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ABSTRACT

China currently faces many “crises of transition” as it seeks to more directly join the
world economic systems.  While there is a desire to bring economic prosperity to China,
there seems to be an equally strong compulsion not to destabilize current systems which
provide security.

In order for China to create and maintain a free market economy, it must allow adequate
legal and political systems to evolve. A free market system which can attract the
necessary investment of capital cannot survive without them. China’s entry into the
World Trade Organization will only increase the pressure for changes, even as it offers
opportunities for growth.

The framework to be used in this paper for analyzing the current situation within China,
and in its relation to other countries, is based on research by Dr. Clare W. Graves.  Dr.
Graves’ work was later developed into a system of understanding both organizations and
cultures, known as Spiral Dynamics (Beck & Cowan, 1996), which might best be
understood as a system of “deep attractors” and describes a hierarchy that encompasses
existing worldviews. Using this framework, many of the fundamental challenges facing
China will be explained from a system perspective.

Examples demonstrating how change has, and might further, affect specific organizations
are provided, including those from SINOPEC Corporation, CNOOC limited and
PetroChina Company Limited.
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INTRODUCTION

China’s acceptance as a member of the World Trade Organization (WTO) is only one
more event in recent years of economic and social change.  Yet it stands as a notable
marker in its public commitment to specific changes, which are predicted to have far-
reaching effects both within China and throughout the rest of the developed and
developing world.

Just how change will occur within and between the various social systems involved is an
issue of much debate and speculation.  The ultimate test of a plan (organizational or
political) is how it translates into human behavior.  While the current focus of China’s
reforms is economic, it obviously has tremendous implications for the political, legal, and
other related social systems.  The greatest dangers, in fact, are less a matter of failure of
an economic plan than of the potential for the rise of massive social reaction or political
upheaval.  But overall success, it seems, is most likely to be measured in terms of rising
standards of living for the Chinese people, as a whole, as promised by the current political
leaders.  As expressed by Andy Xie of Morgan Stanley in Hong Kong, “’The Communist
Party is now the development party.  Their whole legitimacy is built on economic
development’” (Wonacott, 2002).

For most of the last two thousand years, China was the largest and most advanced
economy in the world. (Aubert & Dahlman, 2001)  But the Industrial Revolution, which
reshaped the world’s economic structure, did not penetrate into China at the time that it
affected other major countries.  In addition, according to Lardy (2002), “China simply
failed to participate in the rapid growth of world trade after World War II, largely because
firms had little or no incentive to produce for the export market” (p. 31).  China’s share of
world trade dropped from 1.5 percent in 1953 to 0.6 percent in 1977.  But then things
took a dramatic turn.  From 1979 to 2000, growth in real Gross Domestic Product (GDP)
averaged 9.5% annually (Morrison, 2001). In US dollars, this represented an increase
from $20 billion in foreign trade in the late 1970’s to $475 billion in 2000 (Lardy, 2002).
Some estimates now place China as the third largest economy in the world (Morrison,
2001), and the seventh-largest trading economy (Lardy, 2002).  A World Bank report
estimates that China’s share of world trade could rise from three percent in 1992 to 9.8
percent by 2020 (Morrison, 2001).

ACCESSION TO THE WTO

 By way of background, the WTO was officially formed on April 15, 1995, out of an
agreement reached as part of the Uruguay Round of multilateral trade negotiations
(Morrison, 2001).  The WTO came out of the General Agreement on Tariffs and Trade
(GATT), established in 1948.  China was one of the original signatories of the GATT, but
withdrew after the revolution in 1949 (WTO Press Release, 2/17/2001).  In 1986, China
began the process of seeking membership in the GATT.
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China was granted accession into the WTO on December 11, 2001 (with membership
legally effective 30 days later), after almost 15 years of negotiations (WTO Press Release,
2/17/2001).  During that negotiation time, as China debated and revised its trading
regulations and relationships, the requirements for membership continued to escalate as
well.  As explained by Lardy (2002), “Compared with GATT, WTO membership requires
liberalization of a much broader range of domestic economic activity, including areas
traditionally regarded by most countries as the most sensitive” (p. 10).  The result was a
900-page legal agreement, placing possibly the most stringent requirements on China of
any WTO member (as will be explained further.)  According to one analysis, there are at
least six possible reasons that China would agree to such strict measures.  WTO
membership:

1. provides international recognition of China’s growing economic power,
2. enables China to play a major role in the development of any new WTO rules for

international trade,
3. gives China access to the WTO dispute resolution process, which reduces the threat of

other countries unilaterally imposing restrictions on Chinese exports,
4. provides an external source of pressure that the Chinese government can use to

increase internal changes, including transforming the SOE (state-owned-enterprise)
structure and establishing modern enterprise systems, for the purpose of increasing
Chinese industry’s competitiveness,

5. is a means to obtain permanent normal trade relations (PTNR), or most-favored-
nation (MFN) status with the US, a major trading partner, rather than having its
trading status have to be renewed annually, and,

6. allows China to participate in the next round of multilateral trade negotiations with
the WTO  (Morrison, 2001).

CHALLENGES OF CHANGE

The challenges facing China in the near-term can hardly be overstated.  In order to gain
full access to the global economy, which is critical for China’s own development and the
promised rise in standards of living for its people, China has made commitments that will
require massive structural change.  The good news is that economic change has been
occurring at a fairly rapid pace since the late 1970’s.  The challenge is that a tremendous
amount of change will still be required, just to meet current agreements, even while the
global economy itself continues to evolve at a rapid pace.

China is a country of great diversity, and the complexity that results.  Visitors often tout
Shanghai as one of the most modern cities in the world.  In the Pudong industrial zone of
Shanghai, Intel produces high-end computer chips.  Corning makes photonics, as well as
ceramic casings for catalytic converters for automobiles.  Matsushita makes liquid crystal
computer displays.  Thyssen Krupp makes steel, and, Alcatel produces everything from
digital switching systems to videoconferencing equipment (Powell, 2002).  IBM
employees about 8500 people in its Chinese manufacturing positions, and another 3000 in
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additional roles, including research and development, manufacturing, sales, services and
leasing operations (Ling, 2002).  Foreign direct investments in China for the last three
years are estimated at more than $112 billion, with another $86 billion expected by 2004
(Powell, 2002).  As expressed in a recent Fortune Magazine article, “any CEO worth his
salt these days is deciding not whether to move manufacturing capacity to China but how
much and how quickly” (Powell, 2002, pp. 123-124).

Money and ideas have not come exclusively from outside China, though.  Legend, which
began in the 1980’s as a distributor of personal computers (PC’s), started producing its
own computers in 1990.  By 1997, it led PC sales in China, outranking number two, IBM,
by 40 percent.  In the biotech arena, a number of Chinese medical-research teams have
successfully cloned human embryos, for purposes of stem-cell research – a feat on par
with the most advanced medical research in the world (Leggett & Regalado, 2002).

From an economic standpoint, China is viewed by many around the world as the current
Land of Opportunity.  But that’s only part of the story.  The great majority of investment
and development in China has been concentrated in urban areas along the eastern, coastal
border, stretching west only as far as Beijing.  Outside these areas, there are many more
challenges than opportunities at present.

Official Chinese data indicated that 71 percent of the workforce in 1978 was employed in
agriculture.  By 1999, this had dropped to 50 percent.  At present, the percentage of the
population employed in agriculture is probably closer to one-third (Lardy, 2002).
Fortunately, the reduction in workforce does not represent a direct decline in production.
Due to reforms already in progress, farming has been shifting from very land-intense,
traditional grain production, to more labor-intensive production of fruits, vegetables, and
flowers. This should actually allow for the potential development of significant exports to
targeted markets, such as Hong Kong, Russia, etc.   

In addition to employment reductions in agriculture, state-owned-enterprises (SOE’s) and
recently privatized companies have been eliminating jobs as well. In the late 1970’s,
SOE’s produced almost 80 percent of manufacturing output.  By 1998, that percentage
had dropped to 28.  But strikingly, SOE’s still controlled 70 percent of fixed assets, and
80 percent of working capital, which was used in manufacturing.

Despite the tremendous increase in foreign trade that China accomplished, beginning in
1978 or 1979, it was done from within a centrally planned economy.  At that time it was
believed that oil and petroleum products represented the greatest potential for export
income. Before the mid-1980’s, the largest source of increase in export earnings was in
fact from the sale of crude oil and petroleum products (China Statistical Yearbook, 2000).
Recently, the economy has shifted to a more market-oriented approach. Especially after
1993, when China became a net oil importer, China’s export earning structure changed
significantly. By 1999, machinery and electric appliances dominated its export earnings,
accounting for some 26.7% of the total.  Textile materials and products followed this at
21.17%, base metals and related products at 6.0% and chemicals and related products at
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5.1%.  Surprisingly, the current share of oil and related products in China’s export
earnings is only 1.0%, (excluding net oil imports of 43.81 million tons).

In further economic shifts, high-tech products (including those made by foreign-owned
plants) accounted for 17.5 percent of China’s total exports in 2001.  This was up from
only 5 percent in 1985.  In fact, from 1985 to 1988, high-tech exports increased an
average of 43 percent per year for China, compared to averages ranging from 18 to 28
percent for other East Asian countries (Wonacott, 2002).

While the micro-planning of imports and exports by central political figures was basically
halted before the end of the 1990’s, a highly complex and restrictive system of import
controls remained in place, making it difficult for outside observers to determine whether
China was truly open to trade or not (Lardy, 2002). There remained, for instance, fairly
strict limitations on the sale of high-tech equipment within China, directing the great
majority of such products to the export market (Wonacott, 2002). Within China, though,
it is expected that these limitations will fully disappear due to its entry into the WTO.
The Chinese government has amended its related laws and regulations in order to make
them coincide with the WTO regulations and its agreements signed with the WTO
members. The most likely problems will arise in the process of implementing its promises
to the outside world, in the form of local social unrest, which could create barriers to
progress.

Employment

Estimates of real unemployment are about 10 percent.  As worker efficiency increases,
fewer jobs will be needed to accomplish the same tasks.  While the increase in efficiency
is both necessary and positive from an economic standpoint, economic security has
traditionally been tied to workers’ employment status.  Employees who were not needed
for productivity were maintained as part of the organization in order to maintain some
form of income.  In addition, both housing and children’s education has been historically
been provided by companies, or at least some tie to them.  As yet, there is no adequate
system of unemployment insurance or subsistence benefits to assist with the loss of jobs.

It’s projected that China will need to create between 90 and 100 million new jobs by 2010
in order to absorb the 40 to 50 million people laid off from both agricultural jobs and
state-owned-enterprises (SOE’s), as well as new entrants to the job market.  Other
estimates place the need for new jobs anywhere between 200 and 300 million (Aubert &
Dahlman, 2001).

Most of these new jobs, it seems, are likely to be very labor-intensive.  The most likely
industry for the greatest number of jobs appears to be in textiles, primarily in the
production of clothing (Lardy, 2002).  In fact, the most optimistic estimates project that
by the end of the decade, China may produce 45 percent of the world’s clothing exports,
resulting (along with other textile jobs) in the creation of over 5 million jobs.  The
limiting factor to this growth is that, as part of its accession to the WTO, China agreed to
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much more onerous restrictions than other WTO members.  In effect, if WTO members
find that the increase in imports of Chinese textiles are creating market disruption, or
even the threat of such, they can require that the growth of these imports be limited to 7.5
percent per year (Lardy, 2002).  Other analyses predict that new jobs may be formed in
various service jobs, construction, transportation, communications, retailing, tourism, and
commerce (Aubert & Dahlman, 2001).

This is not to say that growth will be limited to low-skill, labor-intensive industries.  In
recent decades, China has done a very commendable job of creating a literate population.
But the emphasis has been on broad-spread basic education rather than more specialized
higher education.  That seems to be changing as well, with both vocational schools and
universities now offering more engineering classes.  In fact, 37 percent of Chinese
university graduates in 2000 were engineers (compared with only six percent in the US),
creating a larger pool of skilled labor than can be absorbed by current job openings
(Wonacott, 2002).

What this has done is to create a very attractive labor market, especially for foreign
companies. While economic growth for the last decade was 162 percent, inflation-
adjusted wages rose only 88 percent.  The market rate for unskilled labor is about 60
cents (US) per hour, or about $60 per month.  Pay for engineers starts at about $240 per
month.  Wages have remained fairly flat for the last three years, and with 18 million
people entering the workforce each year, competition is likely to keep them low.  But
even if competition were to shift to the employee side, speculation is that government
policies would continue to restrict wages, for fear of losing international investors and
cooling economic growth (Wonacott, 2002).

One of the dangers of price controls in the labor market is the potential effect it has on
productivity.  There is still a tremendous need to increase efficiency in order for Chinese
companies to compete internationally.  Average Chinese worker productivity has been
estimated to be only 0.8 percent of that in the US for agriculture, and 3.6 percent in
manufacturing (Aubert & Dahlman, 2001).  Increased productivity often results from
some combination of employee knowledge and skills, technology, and motivation.  If low
wages create a motivational disincentive, the result is likely to hinder economic growth.
On the other side, inflation can block economic growth, as well.

Urbanization

Within China, rural problems, especially related to farmers, are the most sophisticated
and touchy ones. Approximately 69% of the total population live in the countryside, most
of who are poorly educated or even illiterate. Rural urbanization is a strategy that has
been adopted by many countries to bring along economic and social progress and to solve
unemployment in rural areas. Following this strategy, small cities and towns should be
developed in accordance with local economic strength, population size and other specific
conditions, so that land and other resources can be appropriately utilized. It is important
to make good use of local special resources and capabilities and maintain adequate social
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order in small cities and towns. Statistics show that, up to now, China has built more than
55,000 small cities and towns, turning 100 million rural residents into urbanites. China's
small cities and towns now produce one quarter of the national GDP. Therefore, the
Chinese government has decided to build 10,000 more key small cities and towns early
this century to boost rural development.

Industrialization

In many ways, China appears to be experiencing a classic process of industrialization.
Jobs are moving from farms in rural locations to factories located in cities, and the
population is migrating accordingly.  Wages are increasingly weighted towards skilled
labor rather than physical labor, resulting in growing disparity between parts of the
population. According to research reports, the Gini Coefficient, an international index
used to measure income distribution, has been rising for the last two decades.  It has
shown an increase from 0.33 in 1983 to 0.458 in 2000, much greater than the
international warning line of 0.4.  This would indicate that Chinese society has entered "a
zone of income distribution inequity", which means an increasingly higher risk of social
unrest. While the trends may be familiar, it appears that China is facing changes at warp-
speed compared with similar transitions faced by Europe and the US.

Both the pace and the extent of change being faced by China pose significant challenges.
While the focus of change is decidedly economic, it cannot be achieved without
corresponding changes in critical supporting systems.

A key economic sub-system is obviously finance.  One of the premises of a free-market
system is that, if left to it’s own devices (i.e., unhindered by manipulation or intervention)
capital will naturally flow to the most profitable and efficient resources.  Growth in a
free-market system, therefore, requires a strong and independent system of finance, with a
ready supply of money.

Finance

Like most other issues facing China at the moment, finance is both a good news and a bad
news story.  The good news is that China’s rate of savings is high compared to many
other countries, meaning that it can afford to finance a great deal of its own domestic
growth rather than desperately needing to rely on foreign investment.  But beyond that,
there are many challenges.  The finance system itself is apparently not efficient, relative
to international competitors.  Once China’s finance system becomes fully open to
competition (five years after WTO accession), it is thought that international banks are
likely to gain a strong foothold.

More importantly, there appear to be many questions about the fundamentals of the
financial structure that concern outside investors and experts.  While there is capital
available from savings, loans are a problem.  The problem is that there is no clear
procedure or legal remedy for default of payment or bankruptcy, and therefore no known
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way of recovering bad debts (Sisci, 2002).  In fact, a significant number of individuals in
Beijing and Shanghai who bought houses simply stopped paying their mortgages, and
rather than create a social disturbance by evicting families, banks have simply not
responded (Sisci, 2002).

On a larger scale, a part of the 10th Five Year Plan is to provide credit to small and
medium-sized businesses, in order to help stimulate job creation.  The problem is that
there are few reliable businesses in which to invest (Lardy, 2002; Sisci, 2002).  Many
SOE’s have remained artificially supported through government subsidies that allowed
them to sell products below the cost of manufacturing them.  As explained by Lardy
(2002):

Unless the labor and capital utilized in more protected sectors of the economy are
reduced and reallocated, the expansion of comparative advantage sectors will be
stunted and opportunities for increased efficiency lost.  The process must start
with increased competition from imports forcing some inefficient firms to shrink
or even go out of business (p. 122).

A more direct assertion is offered by Sisci (2002):

The good intentions of the rulers have gone wrong in the hands of the managers.
At the end of the day a good company has no lack of funding and has no interest
in being listed [on the stock exchange], while many of the listed companies use
the money they collect in the stock exchange to fend off banks and bad debts and
not for productive purposes.  One could say that the state is selling off part of its
bad debt to the citizens, at least some of whom made their money stealing
property from the state through corruption (p. 3).

The Legal System

As part of its accession into the WTO, China agreed to the tenants of some 900 pages of
legal text, spelling out its specific obligations.  In addition, “among the basic obligations
of WTO members is the requirement to promptly publish all laws, regulations, judicial
decisions and administrative rulings that affect trade” (Lardy, 2002, p. 98).

In an ideal, open, free-market system, buyers and sellers are free to create contracts
between themselves – to specify the terms of contracts, and to set prices for exchange (of
goods, services, or whatever might be bought or sold.)  In theory, such a system allows
the Law of Supply and Demand to operate, regulating the flow of resources according to
something of a “natural order.”

Within this ideal, free-market system, the legal structure is required only to resolve
disputes.  Contracts are by nature incomplete (i.e., they cannot spell out every possibility
or eventuality), and parties will not always agree about the fulfillment of a contract, even
if both believe they are acting in good faith.
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The fundamental issues that a legal system addresses though, as regards economics, are
trust and risk.  If buyers and sellers have no recourse for enforcing the terms of the
contracts they create, the conditions under which they trade will be limited at best.  They
will cease their willingness to risk based on their lack of trust, whether the issue is
purchasing a product or service in advance (or, the flipside, selling on credit), or investing
in a company listed on a stock market, based on a set of rules about the validity and
transparency of information required to be provided.

The reality, of course, is that no market in the current real world is that simple.  Markets
are parts of national economies, strongly affecting political systems and the safety and
well being of the populace.  Whatever the posture of various countries around the world,
when major events or changes in trading strategies threaten to destabilize governments or
negatively affect large populations, defensive (protectionist) measures usually follow.
The key to maintaining stability seems to be (at least at this point in history) an available
system of resolution.  This is critical both internally in countries that choose to be
involved in free trade, as well as between countries through mechanisms such as the
WTO.

Prior to moving into a more systemic analysis of the challenges facing China, it might be
helpful to offer a more specific example, encompassing many of the issues already
presented.

SINOPEC: A CORPORATION IN TRANSITION

SINOPEC Corporation (SINOPEC for short) is China’s second largest oil company,
behind PetroChina, and the largest petroleum refiner and producer of petrochemicals.
SINOPEC currently has approximately 440,000 employees, having laid off some about
70,000 within the last year or two.  Yet in order to begin achieving the levels of efficiency
necessary to compete with the major, international oil companies (e.g., BP, ExxonMobil,
Shell, etc.), it is estimated that PetroChina and SINOPEC, together, will need to lay off
another 800,000 employees.  If they are to have any chance of competing on a global
scale, such change is essential.

As noted earlier, China used petroleum products as the first resources for export in the
late 1970’s, when current economic reforms began.  But it was not until June 1998 that
domestic crude oil prices were linked to prices on the international market.  In order to
stabilize consumer costs for refined petroleum products, though, the State Development
Planning Commission continued to artificially adjust these prices monthly.  The rapid rise
in prices for crude oil during 2000, combined with the more moderate increases allowed
for petroleum products, severely squeezed SINOPEC’s profits.  In June 2002, the
monthly prices set for petroleum products by the government were adjusted in line with
international prices (Lardy, 2002).  But at last report prices for petroleum products were
still set by the government like a regulated commodity, for domestic purposes.
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The operational portion of SINOPEC – essentially, the refineries and chemical plants,
along with their administrative support systems – is listed on several international stock
exchanges, including New York and Hong Kong.  In order to accomplish this, these
assets were separated from SINOPEC Group (the parent company), which retains many
of the less efficient operations, as well as the responsibility for many of the social support
systems (housing, education, etc.) that had traditionally been a part of the corporation.

The initial offering by SINOPEC was apparently quite successful, raising $3.5 billion
dollars.  But as noted in The Economist (4/7/2001), SINOPEC Group, the parent to
SINOPEC, was still actually an arm of the government ministry and retained 80 percent
ownership of the corporation.  (More recently, SINOPEC Group’s ownership is reported
at only 55 percent.)

The consulting firm Morgan Stanley reportedly worked with SINOPEC for over a year,
attempting to help direct its transition.  This included moves to create an independent
board of directors who would be responsible directly to shareholders.  But this ended up
being too much change, too quickly.  A board of ten was created, but only three
independent members were appointed – and these were members with whom the
government leaders were much more comfortable than the consultants.  The result was
that professional investors, of the type who manage stock funds, generally remained
skeptical and unlikely to invest much, or quickly.
That is only part of the story, of course, as the major oil companies have wasted no time
in accepting partnerships with SINOPEC, to develop and expand both production and
retail operations in a number of provinces.  At present, BP Amoco, Shell, and
ExxonMobil have agreements for joint ventures with SINOPEC, each in a specific
province (Lardy, 2002).

The move towards improved efficiencies continues in many directions at once.  Not only
will SINOPEC be continuing to downsize its workforce, it is also beginning a process of
very consciously creating more wage differentials for its remaining employees, in order to
create more possibilities for incentives.  It is hoped that this will allow the company to
attract even greater talent in the future, as well.  At the same time, SINOPEC, like its
Chinese peer companies, PetroChina and CNOOC Limited, who are actively operating on
the “China West-East Gas Pipeline Project” and the “Offshore Gas-to-Shore Project”
respectively, is working to focus its operating strategies on the most profitable prospects,
and divesting of non-core businesses.  It appears the strategic focus will be largely on
natural gas in the near term, which will bring yet more changes.

A FRAMEWORK FOR UNDERSTANDING

The systemic framework to be used for analysis in this paper is known as Spiral
Dynamics (Beck & Cowan, 1996).  Spiral Dynamics is based on the original work of Dr.
Clare Graves.  By way of brief background, Dr. Graves was a clinician and professor of
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psychology in the years following World War II.  Frustrated by the discreet and often
conflicted theories of psychology of the time, he embarked on his foundational research
to better understand human nature and change.  In very brief summary, what he developed
were the following constructs:

1. Human nature is not static, nor is it finite.  Human nature changes as the
conditions of existence change, thus forging new systems.  Yet, the older
systems stay with us.

2. When a new system or level is activated, we change our psychology and rules
for living to adapt to those new conditions.

3. We live in a potentially open system of values with an infinite number of
modes of living available to all of us.  There is no final state to which we must
all aspire.

4. An individual, a company, or an entire society can respond positively only to
those managerial principles, motivational appeals, educational formulas, and
legal or ethical codes that are appropriate to the current level of human
existence (Beck and Cowan, 1996, p. 29).

Working primarily from Graves’ research, Beck and Cowan incorporated concepts from
Richard Dawkins and Mihaly Csikszentmihalyi to construct their framework of value
systems, which they refer to as vMemes.

Value Memes (vMemes) are evolutional and emergent developmental systems of thinking
and perspective, which can be found in both individuals and larger social systems.  That
is, they represent certain ways of thinking (worldviews) and belief systems that can be
identified in individual persons, as well as groups, organizations, societies, etc.  They are
evolutional in that they have emerged over time, and continue to do so.  They are also
somewhat developmental, in that they tend to correlate with individual patterns of growth
throughout lifetimes, as well.  While new vMemes emerge, old ones are never lost – they
simply ebb and flow or ”brighten and dim” over time.

Briefly, here are the vMeme levels, as currently proposed by Beck and Cowan (1996):

Beige:  This is the earliest vMeme, thought to have come into existence some 100,000
years ago.  It is representative of survivalist thinking, such as at the base of Maslow’s
hierarchy, concerned almost exclusively with instinctual needs: food, shelter, safety, etc.
It is still the primary value system of newborn infants, “primitive” indigenous peoples,
starving populations, dysfunctional persons, and some of those suffering from mental
illness or senility.  But it can be found in persons living both in cities and rural areas who,
for whatever reasons, remain isolated from the world around them, functioning in a hand-
to-mouth existence, despite the resources around them.

Purple: This is the vMeme of the tribal world, thought to have emerged about 50,000
years ago.  It is characterized by magical, animistic thinking, including a need to
influence and appease “the spirits” that control events, and a belief in curses, charms,
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rituals, dances, and so on as ways to find harmony with the spirit realm.  It is found in
some third- and fourth-world tribal settings, and appears as a component in some
religious circles and rituals in, gangs, athletes, and sports teams, etc.

Red: This “law of the jungle” vMeme dates back about 10,000 years.  It is the dominant
value system of warlords and feudal kingdoms, as well as robber barons and exploiters of
other stripes. In this system, “might is right”, in a world “red of tooth and claw”, where
the goal is the dominance of self over others or the environment.  It is most commonly
seen in “the terrible twos” of children, in rebellious adolescents, and during out-of-control
military conquests.

Blue: This is the vMeme of hierarchy and obedience, and is about 4000 to 5000 years old.
It is dominated by belief in universal order and a predestined progression of history – that
there is a master plan unfolding.  It is a world in which self-sacrifice for a higher good
brings meaning, order and purpose.  Authority is positional and often the source through
which Truth is transmitted.  It is the arena of bureaucracies, fundamentalism and
orthodoxy in religions, patriotism, and discipline.

Orange: The Orange vMeme represents the idea of mutability and the empowerment of
individuals within a system. It often displays competition for its own sake to sort winners
from losers.  Its emergence led to the marketplace and business exchange, beginning
around a thousand years ago as middle, merchant classes began to emerge.  Some of its
key themes are the five forces that came out of the Middle Ages, already noted above.  It
is the world of both Wall Street and sports rivalries (high school, college, professional,
and Olympic) – materialism, utilitarianism, rationalism, and opportunism, amongst
others.

Green: Green is the “communitarian” vMeme, in which all alternatives are valued (but
still separate). It is situational, relativistic, affiliation-seeking.  Its roots are traced back
only about 150 years or so, but its themes are commonly embodied in songs from the
1960s, through lyrics such as “Everything is beautiful, in its own way…”  The Green
vMeme seeks inner peace and caring communities through collaboration and consensus.

Yellow: Yellow is labeled the “integrative” or systemic vMeme, with the basic theme
being “live fully and responsibly as what you are and learn to become” (p. 47).  Or
alternately, “express self as self desires but so as not to bring harm to others or the earth”
(Cowan).  It began to emerge about 50 years ago, and is found in the thinking of writers
such as Carl Sagan, Peter Senge, and W. Edwards Deming.  Knowledge and competency
are valued over rank or power.  Flexibility, spontaneity, and functionality carry the
highest priorities.

Turquoise: The most complex of currently visible vMemes, it is labeled “holistic.”  The
basic theme is to “experience the wholeness of existence through mind and spirit” (p. 47).
Appearing even more recently, aspects of it might be found in the theories of David
Bohm and Ken Wilber, as well as James Lovelock’s Gaia hypothesis.
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As described by Beck and Cowan, vMemes do not evolve in a linear progression, but
follow something of the “S-curve” process used to typify everything from civilizations to
organizational life-spans.  There are periods of emergence, full expression, and decline
(their terms being “entering, peak, and exiting”) for each vMeme.  As one is ending the
next is beginning.  But also following current theories of change, the transitions tend to
happen rather abruptly.  (Thurow uses the concept of “punctuated equilibrium” from
biological evolution in his description of social change – which seems to fit here as well.)

As noted earlier, vMemes do not fully replace one another, they simply add new
dimensions as they appear.  Like our personal histories of development, stages build upon
one another and need to be successfully incorporated as they progress.  Earlier
characteristics also remain available and may reemerge according to life circumstances.

Similar to stages of individual human development, vMemes seem to swing in terms of
focus and locus of control.  The warm colors (e.g., Blue and Green) are inner locus, outer
focus – locus of control within the person, with actions aimed at doing something about
the world outside. The cool colors (e.g., Red and Orange) are outer locus, inner focus –
the locus of control being somewhere outside, with emphasis on coming to grips with
internal issues.  As vMemes develop, they are influenced by the characteristics of those
before and after.  For instance, Beck and Cowan (1996) describe the exiting phase of the
Blue vMeme as BLUE/orange and the entering phase of Orange as blue/ORANGE.  In
peak Blue, authority of people in high positions within the prescribed belief set – (e.g.,
Catholicism for a Catholic, Secular Humanism for a Secular Humanist) is unquestioned,
but as the BLUE/orange transition begins more independent thinking is asserted through
gentle nudges against authority.  The key values remain in place, but they can be accessed
directly and interpreted by individuals rather than having to be handed down from on
high.  By contrast, “emergent Orange carries with it a sense of personal power derived
from the Red intelligences and purposeful existence derived from the Blue” (p. 245).  At
this stage, external authority is challenged overtly.

The move from Red to Blue can be typified by the scenes in the play-turned-movie,
Camelot, where King Arthur decides that in creating the Round Table, he will create a
shift from “might is right” to “might for right”.  (Of course, as he tries to explain the
concept to the aging Pelanor, he gets essentially nowhere since Pelanor continues to insist
that the way to handle an offender is to “run him through with his sword.”)  Beck and
Cowan describe the theme of the Blue to Orange transition as that of Frank Sinatra
singing, “I did it my way.”  Taking the dominating, aggressive traits of Red and
transitioning them through the orderliness and self-discipline of Blue evolves into the
more assertive and competitive traits of Orange.

As they appear in a given individual or a given social system, vMemes may be manifested
in a variety of ways.  An individual, for instance, might have a Red orientation towards
“sports” (e.g., be an avid hunter or fan of animal fighting or “professional” wrestling), a
Blue orientation towards union membership at work and with family issues, and evidence
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Purple through seeking guidance from a fortune teller.  Another individual might be very
Orange in relation to work and Green in leisure pursuits (using money made through a
successful corporate career to explore other cultures and support environmental
activities.)  The recently-labeled “greatest generation” – the generation who fought in
World War II – might be stereotyped as being generally very Blue, with some emergent
Orange with respect to economics.

vMemes and China

It would be easy to misinterpret or even misuse this framework, by trying to label a
person or a society as one absolute category.  But much like work in economics or
demographics, it is the largest trends that may be most stable or identifiable.

In very generalized terms, it might be easiest to see China residing primarily within the
worldview of the Blue vMeme.  Given that there are some 1.28 billion Chinese citizens,
this does not, of course, imply that all think the same way – or that any one vMeme would
encompass the overall thinking of even one citizen, as explained above.  But in the most
global terms, the current challenges facing China as a whole appear to be bridging the
Blue and Orange vMemes.

If true, then the primary challenges could be expressed as follows. Chinese society is
currently one in which authority figures hold a significant place.  Loyalty to authority and
adherence to rules of order is the best way of maintaining the stability needed to provide
the best for the greatest number.

The disturbance to this sense of order is the growing reality that participating in the global
economy, and therefore providing the best standard of living for the population, means
participating in a world of very different ideas and different standards.  Rather than an
emphasis on stability, the Orange vMeme defines a world of desired changes.

Essentially, the world of the Orange vMeme is a game on a global scale.  Competition is
the highest order, and the means by which the overall best is achieved.  In the end, the
goal of winning is even less important than the continuation of the game (which is why
the players are never satisfied with a victory, but continually have to find a new
challenge.)  Individuals are pushed to the point of maximum achievement.

Obviously, not every country or every player who wishes to participate in the global
economy adheres to or is defined by this vMeme.  But it seems to be the mindset by which
the rules of the global game of economic competition are played.

If any of this holds credibility, then one of the issues for China is the need to determine
the breadth and strength of the various vMemes, as they represent larger views of its
populace.  The question is how various groups are likely to react to the changes which
have been proposed, and to which commitments have been made.  Importantly, each way
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of thinking tends to have something of its own unique reaction to changes, including how
it interprets them.

Also, if characterizing China most generally within the Blue vMeme is at all accurate, it’s
critical to remember that there are transition phases between the primary categories, as
described.  It would appear that China might well be on the way out of the Blue vMeme,
but that does not mean that the next transition is directly into Orange.  If so, this explains
the very important partial steps that China is taking towards movement to a free-market
system, even though outside persons may see them as resistance.  The greatest danger in
moving too quickly is the threat of a backlash, creating a reaction from a much more
primitive (and potentially violent) mindset.

Global Influences

The complexity of China’s transition is magnified by the tremendous changes in global
communication of the last decade or so.  What this has done, as affects this framework, is
to bring the various worldviews from around the globe into contact and confrontation
with each other in a way never before experienced.  What this means in application is that
while China is facing its own process of evolution, it is doing so while being confronted
with the whole range of complexities that predominate other nations and international
social-cultural groups.

For instance, the US has been characterized as predominantly spanning the vMemes
between Orange and Green.  Traditional institutions, including Federal and State
government bodies and all levels of education, are feeling pressure to act more and more
like businesses.  Even if they are not in a position to be profit-making, they are expected
to demonstrate something of the same kinds of efficiency and outcomes for the use of the
money they receive as would a business. Medical institutions have been rather
dramatically reformed due to this same pressure, and all but the most sick or disabled
persons are expected to work rather than remain on welfare.  At the same time,
corporations are feeling ever-greater pressure to conform to standards of the Green
vMeme, acting environmental-friendly and tolerant of all forms of diversity.  Some
Western European nations seemed to have moved closer to the Green vMeme, in its
fullness.

Due to the spread of this mindset, there are expectations that while China seems only to
be moving into a more competitive world-view, it should at the same time, conform to the
expectations of the Green vMeme, as well.  For instance, even though China’s citizens as
a whole are only beginning to experience technological advantages that other countries
have had for decades, like the freedom brought by individual ownership of automobiles,
they should do so in an environmentally conscious way that produces little or no
pollution.  From the vantage of sustainable development, this is undoubtedly the right
approach.  The question is whether it is also realistic.
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Obviously, groups that could be identified as representative of each of the other vMemes
would have their own views about China’s transitions, and beliefs about what “should
be”, along the entire spectrum.  A second specific example is represented by a plan
captured in a paper written for the World Bank, titled China and the Knowledge
Economy: Seizing the 21st Century.  While already cited in other parts of this paper, the
premise of the work is that:

China has to open more and harness the forces shaping the global economy,
leapfrogging to take advantage of rapidly evolving technologies.  It must welcome
the knowledge revolution, which, though it presents considerable challenges, also
grants significant opportunities to make China’s development sustainable (Aubert
& Dahlman, 2001, p. 5.)

Interestingly, the same paper identifies the two major economic transitions facing China
at present as (WTO Press Release, 2/17/2001) moving from an agrarian to an
industrial/service economy, and (Morrison, 2001) changing from a planned economy to a
socialist market economy.

It is not that these changes are mutually exclusive. In fact, it’s obvious from some of the
examples cited at the outset of this paper that some sectors of the economy and the
society are already moving into the knowledge economy.  But many other sectors are still
concerned with moving from the farm to cities and factories.  The question is how to
focus and prioritize both the available resources (capital, labor, knowledge development,
foreign partnerships and investment, etc.), and the “vision” or message to be delivered to
the people.

Interestingly, China may hold an advantage in its own history.  As explained by Morris, et
al (2001), the writings of Confucius emphasized intellect over both wealth and physical
strength.  And they ranked the social hierarchy as follows: scholars, farmers, artisans,
merchants, and lastly soldiers, thieves and brigands.  The value of knowledge may be one
not so difficult to resurrect in the minds of the people.  But translating it to a current
worldview without dishonoring it could be a greater challenge.

The true test for the leaders of change in China, who are probably working from a more
complex worldview than that of the greater populace, is to understand and not get too far
in advance of the many followers.

REFERENCES

(2001). “A Lesson in Capitalism,” Economist. 359(8216): 14
Aubert, J. and Dahlman, C. (2001).  “China and the Knowledge Economy: Seizing the

21st Century (Overview),” WBI Development Studies.  The World Bank,
Washington, D.C.



Stability and Change in China

17

Beck, D. and Cowan, C. (1996).  Spiral Dynamics: Mastering Values, Leadership, and
Change.  Blackwell Publishers, Malden, MA.

(2000). China Statistical Yearbook, China Statistics Press, Beijing, China
Lardy, N. (2002).  Integrating China Into the Global Economy.  Brookings Institution

Press, Washington, D.C.
Leggett, K. and Regalado, A. (2002).  “China Stem-Cell Research Surges as Western

Nations Ponder Ethics,” The Wall Street Journal Online, March 6.
Ling, C. (2002).  “IBM Hopes a Regional Presence Means a Big Opportunity in China,”

The Wall Street Journal Online, January 28.
Morrison, W. (2001).   “RS20139: China and the World Trade Organization,” CRS

Report for Congress, April 5.
Powell, B. (2002).  “It’s All Made in China Now,” Fortune.  145(5): 121-128.
Sisci, F. (2002).  “The Costs of Change,” Asia Times Online, February 12.
Wonacott, P. (2002).  “Ballooning Population Offers China a Low-Cost Chance to Lead

in Tech,” The Wall Street Journal Online, March 14.
(2001).  “WTO Successfully Concludes Negotiations on China’s Entry,” WTO News:

2001 Press Releases, September 17.


