations—
those from Fujian would go to Shanghai,
Guangzhou, and then Zhejiang. At the time,
some young people would get a job at our
company and then after the 3-month new
employee training, they would do well in the
first month or two and then leave abruptly

after signing a bunch of contracts.

Weiying Zhang: What's the percentage

of these companies in all of your customers?

Jack Ma: Perhaps 1%, it was a serious
issue. The way we handled this issue sets
an example for the entire company and the
entire society that any Alibaba employee
who dared to do the same thing again
would face an immediate “death penalty.”

Xiao-Ping Chen: |t is absolutely not

going to happen again.

Jack Ma: Many people still thought it
was definitely a storm in the tea cup. But
this was cancer and must be rooted out;

otherwise the cancer cells would spread
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quickly. Although it was painful back then,
pain was not the same as suffering. If we
avoided the pain today, we would suffer
tomorrow, and suffering is scarier than pain.
When the suffering becomes unbearable,
we will be finished. So | took the action on
purpose, to demonstrate to all that | would
not accept such behavior. One may find it
hard to imagine—pulling out the CEO and
his entire team. | was determined to make a

big deal out of it.

Xiao-Ping Chen: You handled it very well.

Jack Ma: It was not evil behavior that
we hate; rather, we hate indifference to evil

behaviors.

Xiao-Ping Chen: Great. After that
incident | wrote an article, titled The Morals
of a Company. But why did similar incidents

occur in Taobao after that?

Jack Ma: | was about to disclose the
Taobao incident when A magazine in
Guangzhou preempted it. Of course the
article was quite exaggerated.

| thoroughly analyzed the whole situation
and found that the real problem was with
Taobao's senior management. The Internet
developed so fast that we neglected
Alibaba’s strict training system in our basic
process of recruitment and training. At
that time | felt it was really hard to run a
small business, so | offered free services.
Actually | offered free services 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 offered was useful or not.
Therefore, the starting point was to explore

and define a model.

Later | said we would have to charge
for the service in five years, but then came
the financial crisis. Ok, let's keep it free.
After offering free services a few times, the
industry reached RMB700 billion in that
year. In a RMB700 billion free market, it is
natural that you have all kinds of people.
We desperately needed people, so all
types of job candidates were introduced by

employees, or recruited as interns.

Xiao-Ping Chen: Lastly, would you like
to share your best experiences in starting

and managing the business?

Jack Ma: My experience in starting a
business is to start with things that make
you happy, and also start with the easiest
rather than the most difficult things. My
management philosophy is “use people with
doubt and use those who you doubt” rather
than “trust who you choose and do not
pick who you doubt.” From a management
perspective, | believe in letting people

judge instead of asking them to do things.

Xiao-Ping Chen: What do you mean by
letting people judge?

Jack Ma: | mean making judgments.
Starting up a business is to entrust people
who excel, for example, you would ask
Zhang Weiying to do things because you
think that his ideas are great; whereas
entrusting people with the power to make
decisions means you would let Zhang
Weiying to make decisions because you
believe he is more capable than yourself.
These are two totally different mindsets. To
trust who you choose and not pick who you
doubt is very basic, however, using people

with doubt focuses more on a person’s

capability than his/her integrity. In Chinese,
the word trust consists of two parts—trust
and entrust; | believe in Zhang Weiying, but |
will not ask him to take the president position
of a multi-national company. Therefore, I've
always believed that we should use people
with doubt and use those who you doubt. Let
different types of people give it a try. This may
work. It turns out many talents are discovered

by those who doubt.

Xiao-Ping Chen: Do you doubt people’s
capability rather than their integrity?

Jack Ma: 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 70s but still
like to make judgments and decisions by
themselves. It makes them feel accomplished,
but at the same time, they have deprived
others of something they want to do. You have
the power and 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 rights to make decisions, life is important,
S0 is happiness.

| do things to make others happy,
but | won't brag around about it. China’s
prosperity could not be achieved without
the hard work of countless entrepreneurs,
and that's our biggest contribution to the

Chinese society.

Xiao-Ping Chen: We can only choose
our way to contribute to the society. Jack,
thank you for sharing your stories and
wisdom, this is certainly another way to
contribute to our society.

We thank Eve Yan for her translation of

the original interview in Chinese. @



Building Strong Ties with Customers

—An Interview with Mr. Wang Jianguo

n June 28, 2014, a scent of
Oflowers hovered in the early
summer evening air. By the Xiayang Lake
near Shanghai, Professor Xiao-Ping
Chen of the University of Washington
and Professor Bin Gu of Arizona State
University had the honor to interview Mr.
Wang Jianguo, chairman and president
of FiveStar Holdings, owner of Kidswant
chain stores. That day Mr. Wang had a
tight schedule ending with an evening

gathering of entrepreneurs in the center
of Shanghai city. He arrived after 9 pm
for our interview, in high spirits, however,

and talked animatedly until midnight.

Xiao-Ping Chen: Mr. Wang, thanks for
coming to see us after such a long day. Can
you please tell us how you founded FiveStar
Appliances, sold it to Best Buy, and then
started a new business, became chairman of

FiveStar Holdings, and created Kidswant?

Wang Jianguo: After graduating
from university, | worked for ten years in
a government agency, and for another
ten years in a state-owned enterprise. |
found commerce in China is extremely
underdeveloped, mainly because China
has always valued industry and agriculture
but despised commerce. Consequently,
the government undervalues commerce.
Government officials willingly inspect
industrial parks and farms but feel
“degraded” if they have to inspect
shopping malls. China’s attitude toward
commerce is really backward although
commerce guides production.

That is why | stayed in the commercial
world after selling FiveStar Appliances
to Best Buy. | believe that commerce
represents a huge opportunity. Consump-
tion, investment, and export are the three
drivers of China’s future development.
Internal demand is the most important
driving force of economy. That realization

led me back to the business world.

Xiao-Ping Chen: What was your
goal in returning to business? You had
already accumulated capital from FiveStar
Appliances, so making money was no
longer the driver. Also how did you choose

what business to focus on?
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Xiao-Ping Chen

University of Washington

Incubating the Infernet Business Model:

Jianguo Wang
Chairman and President of

FiveStar Holdings

From Managing Commodities to Managing Customers;
From Meeting Demands to Creating Demands

WangJianguo: Internet is tremendously
impacting business operations. |
positioned myself as an investor. My
vision was well-defined—help aspirational
people build their dreams. | told my
shareholders that even peasants sow
seeds after harvesting. | persuaded them
to invest some of the several hundred
million U.S. dollars we received by selling

FiveStar Appliances to Best Buy.

Xiao-Ping Chen: Did they agree
to invest? Were they willing to build a
platform to help ambitious young people

succeed?

Wang Jianguo: Yes, they did. On the
other hand, | began to seriously consider
a different way of starting business.
Previously | started from the bottom
with one enterprise. Now | would start
from the top and take a holistic view of
the information society to get a more
complete picture of future business

development.

Xiao-Ping Chen: You must be
strategically situated. Besides, your
shareholders had money; the question
was how to use it to best create higher

value.

Wang Jianguo: We hired a consulting
firm for several million RMB to investigate
the market and formulate a strategy. A
few months later, they recommended
four targeted groups: children, the aging
population, the wealthy, and women.
| chose to target the kids’ market. My
team and | went abroad to observe all
businesses related to children. In China,
24 million babies are born every year. At
that time, we defined our target segment
as children from minus 1 to 14 years old,
split into 4 to 5 age groups, a population
of 360 million. We observed that China
had no brands dedicated to such a huge
market. The United States has several
brands, such as Babies “R” Us and Toys
“R” Us. That was the opportunity.

One of my ideas was to change from

managing commodities to managing
customers. Best Buy taught me that |
should focus on customers. | started to
think about how to categorize and interact
with customers and how to ascertain
customer value.

The second idea was to change from
meeting demands to creating/guiding
demands. Young parents in China
lack experience in having and raising
babies. Consequently, they are open to
recommendations.

Once we clarified those two concepts,
we worked to change them to operational
measures. We converted concepts to
strategies, strategies to actions, and

actions to something operable and

measurable.

Xiao-Ping Chen: You did not use

consulting firms this time?



The First Step for Managing Customers:

Listen to Them

Wang Jianguo: No, we figured it out
ourselves. We opened our first Kidswant
store using the shopping mall model
rather than the department store or
supermarket model. Shopping malls target
families. Thus we wanted our first store to
be in a mall. We rented a space between
5,000 to 6,000 square meters where we
added a playground, a photo studio, a hair
salon, and swimming facilities.

Now the store revenues have grown
from RMB30 million to nearly RMB200
million. | have continued exploring while
running this business. For instance, initially
we followed the “purchase store” model—
a premium look with spacious aisles, bright
lighting, and image displays for all brands.
| expected it to be a hit, but few customers
showed up. The only way was to talk to

customers, listen to their complaints, and

gather their feedback. | even had dinner
with some customers to pick their brains. |
concluded that Chinese wives and mothers
are all very price-conscious and like
bargains, whether they are rich or poor.
They said that the store was so brilliantly
lit and the aisles were so spacious they
assumed the prices must be high. We
immediately re-designed everything,
blocking up where necessary and opening
shelves so customers could touch and
experience the products. Customers
started to come, and then we focused on
optimization of commodities and services.
We introduced experiential activities such

as drawing, calligraphy, sand-play box.

Bin Gu: You speak of Kidswant’s offline
activities. When did you start your online

activities?

The Second Step for Managing Cusfomers:
Provide Free Commodities and Services,
And Keep Customer Data

Wang Jianguo: | have had significant
exchanges with Jack Ma through my
personal association with the Yunfeng
Fund. When we opened the first Kidswant,
| invited him to visit. He asked many
questions, such as traffic volume and
customer loyalty. | perceived traffic flow
as the number of visiting customers.
Then we started collecting customer data

—the number of daily customers, the

number of items average customers buy,
and the amount of money they spend. |
realized that | must learn from the Internet
and attract customers by offering free
services. We started offering courses
for expectant mothers. People are often
surprised that a brick-and-mortar store
offers free services. Our employees feel
that they are caretakers for customers.

For example, they remember customers’

age, personality, expressions, images,

and even ways of speaking. Kidswant
manages customer relationships. Later on
we proposed managing customer data,

information, and files.

Bin Gu: That is an Internet concept.

Wang Jianguo: It means quantifying
customer relationships by calculating
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transaction amounts and individual
customer contributions. If a customer
spends RMB800 in Kidswant a year, what
is the purchase frequency and gross
profit generated? If a customer spends
only RMB15 that results in low margin, low
purchase amount, and high cost. How
do we increase our assets? How do we
increase customers’ conversion power and
the amount of each transaction? We no
longer use daily sales as an indicator. First,
we look at the number of members who
buy at least twice monthly. Second, we look

at the conversion rate to convert ordinary

customers to members. Third, we consider
the amount of each transaction, and fourth,

the sales amount per customer.

Xiao-Ping Chen: That allows you to

completely quantify customer relationships.

Wang Jianguo: \We manage and monitor
customer assets. The more customers |
have, the greater my customer assets. If
one customer spends RMB1,000 a year, 10
customers will spend RMB10,000, and 100
customers will spend RMB100,000. That is

how | measure customer assets.

The Third Step for Managing Customer Relafionship:
Build Strong Relationships

Wang Jianguo: After customer assets,
we still thought we could do more. We
strictly categorize generation 1 and
generation 2 stores. The Nanjing store is
now a generation 3.5 store, because we
have not yet defined criteria for 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.

Bin Gu: It is interesting that you classify

your stores by generation, like Web 2.3,

Powerful Back-End Management:

Organizational and Cultural Changes from Function Responsibility
to Customer and Process Responsibility

Xiao-Ping Chen: You spoke about
store-level customer experience, but that
requires support from the back-end and
the entire management system. What
measures do you think are especially

effective in motivating employees to

passionately and diligently build customer

relationships?

Wang Jianguo: First, it is difficult
to “transplant” Internet genes into a

traditional enterprise: genes are inherited.

3.0, and 4.0.

Wang Jianguo: Constant generation
change is another Internet concept. | plan
to incorporate technologies. All these years,
while my team and | pondered current real-

world issues, | have considered the future.

But we could change the culture. | hoped to
create a customer-oriented culture. Second,
each employee is accountable for the
customer results, not just functional results.
We repeatedly tell employees that losing

customers means losing everything.



In another step, we combined the
“virtual” and the “actual.” Virtual effects
are a result of integrating various
resources. As many layers are removed,
the organization becomes flattened.
Currently we have no layers for virtual
functions; thus we have improved
efficiency and added vitality while
changing the organizational culture.
We call this employee-driven change.
Employees are automatically motivated.

Being accountable to customers
and processes but not to functions has
minimized the importance of functional
authority. Managers provide professional
support and service rather than “manage-

ment.”

Xiao-Ping Chen: How long did it take
for employees to completely accept the

reform?

Wang Jianguo: |t was hard to change
old ideas. | used my authority to make

changes. | set an example by practicing

what | advocated. If you do not take part but
just order people to change, it won't work.
| stepped aside and let sales-team leaders
speak. | felt that they could not continue to
rely so heavily on me, so | told them that |
would be absent and that Mr. Xu would be
chairing all the meetings if | was not there.
People got nervous as there were so many

decisions to make.

Xiao-Ping Chen: They were afraid of

making decisions without you.

Wang Jianguo: But | was determined.
One evening | told them that | would
definitely NOT be available. They had
to decide how to handle their problems
and tell me about it the next day. They
kept calling and asking what to do. |
asked them to stop calling me. Actually
| was circling the building in my car five
or six times. | knew that they could make
a major mistake that would have a big

impact on me and on the company. But |

refrained myself from going upstairs.

Xiao-Ping Chen: This reminded me of
Wang Shi. When Wang Shi stepped down
from Vanke, it was also painful for him.
He wanted to join the meeting, but felt he
should not do that. He was torn. He decided
to go mountain climbing to get the business

out of sight and out of mind.

Wang Jianguo: That is the hardest kind

of change.

Xiao-Ping Chen: The key is that the boss

himself can walk the talk, which is difficult.

Wang Jianguo: | am at the stage where
| can afford to do this. In the past, it was
impossible to allow teams to make slow
decisions and lose several million dollars.

But now is different.

Full Delegation within
the Core Cultural Value
System

Xiao-Ping Chen: So what are your

company’s core values?

Wang Jianguo:First are integrity and
pragmatism. | define integrity basically as
no lies—do not tell lies internally, and do not
deceive people externally, simple as that.
Employees will be fired without exception
if they cheat. Pragmatism means no empty
words or empty talk. Our meetings are
straightforward. We just say “I have a few
things to report today.” Excessive politeness

is not allowed.

Xiao-Ping Chen: What other values
do you have in addition to integrity and

pragmatism?
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Wang Jianguo: Respect for individuals,
meaning 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 ex-
ploit advantages than to overcome

weaknesses.

Xiao-Ping Chen: In your view, what is

your company culture? How is it formed?

Wang Jianguo: To provide cultural
guidelines, you tell employees what you
value, what you advocate, and what
you oppose. | emphasize honesty and
credibility. If you are reliable, employees
and partners are willing to work for/with
you. The entire company spends much

time building our company culture.

Xiao-Ping Chen: How do you handle

competition among employees or teams?

How did you solve it?

Wang Jianguo: Moderate employee
competition actually drives individual
progress. But you must guard against
those who will slander, attack, or step
on others, because those behaviors
will destroy team spirit. You cannot
encourage victory built on harming others;
instead, you must stop that behavior. We
must be very clear about our message
when praising or criticizing. Guidance is
critically important for judging leaders. If
some get first place by harming others,

we definitely cannot recognize them.

Xiao-Ping Chen: So you don’t just
look at the results but also must look at

specific behaviors to achieve results.

Wang Jianguo: With continued
practice, the cultural direction is naturally
established. Moreover, for performance

appraisals, we advocate team success

instead of individual heroism. But when

| give praise, | always praise individuals.
The horse will not feel the pain if | whip
the carriage, just as the individual will not
feel the praise if | praise the team. | must
direct praise to the deserving individuals.

Therefore appraisals are focused
on individuals rather than units. As a
result, all my ranking lists and letters of

recommendation are individual-based.

People Orientation, Continual Innovation amid Changes

Xiao-Ping Chen: Please summarize
your management philosophy, style, and
concepts, especially for readers who want

to start their own business.

Wang Jianguo:Simply put, the first
point is stick to a human orientation.
Enterprises must choose the right people.
On the other hand, enterprises must
satisfy their needs by opportunities for
learning and growth. The second point is
to build a good corporate culture that can
adapt to the Internet and information era.
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 to
private innovative businesses. Over the
past decades | have come to another
important realization: keep it simple. |
promote simplicity: no meetings if a call
can suffice; no sitting if problems can be
solved by standing; no meetings lasting
more than an hour. We believe in timely

communication and timely solution.

Xiao-Ping Chen: This also means
high transparency and low information

asymmetry.

Wang Jianguo: Yes, my advice reflects
our company fundamentals. A company
is basically in trouble if it cannot make
fast decisions or if people evade respon-
sibilities. If a company is aware and agile,
its employees can solve problems and take
responsibility, if even a salesperson is not
afraid to say “leave this to me. | will come
back to you with a solution after talking to
my boss,” that is a company that is full of

life. Our company is like that.

Xiao-Ping Chen and Bin Gu: Thank
you so much for sharing; we greatly

appreciate it! &
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