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  TIM CLISSOLD has worked in China for sixteen years and travelled there extensively. After graduating in
  Physics from Cambridge University and working in London, Australia and Hong Kong, he developed a fascination with China. He spent two years studying Mandarin Chinese before co-founding a private
  equity group that invested in China.


  Praise for Mr China


  Its got big money, charismatic capitalists, Communist apparatchiks, crime and mysterious disappearances  the lot. Sadly for author
  Tim Clissold, though, its not just a novel  its true . . . [But] its not, he insists, an anti-China book, at all . . . the real butts are the Wall Street types who
  thought they could crack China without knowing what they were doing.


  Richard Spencer, The Daily Telegraph


  Hard to put down . . . delightful for the engaging way in which it details the hardships of any businessman who lives on the road . . . at the
  same time a useful lesson for those who think there is anything easy about direct investment in brand-new markets.


  Economist


  Engaging, extremely well-written and often very funny. An extremely insightful account . . . we cant recommend Mr China too highly:
  anyone in business associated with China, however large or small, ought to read it and learn from it.


  China-Britain Trade Review


  A compelling view of China since Deng set its present course in 1992.


  Management Today


  Such a good book. It is a must-read . . . dont leave home, heading for China, without it.


  China Economic Review


  
    
  


  Mr. China


  Tim Clissold


  [image: img]


  ROBINSON

  London


  
    
  


  Constable & Robinson Ltd

  3 The Lanchesters

  162 Fulham Palace Road

  London W6 9ER

  www.constablerobinson.com


  First published in the UK by Robinson,

  an imprint of Constable & Robinson Ltd 2004


  This edition 2002

  Copyright  Tim Clissold, 2004, 2006


  The right of Tim Clissold to be identified as the author of this work has been asserted by him in accordance with the Copyright, Designs and Patents Act 1988


  All rights reserved. This book is sold subject to the condition that it shall not, by way of trade or otherwise, be lent, re-sold, hired out or otherwise circulated in
  any form of binding or cover other than that in which it is published and without a similar condition including this condition being imposed on the subsequent purchaser.


  A copy of the British Library Cataloguing in Publication data is available from the British Library


  ISBN-10: 1-84119-788-2

  ISBN-13: 978-1-84119-788-2


  Printed and bound in the EU


  7 9 10 8


  
    
  


  For

  Christian, Honor, Max and Sam


  
    
  


  [image: img]


  A Chinese Chop


  The events that I describe in this book actually happened; but this is the story of an adventure, rather than an expose of a particular company
  and, since it describes circumstances that many foreign investors find in China, I have changed the names of some of the companies, places and people who appear. The main events described took
  place between 1995 and 2002.


  
    

    

    

  


  
    
      	
        Everything under heaven is in utter chaos;

        the situation is excellent.
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          Chairman Mao
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    The idea of China has always exerted a pull on the adventurous type. There is a kind of entrepreneurial Westerner who just cant resist it: red flags, a billion bicycles
    and the largest untapped market on earth. What more could they want? After the first few visits, they start to feel more in tune and experience the first stirrings of a fatal ambition: the secret
    hope of becoming the Mr China of their time, the zhongguo tong or Old China Hand with the inside track in the Middle Kingdom. In the end, they all want to be Mr
    China. They want to be like Marco Polo roaming China as the emissary of the Kublai Khan. Or the first pioneering mill owners lolling about in the opium dens in Shanghai, dreaming of the fortune
    to be made if every Chinese would add an inch to his shirttails. Kissinger must have felt like Mr China as he schemed against Russia with Zhou Enlai; Edgar Snow may have been the same as he stood
    on the Gateway of Heavenly Peace with Chairman Mao. And of the countless businessmen who come to China with high hopes of the billion three market, how many long to become the
    ultimate China Hand, the only outsider, the first and only laowai to crack China? But in the end, its an illusion.
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    We are Wanderers at the Ends of the Earth;


    But to Meet Each Other Here,


    Why Must We Have Met Before?

  


  
    Bai Ju Yi: Pi Pa Xing


    Tang Dynasty


    AD 650905

  


  For anyone whose mood is affected by the weather, Hong Kong in October is heaven. Theres a month of perfect blue skies with a bite in the air and a sharpness in the
  light that accentuates the dense green on the Peak against the brilliant blue of the harbour. So with my spirits buoyed up in the sunshine, I cut through the Botanical Gardens on my way towards
  Admiralty. A colleague in Shanghai had set up my meeting and I had no particular expectations. There was still plenty of time so I stopped to admire the orchids for a while.


  I took the lifts to the eighteenth floor and waited. There was silence apart from the slightest breath of the air-conditioning. The deep red thick-pile carpet absorbed all traces of footsteps.
  Terracotta figurines stood in carefully backlit alcoves; there were lacquer vases with twigs of twisted hawthorn and one or two high-backed Chinese antique sandalwood chairs. The faintest scent of
  pollen drifted across from the huge white lilies in the tall glass vase on the table. And the silence. As I waited on the black leather couch, I couldnt help feeling that it was like so many
  other offices in these tall glass towers where nothing ever seemed to happen. Maybe I was about to meet another wealthy US business executive using the boom in Hong Kong as a cover for an early
  retirement away from the wife back home. Or maybe not. There was more style to this place than the average.


  I was shown into an office behind a frosted glass wall. There were matching leather sofas, a full-length map of China on the wall and a spectacular view of the harbour. Behind the vast black
  polished desk there were shelves lined with tombstones, those little perspex blocks that investment bankers keep as trophies for their deals, with miniature copies of the public
  announcement of the latest buyout or merger inside. A framed copy of the front page of the New York Times hung on the wall. It reported comments about the Black Monday crash from prominent
  players on Wall Street. There were two photographs on the front page: one was of Rockefeller, the other was of Pat.


  How ydoing?


  An enormous figure strode into the room, squeezed my hand and gestured towards the low table near the windows. Tanned and relaxed, he looked like he was in his mid-forties. Difficult to tell: he
  was fit, I thought, that was for sure, powerfully built, a real bruiser in fact; the only clue to his age came from the slightest frost at the temples. After the small talk and the exchange of name
  cards, he leaned back in the chair, threw his arm over the back, and, with one foot on the edge of the glass coffee table, started out on his story.


  Let me give you a bit of background and go through what Im doing out here, he said.


  The story that unfolded over the next hour instantly seized my attention. The son of a steelworker from Pittsburgh, Pat had been on Wall Street for twenty years. His athletic appearance must
  have come from his passion for American football in earlier years and his conversation was still laced with references to the sport that I couldnt always follow. He told me that he had
  majored in American history at Yale and, after graduating in the early 1970s, he joined one of the top investment houses on Wall Street. All the smart guys go into investment banking,
  he said, thats where all the money is. After a few years, he went to study for his MBA at Harvard Business School and graduated with high distinction.


  When he went back to Wall Street, he joined one of the mid-tier investment banks that looked as if it was on the way up. He said that joining a mid-tier bank had helped him learn the ropes and
  stand on his own two feet. At the top-tier banks, youd just be part of a machine and rely on the brand-name rather than your wits to win the deal. It seemed as though it had
  been a smart move; the more conservative establishment banks might have been tough going for someone with his background. He worked on M&A at the bank.


  Mergers and acquisitions, he said, taking smart ideas to the CEO, persuading him to buy up another business and then raising the capital to do it.


  He was good at it and ended up running the whole investment banking division. In his first year as head of investment banking, revenues doubled and, by the end of the great bull run of the
  1980s, Pat had a seat on the Board and had collected his millions on the way up. Yeah, he said with a huge laugh, I had the Jag, an apartment on Park and houses up-state, just
  like all the other buffoons on Wall Street.


  By that time, the bank was poised for further growth but didnt have the money to compete with the real Wall Street heavy hitters: it needed a big capital infusion to take it to the next
  level. Pat had led the protracted and complex negotiations with a big Japanese investment house to recapitalize the business. He eventually signed the deal that brought nearly three hundred million
  into the bank to fund the next level of growth. He was a hero. But by then hed climbed to the top of the ladder and he was looking for something new.


  You know, Wall Street goes in phases, he continued. Its a question of getting there first and being ahead of the curve; creating the leader in whatevers gonna
  be the next big story. Just like Milken did with junk bonds.


  Junk bonds? How? I asked.


  Well, basically he realized before anyone else did that if you took low-quality paper  you know, debt securities of mid-sized companies and so on  and you securitized it at
  a fat discount, you could end up creating a whole new market.


  Right, I said, smiling but not having a clue what he was talking about.


  The same happened in the LBO business. You see, KKR were first movers for LBOs and once they got a hold on the market, no one else really got a look in.


  KKR?


  Yeah. A quick glance my way. Dominated the LBO market in the mid-eighties. He looked curiously at me again. LBO, yeah?


  LBO. LBO. Leveraged buyout, I said triumphantly.


  Right! A second sixty-decibel laugh exploded in my ear. They were infectious, those laughs, I thought. This could turn out to be fun.


  He told me that while he was at the investment bank he had raised a lot of money for one of Americas big media moguls. John Kleaver had come to him when he needed money to build up his
  company, MediaStationOne, by buying up radio stations all over the country. The scheme was so successful, said Pat, that a few years later, when Kleaver sold out, he was worth
  about three billion.


  Three billion?


  Yeah, so I set up an LBO firm with Kleaver. He provided the capital but I ran it. Still, we were a bit late in the cycle, he continued. The LBO business was getting
  competitive. We did a couple of deals but it didnt look like itd work out long term so I started figurin out where the next big movement of capital would be. The smart people
  figure out where the money flow will be and get there first. Its a question of riding the next wave and thats why Im in Asia.


  I pieced together the next bit of the story from an article I found in the Asian Wall Street Journal a few weeks later. It seemed that Pat had teamed up with an ex-colleague from the bank
  who ran the risk arbitrage department. Bill was one of Wall Streets best arbitrageurs or take-over stock traders. The rumour was that he quit the bank after a row when they only paid him an
  annual bonus of twelve million dollars. Bill was convinced that the Asian economies were on the way up and decided that Hong Kong would be one of the best places to make money over the next decade.
  He convinced Pat to join him and the two of them had made several trips out to Asia to kick the tyres. They had toured Japan, Korea, Indonesia and the Malaysian peninsula. It seemed
  as if Asia was on the way up and that it would need huge amounts of capital to build the roads and the power stations and the car plants to modernize the economy and develop new markets. Billions
  of dollars, maybe; and the only place that could provide that kind of money was Wall Street.


  They came out on three trips and met with bankers and big business leaders all over the region. Pat said that he was amazed how receptive people had been. It was just like wed walk
  in off the street and people would see us. No one would do that back home unless they were pretty desperate for capital.


  All this had convinced him of two things. First, that there was an enormous need for money but no one was really in the market for providing it; second, that the real action was going to take
  place in China.


  Everywhere Pat went, people were talking about China; whether they were enthusing about the opportunities for new markets or were nervously looking over their shoulder and fretting about the new
  entrepreneurs with their factories and cheap labour up the coast, they were talking about China. So Pat had taken a few trips up to Shanghai and Guangzhou  and he had liked what he saw.


  Its amazing whats going on up there  its really buzzing. The timings just right because theyve started off but theres no way for them to
  get capital up there. And its not like India. India is dominated by a few powerful families, its a real clique and theyve already got money. Just like Japan and Korea. Why are
  any of these guys ever gonna give you a place at the poker table unless its just to take your money? Chinas different. I reckon theres a way in for an outsider. The economy
  grew up on the lines of a planned economy so government officials control it rather than big families like in India. I just figure that if these officials have a chance to get capital to grow their
  businesses, theyre gonna grab the opportunity.


  I agreed.


  So, anyway, he continued, whats your story?
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    A Journey of a Thousand Li

    Begins From Under Ones Feet

  


  
    Lao Zi: The Tao and Its Virtue

    c. sixth century BC

  


  Five years earlier, Id arrived as a blank sheet of paper.


  As I flew to Hong Kong from London for the first time, I had no idea where it was. I didnt care. Flying in from on high in the late afternoon, I gazed down on a scattering of islands that
  looked like pebbles thrown carelessly into the South China Sea. I could pick out a rocky peak half hidden by heat haze and surrounded by a belt of glass spikes. Ten minutes later, after a momentary
  shudder through the dense patches of cloud lower down, the plane took the last-minute hairpin to the right. As we bounced to a halt on the tarmac, the smell was in the cabin before the doors
  opened. Damp heat.


  I still remember vividly the taxi ride from the airport to the seedy hotel in Wanchai. Night had fallen and neon characters of every size and description leered at me through the taxi window. It
  was a new world. The streets were teeming. Nobody slept.


  Over the coming weeks, new sensations seeped into me. The smells, the dress, the food, the sounds, the written word. Wherever I looked, the Chinese were bargaining, unloading from boats,
  hammering in tiny factories. I couldnt believe that such a concentration of human life could exist in a state of perpetual motion. The pace of life was so relentless that I became swept up
  by its momentum. I soon felt like a part of some vast machine.


  As the days passed, I quickly grew to like the place and started to take in more of the surroundings. I often went up to the little path near the summit of Hong Kong Island that winds around the
  Peak from the tram station. After about half a mile in the shade of the India-rubber trees with their roots trailing out of the branches down to the ground, round a bend the leaves suddenly clear
  and the path opens out on to the sky from the cliff face. On first sight, the view over the harbour to the mountains on the other side quite catches your breath, it is so dramatic: a vast modern
  city with glass towers and spikes set in a huge natural amphitheatre with the ocean as its floor. I stared out over the harbour, breathing in the atmosphere as the city churned below, counting the
  scores of ocean ships in the port and the planes queuing up to land at Kai Tak from the west. I could see a tiny trail of smoke from the green and white funnels of the Star Ferry as it inched its
  way across the harbour. A distant roar rose up to the skies from far below: the sound of a thousand engines, the clatter of trams, the hammering of piledrivers, the occasional shout from a worker
  perched high on the bamboo scaffolding around the next half-built glass tower.


  From any direction, the geography of Hong Kong draws the eye towards the mainland. The island seems to wrap itself around the tip of the peninsula opposite like a giant horseshoe, so that from
  any point the view focuses on the row of nine hills behind the mist on the other side. Whenever I went over to Tsim Sha Tsui, I took the Star Ferry and sat on the polished wooden seats with the
  spray on my face, taking in the smell of oil and the sound of the ropes creaking as they strained against the vast iron stubs anchoring the ferry to the quayside. As I sat there on the ferry,
  gazing ahead through the heat haze, I found myself wondering about China, wondering what it was like behind those nine hills beyond Kowloon on the other side.


  Hong Kong had never really seemed English to me. Sure, there were the bars in Lan Kwai Fong where, if it werent for the heat, I might pretend that I was in Fulham. There might be the odd
  judge hurrying along in his wig and red coat-tails near the High Court and plenty of pinstriped bankers in Central, but that was only on the surface. Scratch below that and everything that mattered
  was Chinese.


  The papers were full of stories about some huge power struggle up in Beijing but I couldnt figure out exactly what had been going on. The names were all so similar (and back to front)
  that I could never quite see who had done what and to whom. There were photographs of a dour-looking man with thick glasses, an unconvincing smile and collars that were slightly too big who seemed
  to be the Prime Minister. But the country was ruled by an eighty-year-old recluse who did little but play card games; that and control the Army. I found an old guidebook in a second-hand bookshop
  in Hollywood Road and, as I thumbed through the disintegrating pages, I was amazed at the size of China: vast areas of uninhabited frozen wastelands in the west, huge deserts further north and then
  an incredible crush along the coast. The faded sepia pictures of pavilions and sweeping tiled roofs in the Forbidden City caught my imagination and I wanted to see them for myself. I knew that
  parts of China had been open to foreigners from the early 1980s and when I met the odd person who had been there I questioned them eagerly. Some seemed lost for words, almost annoyed by the place:
  Dont go there, its absolute chaos. Others seemed puzzled in an amused sort of way: Of course, it was all very interesting, but the people were a bit odd. They
  always pretended that they didnt have train tickets when you knew that they did, or that the restaurant was full when you could see that it was empty. But for some it was in their
  blood. They seemed possessed. And when they couldnt explain exactly why, it fed my curiosity.


  Slowly, an idea developed in my head: why not head back for England overland through China and take the Trans-Mongolian railway through Moscow on the way? So I started reading up about China and
  found that the pass over the mountains from northern Pakistan had been opened. I heard that it was possible to follow the Silk Road along the northern edges of the deserts in north-western China.
  There was also a southern route but no one knew whether it was open. I tried to learn the odd phrase of Chinese, for emergencies, but the words came out in a way that just drew blank stares. Still,
  I persisted and, the following spring, I set off for China.


  I went in through the Karakoram Mountains, where Afghanistan, Pakistan and China meet. The mountains there are capped with thick glaciers and in places the road almost disappears. At last it
  descends towards the deserts in north-western China. Heading east towards Beijing, I followed a string of oasis towns on the edge of the desert. After ten days in a bus, aching and bruised, I
  reached the railhead and boarded a train for central China. Three months later and a stone and a half lighter, I slipped through the Wall and crossed the grasslands to Moscow.


  As I sat on the train through Russia and watched the endless pine forests recede towards the east, I couldnt assemble all the things that I had seen into any coherent form in my mind: the
  street urchin who pushed a knife through his wrist for a few coppers, the blind peoples massage parlour, the pickled human heads in an underground city, peasant villages and huge polluted
  cities, the crush of people in the stations. But I had a sense of something so vast and so old, so chaotic and so utterly foreign, that it took me right out of myself.


  I knew that I had barely scratched the surface, but I could see that hundreds of millions of ordinary Chinese were on the march for a better life. It was like Hong Kong but on a cosmic scale. I
  felt energized; there was such a sense of purpose in among the chaos. An age-old culture had somehow taken a wrong turn, but I could feel the determination to catch up.


  And there was something else, something funny about China that told me not to take it all too seriously. I had just caught the tail end of the planned economy, where Beijing still tried to
  manipulate the minutiae of Chinas vast economy. On the macro scale it was madness; how could the bureaucrats in Beijing coordinate the annual production of a billion pairs of trousers, or
  two billion pairs of socks across a country several times the size of Continental Europe? Even on the streets I often found that common sense seemed swamped by some vast nonsensical central plan.
  It completely inverted the normal relationships where the customer was king. Here the planners provided everything and the customer, it seemed, was supposed to be grateful. Huge arguments arose
  over the simplest of transactions. At times, for example, it might take half an hour to persuade a receptionist to let me stay in a hotel. Shed say that it was full and that there were no
  rooms available. At first I was puzzled and went away wondering where all the guests were. But I figured out that under the planned economy, it made no difference whether a hotel was full or empty
  and if there were guests there would be more work to do. Since everything was owned by the State no one cared; in fact, no one higher up even knew what was going on. So the receptionist would
  simply announce that they were full and wave people away so that she could go back to her newspaper.


  The trick was to come back with objections until they finally agreed to let you in. It was the same in shops, at bus stations, in restaurants or when hiring bicycles. Sometimes I had to persuade
  a shop assistant to sell me something that I could see behind the counter; shed say it had already been sold or that it was broken or that it was the last one and had to be kept for display.
  Id go into a restaurant and theyd tell me that there was no rice or Id go to a bar and theyd pretend to be out of beer. I even found a restaurant in Xian that
  closed for lunch. But after a while, I learnt to probe and question, cajole and persuade  and never to give in! So I barged into kitchens in restaurants to find something to eat and went
  upstairs in hotels in search of an empty room; I grabbed whatever I needed from behind shop counters and searched sheds for bicycles to hire. Even going to buy vegetables was a challenge but I
  sensed a rapport with the people I met; it was almost as if they enjoyed the game of wits and they often gave me a laugh or a smile once they finally gave in. I never felt any malice from them; it
  was more like a bad habit that no one seemed able to kick.


  There were many other habits that could push a newcomer into either loving or hating China: the extreme curiosity towards foreigners in the 1980s, for example, or the dogged adherence to
  incomprehensible rules. When the attendant on a railway carriage woke you up in the middle of the night for the third time to clean under your feet with a filthy black mop, just because there was a
  regulation to sweep the floor every two hours, you would, as they say, either laugh or cry. There wasnt much middle ground. On the other hand, ordinary things like hotel notices or
  restaurant menus were full of bizarre rules and mistranslations. There were signs everywhere that said Beware of Smoking and Stop Spitting! The regulations in the
  Shanghai Peace Hotel included restrictions on bringing poisonous or radioactive substances into the hotel or letting off fireworks in the room, as if such matters were
  perfectly normal occurrences. Also banned was fighting, gambling, drug taking, whoring or making of great noise, and there was a rule that no guest was (sic) allowed to
  up anyone in their room for the night. Another hotel had a brochure which described its wonderful gardens and said that they hoped that all our guests will be depressed by the
  flowers; the Chinese version meant impressed. Restaurant menus were similar; I found an upmarket restaurant in Guangzhou which served camels hump in wonderful
  taste, double boiled deers tail in water duck soup and roasted sausages in osmanthus flowers. Another one down the road, which was slightly more modest and
  obviously trying to attract foreigners, had its menu in English offering lunch on meat with egg and scramfled egg with lunch on meat, but it rather lost track with the
  squid beard and fried field snail in bear sauce. I thought it must have meant beer sauce, so I looked up the Chinese characters, but they seemed to mean
  something to do with bell peppers so I was none the wiser.


  Over and above the chaos on the streets, the mistranslations and endearing absurdity, there were huge changes under way that brought to mind the old aphorism attributed to Napoleon: Let
  China sleep, for when she wakes up she will shake the world. True, China was starting from a low base but the vast majority of the changes was positive. The UN reported that in the 1980s
  alone over a hundred and twenty-five million people had been lifted out of absolute poverty. I became convinced that the country was on the way up as the shackles of the Communist system fell away.
  There was a sense of optimism everywhere, a feeling that things would continue to get better.


  So, by the time that I left China after that first solo journey of three months back in 1988, I knew that I had found something that completely absorbed me. I felt that it might change my life;
  and it did. In retrospect, sixteen years on, I can recognize something common in many people new to China. I had become almost intentionally dazzled. I had set off wanting China to be something
  special and therefore it was. It was a kind of wilful infatuation.
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    lf You Wont Go into the Tigers Lair,

    How Can You Catch the Cubs?

  


  
    Han Dynasty Proverb, 202 BCAD 220:

    Nothing ventured nothing gained.

  


  When I got back to London, my head was still in China. I found myself straining to catch the odd Chinese character out of the corner of my eye from the top of a bus, or
  absent-mindedly wandering towards Chinatown to rummage in the bookshops and enjoy the familiar smells. I had found something new and exciting but in London little had changed. Two more years up the
  ladder, many of my colleagues were climbing a structure without ever pausing to wonder whether it ought to be climbed. I couldnt reengage. I couldnt take it seriously when, on the
  other side of the globe, an epic struggle was under way.


  As I sat in an office dreaming of the chaos, the packed railway stations and crowded street markets, I toyed with schemes that might get me back there. Surely with changes on such a scale and at
  such a pace, there had to be a way back for anyone willing to take a risk? I spent hours every day dreaming about starting a business out there, building pagodas in the sky and scheming.
  Eventually, I went to see the senior partner of the firm to ask whether hed send me back. I thought that I might be able to persuade him to set up an office in China to help clients invest,
  but the interview was a disaster. I had been shown into an office and my heart sank as I saw the figure behind the desk: late-fifties, perfect blue pinstripe, silver hair with not a strand out of
  place, hands resting palms down on the surface of a huge pine-wood desk in an office overlooking the Thames. There was something unnerving about the desk, that enormous clean expanse of bare wood;
  an uncluttered desk shows an uncluttered mind, I supposed dejectedly. So the interview went about as badly as it could have done; he clearly thought that I was a lunatic. So I went back to my desk
  to hide. But after a while I thought, Sod it! I found a Mandarin course and handed in my notice.


  About a week after I left my job, I suffered a momentary loss of confidence. The headline on the front page of The Times describing the crisis in Tiananmen Square read Peking in
  flames as China slides into Chaos. My mind flew back to the last few hours I had spent in Beijing a year earlier, just before I got on to the train to Moscow. I had sat for a while on the
  steps of the huge monument to the Peoples Heroes in the middle of Tiananmen Square. The old men were flying their kites; beautiful yellow paper kites, with lions heads and
  dragons tails. I watched as they shuffled back and forth across the paving in their soft cloth shoes and the kites swooped and soared around the great stone obelisk. Everything had seemed so
  calm then, perfectly set into its allotted place. But a year on, after the tanks had rumbled on to the Square, the world had changed.


  When I got back to China in the summer of 1990 the monument was all fenced off and surrounded by guards. As I stepped out on to the vast open surface of the square, people were tense, unwilling
  to engage, wary of contact with the few foreigners who had returned to China. The last rays of the setting sun caught the yellow tiled roofs of the Forbidden City. In the distance, I could see the
  faint smile of Mao Zedong on the Gateway of Heavenly Peace, the face in the giant portrait silently watchful. A smile just like the Mona Lisas: serene, humourless and utterly ambiguous
   just right for a tyrant.


  The atmosphere in the university where I had enrolled in a Mandarin course was just the same. People were cautious. It was no time to take risks or to stick out from the crowd, so it took
  several months before I was able to make Chinese friends.


  I lived in the university for nearly two years. At times, I was the only white boy among a thousand Chinese. Foreign students were kept apart in a separate building. There was a campaign against
  spiritual pollution but after a while Chinese students sought me out. Their natural curiosity soon got the better of the vague regulations designed to separate us. It was still a
  novelty for them to talk English to a foreigner rather than reading it from a book. When the first few students found that I was receptive, many more followed.


  My time at the university was my first brush with the real China, the China from which you cannot escape. At first it was intimidating. For a start, I wasnt used to the constant
  intrusion. There was never a second of privacy, never a moment of silence, a moment for repose, or an opportunity to gather ones thoughts. I was bombarded with noise: at six oclock
  the campus speakers blared out marching tunes for compulsory early morning exercises; at ten-thirty they announced lights out. I often came back to my room to find a line of students waiting. There
  was no escape from the endless, grinding requests for English lessons. I could see why there was no Chinese translation for privacy in my dictionary; the concept didnt
  exist.


  I wasnt used to all the restrictions imposed by the authorities and matters were made worse by the vagueness of the regulations. I was jumpy because I never really figured out what I
  could or could not do. Once my brother came to visit me in Beijing and slept on the floor in my room. The next morning the Dormitory Chief, in his blue overalls and thick glasses, arrived
  stony-faced at the door. He had been tipped off by one of the girls who delivered the hot-water thermoses that I had a guest in my room. He was furious because I hadnt asked permission. I
  apologized and said that it had never occurred to me that I needed to ask; we werent doing anything harmful. But he wasnt to be put off and it developed into an unpleasant row. My
  brother had to leave and find somewhere else to stay. A few days later I went back to the dormitory office; I wanted to avoid any more exhausting scenes like the last, so I called through the
  little hatch to the Dormitory Chief and politely asked for a copy of the rules. He said that I couldnt have them so I asked, Why not?


  Those rules are internal and not to be told to the outside.


  What does that mean? If I dont know what the rules are, how can I obey them?


  Our regulations are very clear.


  Oh, Im sorry, but thats not my point, I replied. If I dont know what rules you have, I cant follow them. After a few more rounds, I gave
  up. I never did get a copy. I discovered years later that this internal rule concept was applied across the board in China, even to things like income tax. Its hardly
  surprising that Chinas tax system is so inefficient when no one knows what theyre meant to be paying. At the university, the only thing I ever knew for sure was that it was lights out
  at ten-thirty with all the doors locked. If you were caught with a girl after hours, youd be thrown out of the country.


  Vast amounts of time seemed to be taken up by the most mundane tasks. I stood in endless queues at the university canteen, where they served only cabbage and rice for months on end in enamel
  bowls shoved through a hatch in a brick wall. I waited an hour and a half for a shower. But as the months rolled on, I settled into a semblance of routine.


  The Beijing autumn is very short and after a few weeks of golden leaves and vermilion sunsets, winter howls in from Mongolia. My room, which faced north, was a stark concrete box on the second
  floor of a brick dormitory building. It came with an iron bedstead, a forty-watt bulb hanging on a wire from the ceiling  and not much else. In winter, the freezing wind blew straight
  through the metal-framed windows until I sealed them up with tape. The cold was bad enough, but the cruellest part of the winter was the dryness. Wood cracked, earth dried to powder and skin
  creased and aged in the desiccating cold. Every morning, as I scraped a thin layer of ice off the inside of my window, I tried to keep warm with a small electrical stove. Stoves were banned and the
  authorities soon found me out. They monitored the electricity on each floor. There was a search but I refused to hand the heater over. Then one day the electrical wire, which was far too thin for
  the current, burst into flames, leaving a large black hole in my bedcovers. After a huge row, my stove was confiscated and I took to wearing several layers of clothes.


  Cleanliness suffered in the winter. The only hot water came in a green plastic thermos left outside the door each morning, and it was difficult to keep clean. For months on end, I felt grubby,
  as if I were on a camping holiday. Clothes became grimy because there was only a stone sink and a bucket for washing. I used to wash my jeans there, but in winter the water was so cold that the
  bones in my hands ached unbearably. Wringing out clothes was agony. Afterwards, when I hung them out to dry, they froze solid in minutes. I often carried them back inside clutched under my arm with
  the legs sticking straight out in front like a cardboard cut-out.


  When I eventually ventured into the Chinese students domitories, I felt a lot less sorry for myself. I had never seen anything like it. Seven students crammed into a tiny room in bunk
  beds, with inadequate lighting, wire cages over the windows and not much in the way of heat or sanitation; and that for the best scholars in China. The rooms were arranged off a central corridor
  and the students threw rubbish out of their rooms on to the floor for collection later on. The walls were blackened to waist height and hadnt been painted for years. The girls
  dormitories were even worse because they cooked on makeshift electrical stoves perched on top of piles of bricks in the corridors so that the floors were covered in scraps of food, pools of dirty
  water and discarded tins. At the end of the corridor, where the toilets were, great piles of used sanitary towels had been tipped out of the wire baskets in each cubicle and swept out over the
  floor into the corridor outside. The concrete floor was cracked with potholes, so it was impossible to clean up properly.


  Although the dull winter months in Beijing could be dispiriting at times, the planned economy still provided some light relief. Beijingers have a tradition of eating cabbage in the winter. It
  resists the cold and doesnt get damaged by the frost so, in earlier years when food was less plentiful, the Government organized cabbage to be brought into Beijing and distributed free to
  the people. Each year, from early November, long convoys of trucks, queued up on the outskirts of the city, waiting until nightfall to rumble in with their vast loads of cabbage into the city.
  Thousands and thousands of tonnes of the vegetable were brought in and piled up at the main intersections in the city. Teams of elderly women guarded it by night and handed it out during the day.
  The whole process took about a month and the huge mounds on the street corners became a familiar sight. However, in the run-up to that first winter in Beijing, the government set the price too high
  and the peasants in the surrounding countryside grew nothing but cabbage. The result was a massive glut. The piles of cabbage grew and grew until they were ten feet high and hundreds of yards long.
  After a month, cabbage leaves were everywhere: on the pavements, on the roads, inside buildings, stacked up on window ledges. The leaves soon mashed down into a thick, slippery green slime on the
  ground. Bicycles collided, cars bumped gracefully into each other and people spent half their time picking themselves up off the floor and scraping cabbage sludge off their trousers. It got so bad
  that the Mayor of Beijing went on the radio and made a speech during which he said that it was everyones patriotic duty to eat cabbage. Although all the political sloganeering
  over the years had dulled the Beijingers senses, the Mayors remark provoked howls of derision and, to this day, long-leafed cabbages are still known in northern China as
  Patriotic Cabbage. As winter changed to spring, there was an almost tangible relaxation as the ripples from Tiananmen receded together with the cold. Even the political campaigns on
  campus became half-hearted. I heard that there were still compulsory Marxism lessons on Tuesdays, but the students generally sat around reading novels. The teachers were bored senseless, just like
  the students, so they made no attempt to impose discipline. Gradually, the flavour of life changed. As the spring came round, the cherry trees blossomed and the regimen as well as the weather
  seemed to thaw out.


  Between the lighter moments provided by the planned economy and the restaurant menus, living in China was much harder than I had expected. All the same, I felt that I was peeling back the layers
  to find out what was at the core. I made slow but steady progress with the language and after a year or so I could enjoy a simple conversation with a stranger. Although I knew that life in China
  could be tough, I felt I was slowly mastering it, but from time to time I came across small incidents where I felt a hardness that I had never known at home and which would set me back a few weeks.
  I remember once seeing an old man, dazed on a sidewalk, whod been knocked off his bicycle and concussed. He was sitting unattended in the broken pieces of a pot of pickled vegetable roots
  that he had been carrying, surrounded by pedestrians all arguing about whose fault it was. Occasions like that would shake me. Another time I met a leper sitting on the pavement not far from
  Tiananmen Square. His skin was terribly sore, red and messy, and his hands were all distorted. I went to get a carton of milk and fitted a straw into it for him. I passed by the same place about
  half an hour later and found some people in uniform questioning him sharply, wanting to know where he had found the milk. A truck arrived. They threw him in the back like a sack of potatoes. I
  screamed at them, but it was as if I wasnt there. I was an embarrassment. As they drove off, he looked at me out of the back of the truck and smiled Mao Zedongs smile, serene but
  expressionless. Ill never know quite what it meant but I was starting to sense a sort of protective detachment that some Chinese people needed in order to survive.


  At the same time, of course, there were many kindnesses, small acts of charity that meant so much to me as I struggled in unfamiliar surroundings. They showed the human side of China.


  These experiences made me feel as if the rigidity of the regime in China magnified each side of human nature: the good and the bad; the pettiness and the generosity. But what would it make out
  of me? I felt under stress dealing with such a foreign environment, and if the pressure really built, which way would I turn?


  After a year at the university I was rapidly running out of cash. I had been studying full time and had quickly got through everything Id saved in Hong Kong so I found a
  job writing up books in my shaky Mandarin in an office down the road. I used to get there on my bike each day, about half an hour if the wind was with me.


  A sandstorm blasted through Beijing one day in April 1992 and caught me on my way to work. The dust storms in northern China in the late spring are often so dense that at times they blot out the
  sun and the light fades into dusky sepia colours. It took me an hour straining against the wind before I got to the office and when I arrived I was filthy. After Id rubbed the grit out of my
  eyes, I found on my desk a letter from England. A friend had sent me a copy of a job advertisement from the Financial Times in London. Mandarin Speaker Needed by Large Financial
  Services Company. It looked interesting. They needed someone to help them advise investors how to get into China. My minds eye instantly flew back to the short interview in London and
  that awful uncluttered desk. I could have written that job spec three years earlier when Id gone to see Old Roy back in London.


  I cobbled together a CV and sent it off. When I called the number later in the week, the voice at the other end of the line was chuckling. You wont believe who it is, I
  heard him say through the crackles from London. Its your old firm. Andersen!


  What? I said as it slowly sank in.


  Yeah, its Arthur Andersen!


  Yes! I shouted punching the air. The interview was a walkover and, two years after I left them in London, I went back to rejoin the firm in Hong Kong that summer.


  During my time in Beijing, I had started to figure out that China was ruled by complex and ceaselessly shifting alliances within a group of very old men, known as the
  Eight Immortals. I never made any serious attempt to understand how it all worked, but at the centre of these fluid coalitions was a man called Deng Xiaoping.


  Deng had been a senior member of the Red Army prior to Liberation and for years afterwards he was a key figure at the top levels of power. His reputation was that of an able, pragmatic
  politician who was more interested in getting the job done than in worrying about political dogma. After the Peoples Republic was founded in 1949, he rose through the ranks and ended up as
  the Number Two to Chinas President Liu Shaoqi. But in 1966 both Liu and Deng fell from power during the Cultural Revolution.


  Mao and Liu were old political rivals, and Liu had gained the upper hand when the Great Leap Forward, Maos mad dash for economic growth, ended in famine. Liu tried to put China on to a
  path of stable growth based more on sound economics than politics. But it didnt last long; Mao hit back in 1966 when he launched the Great Proletarian Cultural Revolution by encouraging
  young men and women to break all forms of social convention by attacking bad elements in society and waging perpetual revolution.


  The country rapidly descended into chaos. Schools and universities stopped functioning when the more radical students became Red Guards. They started to attack anyone suspected of being
  Maos political opponent, labelling them Rightists or Capitalist Roaders and parading them through the streets in dunces caps. Factories ceased production
  as the Red Guards formed Mao Zedong Thought Propaganda Teams and demanded that the workers spend hours a day in study sessions. Rival factions of Red Guards set up speakers in the
  streets that blared out propaganda until the early hours, and festooned walls and gateways with posters criticizing each other. Mao personally pasted a big character poster on to the
  doors of the Great Hall of the People calling for the masses to bombard the headquarters, and held a series of massive rallies, one of which was nearly a million people strong, in
  Tiananmen Square.


  With Maos implicit support, the Red Guards began to target senior figures in the Government, ransacking their homes and arresting family members. Social order collapsed completely. No one
  attended to the normal functioning of the State; everything revolved around politics. Government ministries stopped functioning because officials were too frightened to go to work, and large crowds
  of Red Guards besieged foreign embassies. A huge notice was erected on the front of Beijing station that summed up the nonsensical politicization of the times: Better a socialist train
  thats late than a capitalist train on time.


  Liu Shaoqi, Chinas President and Maos principal rival, and Deng, as Lius Number Two, rapidly became targets. There is a photograph of Liu standing in the Central Government
  compound, Zhongnanhai, being denounced by a large crowd of thugs wearing Red Guard uniforms. One can almost smell the fear coming out of the picture. Liu died a year later on the floor of a jail in
  Kaifeng.


  But while many around him perished, Deng survived. From 1967 to 1974, stripped of all power, it seems that he spent most of his time working in a tractor factory in Jiangsu. His son
  fell out of an upstairs window in Beijing University where he had been studying physics and has been paralysed from the waist down ever since. After Mao died in 1976, there was a
  protracted power struggle before Deng emerged triumphant three years later. Paradoxically, he succeeded by resigning. It forced his opponents to resign as well, whilst he continued to manipulate
  real power from behind the scenes. One of his first steps was to start to rehabilitate many of the people who were unjustly attacked during the Cultural Revolution and insist on the trial of the
  Gang of Four, the chief protagonists of the chaos, led by Jiang Qing, Maos third wife. There was a televised trial lasting several weeks where Madame Mao repeatedly shouted down the judges
  and refused to recognize their right to try her. She claimed that she was acting on Maos orders and that the court had no authority to question him: I was Maos dog, she
  said. What he said bite, I bit. She was sentenced to death suspended for two years to see if she would behave and spent the next twelve years in jail,
  making cloth dolls, until she committed suicide in 1991.


  Deng was incredibly tough. It seemed as if he was made of an indestructible material, a kind of political tungsten carbide, and, by the time he emerged as Chinas paramount leader, he was
  well into his mid-seventies.


  After Tiananmen Square, the Chinese economy had crashed and businesses everywhere faced very difficult times. Most were starved of cash as the Government tried to rein in State
  lending. Whilst Deng was no liberal, he was a pragmatist and realized years before his Russian counterparts that if the Chinese Communist Party was to survive, it had to deliver the economic goods.
  Tiananmen Square had shown that he would not shrink from using force, but he knew that in the longer term power grew from rising living standards rather than from the barrel of a gun. Immediately
  after the crisis, the Government had slammed the brakes on the economy, but by mid-1991 Deng had had enough of the austerity and wanted to get back on track. Even though he had won the battle for
  the top place in the Chinese hierarchy, Deng could not just set policy as he pleased, and when he tried to recharge the economy he faced serious opposition from the conservatives.


  The battle raged on behind the walls of the Party compounds throughout the months towards Chinese New Year in 1992. After months of infighting, Deng had had enough and he decided to seize the
  initiative. At the age of eighty-eight, he gave China one last shove towards further reform by grabbing centre stage from his opponents. Just as Mao had done at the start of the Cultural Revolution
  when he travelled to Wuhan and swam across the Yangtse, Deng achieved a huge shift in policy by a seemingly insignificant event: he went on holiday and planted a tree.


  On what is now written into Communist Party folklore as Dengs Southern Tour, he arrived at Shenzhen Station in the southern seaside town next to Hong Kong with his family
  and went sightseeing. At a theme park the next day, he planted a tree for the cameramen and repeated his old slogan, To get rich is glorious. Proceeding regally up the coast, he
  toured factories and visited the huge new development zone in Shanghai. Behind the scenes, the struggle intensified and Deng held meetings at Cadre Training Schools and Party Committees all along
  the coast. He talked directly to local officials about the need to guard against the left, and pushed his agenda for greater reform.


  Back in Beijing, his octogenarian opponents watched these antics in horror; they knew that Deng had deliberately bypassed all the normal Party structures and had reached out directly to local
  officials. They also quickly realized that they were fighting a losing battle; the rank and file liked what Deng had to say and the tide was against them. Although it was several weeks before
  anyone dared to publish the
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