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ABSTRACT

Since the presence of the US multinational corporations in the Asian regions, globalization has been interpreted and applied as involving the export of American institutions, American values, American systems of business organization, and American methodologies to foreign countries and civilizations different from itself.  While the approach had its distinctive merits given the success in the development of the US economy, the very countries that the US desires to do business with are apprehensive due to differences in social, political, economic, educational, cultural, and historical (SPEECH) traditions, values, and beliefs; modernization does not necessarily equal westernization.
In light of the current global economic crisis and the prospect of growths in the Asian emerging markets, we propose a ‘glocalization’ strategy integrating modern and effective business practices and technologies with the local culture and society.  The paper considers a US-as-global-the West China-as-local-the East case and offers strategic resolutions in the integration of the Chinese financial market.  A comparative study on the origins and outlook on values and beliefs between the West and the East is explored in support of the glocalization strategy.  
As we witness the failure of a deregulated free-market in the West and a state control-oriented SPEECH platform in China yet with strong desire to merge with the developed world, glocalization strategies not only allow for more realistic and efficient cooperation in the optimization of systems of the West and the East with openness and autonomy in the respective regions but also provide for more sustainable growths in the worldwide economy.  
I. INTRODUCTION
With the current free-market fallout in the financial sector in the West and the malfunction of a centralized economy in the East before the reforms, nations such as China are at the crossroads between a market and a state controlled economy.  At a different dimension, China faces insurmountable challenges in its fast growing trajectory in democratizing its economic and financial systems in the integration and internationalization process following the western norm while reserves a conservative course for its domestic issues in order to maintain a stable, orderly, and a harmonious society given its unique historical, demographic, and traditional values and beliefs.    
Given the conflicts and frictions at the crossroads in China’s economic development, this paper investigates the origins that divided the Western and the Eastern thoughts and values in the distant past as well as in more recent history that inspired and shaped our current thinking and behavior pertinent to the market in the two distinctive spheres.  With an interdisciplinary approach in world history, philosophy, social, natural, and political sciences, we explore the formation of the ancient Greek and Chinese traditions, representing the West and the East, in social, political, economic, educational, cultural, and historical (SPEECH) experiences that still remain strongly dominant in their respective ideologies today.  In addition, we track down on how these traditions of thoughts and values were transcended to and laid the foundations for market beliefs and development and ultimately the outcome that contributed to the economic stagnation in the East and the successes as well as the recent breakdown in the financial market in the West.   
Given the annals of human pursuits in the past and as China at the juncture in the integration of the world economy, while with frail legal and regulatory systems in place, we search for a strategic and optimal blueprint in its financial and economic progression taking the current global and local dynamics into consideration. Thus, the research questions are: 
1. What are the issues at odds between the East and the West in the ancient times that are still applicable to today’s world and how and why did these divergences develop?
2. How did the traditions in the western civilization influence market ideologies in contributing to its modernization and successes as well as its collapses?
3. What are the pitfalls to avert and continued challenges for the East or the local in the global integration in macroeconomic terms (e.g., free-market vs. state capitalism) and microeconomic (e.g., systemic vs. holistic market approach)?
4. Is there a true division in the Western and the Eastern thoughts or are they simply at different ends or extremes of a complex whole?
5. Given complexity, would the unity of contradictory forces be possible and how could it be realized as the local or the Asian market advances?
This paper identifies the thoughts and values in the West and the East that defined the status quo of the two distinctive economies in today’s world.  As we see many obstacles and misconstructions in the market globalization process, which often translate to tensions and discords in the communication and policymaking, this study investigates the sources of these frictions with explanations from multidisciplinary examinations.  As China seeks to modernizing its financial market, the significance of the paper lies not only in better understanding of its current position in the global economy given its past but also to seek market viabilities and effectiveness in view of the differences in the SPEECH structures between the West and the East while avoiding potential calamities in the development.  Moreover, as the West in the correction state after the recent great recession recollecting and reenergizing its resources, the glocalization approach will also better temper China’s growth speed and allow an opportunity of international re-equilibration for a more stable and sustainable world economy.  

II. A COMPARATIVE STUDY OF THE WESTERN AND EASTERN THOUGHTS – THE DIVISION OF PATHS 
The division of thought between the West and the East can be traced back to few hundred years before century in the ancient Greece and China representing the cradles of the two civilizations.  The distinctive national values and policies in the two worlds we observe today are the result of cumulative as well as evolving development over the last few thousand years in the respective regions based on factors, including but not limited to those, illustrated in Figure 1.  Primary factors, which include biological1, demographic2, and geographic3, are the original elements in the formation of the SPEECH structure or the secondary factors.  On the other hand, the secondary factors, such as social and cultural, can also affect the evolution in primary factors such as human biology through the interactions between them4.  Thus, the two groups of factors have mutual causal, correlation, and reinforcement effects in the development of human thoughts and values.
One of the most salient characteristics that differed between the East and the West manifested in social, cultural, political, and other fields is the pluralism vs. monism5 which can also be characterized as contention vs. consensus as observed in the two worlds today in the SPEECH context.  The root cause of the contrast can be found in differences in temperament (i.e., agonistic vs. irenic), the composition in demography, and the social/political structures6 in the ancient times.  According to Lloyd (1996), in China, ‘the deployment have nothing to do with the citizen body in Assembly but rather to the persuasion of the ruler and the focus of attention is on the psychological aspects of persuasion instead of on the analysis and style of the argument, e.g., with the free for all Greek exhibition debates held in front of a general audience.  The differences in theories and concepts were the questions they focused on and to the answers they chose to make central to their understanding.  The different forms they took have to be related to the varying circumstances of their development’.  For the Greeks, opposition can be said to be a product of rivalry.  Contention was a tool of competition and livelihood and politics in the Greek style was utterly confrontational.  On the contrary, the Chinese emphasized on the limitations of divergent views, given interest in political stability.  Ruler was considered to be the mediator or harmonizer between heaven and earth and responsible for all under heaven (Lloyd, 2002).
With regard to two opposing forces such as yin and yang, while the Chinese see them as mutual interdependence and reciprocities, e.g., yin in yang and yang in yin, or two sides of a whole that neither exists in isolation from the other, the Greeks stress the opposition and the ideal of the independence.  And thus independence is the foundation to the notion of freedom (Lloyd, 1996).
There was the birth of democracy and individual freedom or individualism on the West side and the conformist and universal norm or collectivism on the East side as illustrated in Table 1.  While the Greeks adopted aggressive egotism in debate, which helped in developing the legal and regulatory systems in the West, the Chinese build on what could be taken as common ground and what could be sanctioned by tradition and the desire for an orthodox (Lloyd).  Though the two systems in the West and the East seem to be in drastic contrast, they complement each other in various contexts while both are internally consistent within itself with unique strengths and weaknesses (Table 1).  While the democratic principles appear to be in the forms of total freedom in essence, the contentious nature and a more adequate legal system in the West limit the degrees of freedom at both the individual and political party levels and had served as counteract forces to a large extent to keep the system in balance.  Alternatively, while consensus was valued, the Chinese avoided any brushes with the law as far as they could and considered that issues brought to the courts were failures and breaches of good orders.  Chinese attitude toward the legal experience in the early periods was that civil law was almost unheard of (Lloyd).  Hence, given the stress on social stability, order, and harmonious relations among its citizens, regulatory enforcement was hardly in need for development in China, an experience that can still be encountered even today.
On the other hand, as demonstrated in Table 1, the application of these values and beliefs had been inconsistent at times among nations in the East and the West in their respective national policies since the launch of globalization.  The incompatible policies in some areas had caused many conflicts and frictions not only among nations but also led to more serious consequences in industries such as in the financial sector as we will discuss in the following sections.

III.  THE ADOPTION OF THE SCIENTIFIC APPROACH IN THE WEST AND THE DEVELOPMENT OF THE FINANCIAL MARKET

1. Reductionist vs. Holistic Systems
The financial market in the West assumed and operated largely in an invariable artificial or man-made reductionist system with isolated constituents in the past few decades.  For example, after the repeal of the Glass-Steagall Act in 1999, though a linkage between consumer credit, such as mortgages, and securities was established to generate the mortgage-backed-securities, investment banks or intermediaries were barely aware of the default history of the subprime population or detached from the consequences of what a no-income-verification mortgage would entail.  Another example of the isolated components or reductionist system in the financial system was the disconnection between the banks that generated mortgages and the real estate market bubble or business cycles that triggered the current financial catastrophe.  While the functions of each unit in the reductionist system can be clearly and well defined in most cases in linear terms, the inter-linkages among them were loose or disconnected from a systemic perspective in more non-linear forms.  In other words, aspects that were less observable or harder to measure, such as contradictory forces and conflict of interests among various market participants or the real mechanisms underlying the behavior between investors and debtors in a deregulated market under capitalism, were not taken into account in the market discipline and in the technology, regulatory, and management systems.  
In the past few decades, certain aspects of the reductionist system had endorsed finance to a world of its own in the West instead of regarding it as a facilitator for businesses and the general economic development.  This isolated and compartmentalized approach in financial, risk, technology, and operations management had not only seriously derailed other businesses but also were suicidal in the system given the disconnection and the liquid nature or cycle speed of the financial market.  Statistics show that the ratio of financial assets to GDP in the US increased to 900% in early 2000 from 400-500% between 1950 and 1970 (Chang, H).  Yet, the real value of these financial assets depends on the performance of various businesses or the affordability of mortgage holders.  In reality, the free-market system or the speed of finance in the West had developed to the extent that it had generated more non-performing loans (NPLs) as a result of empty shopping malls and foreclosed homes than those under a centralized economy in the East.  
While the market had some control in areas that can be identified and measured to certain extent, the reductionist approach in the system is limited given boundaries in human cognitive capacity while shielded from externalities in the environment (see Figure 2).  Hence, this approach in the financial management is deceptive since less observable or immeasurable underlying forces were neglected in a complex and reflexive market.  Moreover, the system creates biases and complacencies that lead to more risk-taking due to overconfidence caused by blind-sightedness that further contribute to unpredictability or market failures.   In fact, while no parallel regulatory tools and technologies to serve as monitors, development in financial products such as derivatives and other structured and complex products in more recent decade may have created more scotomas in the system that contributed to the market breakdowns.   
The deployment of the compartmental like approach in the system in the Western financial markets can be pinned down to the two- (matter and energy) or multi-tier outlook originated from the ancient Greece.  The deductive or independent orientation in viewing various forces in the West is in sharp contrast to the holistic perspective in the East.  Theoretically, in a holistic system, all possible forces (the known factors, the known unknowns, and the unknown unknowns), were taken into account in determining and explaining a phenomenon when given opportunity.  
Referring back to the case of two opposite forces of yin and yang discussed above, while there was no room for compromise for the Greeks as to the two characters in question when they are settled in theory to serve the polemic purpose, the Chinese regard these forces as complementary opposites that co-exist or are interdependent and can only be defined in terms of one another.  In the example of a reductionist vs. holistic system, while the West would set to dissect, test, and label individual items in the system, the eastern philosophers would say that they were wasting time if the goal was to understand the universe when referring to the physical complexities of the world.  The Chinese often talked about "the ten thousand things” – they are superficial manifestations of an underlying reality (Brent).  
While the reductionist concept adopted by the West had its merits especially at the implementation level given its approach to discern and to deduct, though is limited and defective, the holistic belief, which favored the formation of synthesis of unifying widely divergent fields of inquiries, was too vague, ambiguous, or complex to execute in reality.  The method was hardly developed in the East due to limitations in human as well as technology capabilities.  Overall, while the West had developed more complex financial products but with only partial practical control of, the East stayed put with simpler financial instruments but with almost full viability.   
With new innovations, financial sector in the West had become more efficient in generating short-term profits but had made the market much more unstable.  Many of the ‘innovative’ products had virtually created a two-speed economy: finance and the rest.  The two-speed economy creates viability issues as long-term development in the real-sector often requires more time to generate returns and impatience in the finance sector leads to more risk taking, e.g., numerous mortgage-backed securities were turned to empty homes and shopping malls.  As complex products are ‘reduced’ to their own universe of profit making as a primary means (vs. financing as tools to support business development), its further derivation or deviation from the underlying assets was not only detached from the real value of the assets with more hypothesized valuations, but also widened its endogeneity which relies on a wider varieties of contingencies given its distant and fragile relation with the tangible assets.  The gap creates a problem as financial capital seeks short if not immediate gains that not only fosters progress with myopic foresight while often opting out development with long-term prospective but also increases market fears due to instabilities it generates in promoting risky products.  The result with the narrowly defined complex products in reduced forms is counterproductive or destructive as it derails the real economy.  As a matter of fact, study shows that in addition to being a major factor in causing the worst financial crisis in history, the ‘innovations’ for financial efficiency may have actually slowed down the economic growths in the US in recent years (Chang, H.).
2. On Democracy and the Free-Market System
Similar to a democratic political system in the West, the idea of market freedom was transcended to the financial system almost since the birth of a capitalism regime.  Akin to its political counterpart, the free-market system in the West in the early days is accompanied by a comprehensive legal coordination and regulatory restrictions that are second to none in the world.  In other words, a free-market in reality has never been completely free without rules and government interventions.  Market rules had prevented freefalls from corruptions and fraudulent acts or promotions for boundless incentives, conflict of interests, unequal market power, and monopoly.   According to Chang, H. (2010), if markets look free, it is because people so totally accept the regulations that are propping them up that they become invisible.  Meanwhile, the history of capitalism has been in constant wrestle with the boundaries of the market (Chang, H.).  After all, we have learned from history that free-market cannot exist without proper market rules as counter forces to maintain market equilibrium.   And in broader terms, the debate about free or fair trades is more about moral values and political interests than pure financial benefits given the inequality in market powers.
Compared with systems such as a centralized economy, a democratic market system along with necessary regulations in place worked relative well in the past in the West.  However, a series of deregulations starting from the Marquette Ruling in the late 1970s along with the repeal of the Glass-Steagall Act in 1999 had changed the scene in financial markets.  Without these crucial rules in place and the technology to detect risks in the complex and intricate products newly developed in the market as discussed in the previous section, we have observed acute frictions and conflicts of interests among market participants as a result of the pursuit of individualism (though individual investors acted collectively under market crisis as shown in Table 1) and self-interest promoted under the free-market and capitalism system that eventually led to the liquidity crisis and a market catastrophe.  In other words, the West had crossed the market boundaries or limits it set out before.  In retrospect, while securitization of assets was to spread risks and deregulation policy was meant to generate more profits in promoting financial products, repackaged financial products had virtually increased more invisible risks and imbalances in the process and served as a perfect means to promote conflict of interests to the extent that it had transformed a free-market to a state capitalism almost instantaneously when the US government intervened with bailouts.  Thus, free-market cannot exist without the level of regulations that prevents extreme circumstances or reduces discords that potentially lead to system collapse.  To some extent, the free-market as we experienced it had nurtured complex products that increased risks and imbalances and created immeasurable uncertainties or unknown unknowns which turned to more severe forms of random walks.  The result was out of reach to regulatory apparatus for supervision and control and the market became a casino for gamblers.
3. On Rational versus Behavioral Expectations
The philosophical tradition of reasoning and rational thinking and the obsession with certainty, foundation, and axiomatization began around 360 B.C. in Greece. According to Parmenides, the Greek philosopher, judging by reason and reason alone is to be trusted.  Along this line of thought, the rational models in economics and finance using mostly quantitative measures, such as the Rational Expectations Theory, had prevailed in the last five decades.  These models were the foundations in market management, policymaking, and regulatory changes.  
	After the financial market collapse in the West in 2008 and the emergence of findings in behavioral economics and finance which affirms that reasoning or rational thinking is only part of a phenomenon in human endeavor involving decision making and activities influencing price movements in financial markets (Chang, B.).  Aside from imperfections in knowledge accessibility and interpretation by market participants given constrains in human and environmental capacities, individual preferences, senses, and emotions play important roles in market interactions that contribute to the complexity or the “the ten thousand of things” the Chinese refer to as mentioned in previous section.   The theory of combining both rational thinking and human senses and emotions was in fact even confirmed by other Greek philosophers Empedocles, Anaxagoras, and Democritus in the early days.  They had not only reinstated senses and recognized that the mind derives its data from the senses but also conceded that though senses are feeble instruments but so too is the mind.  These Greek prophets also stated that ‘phenomena’ provide a ‘vision’ of ‘things’ that are obscure – the evidence of the senses provides the basis for inferences concerning what cannot be directly observed (Lloyd).  These observations were in line with ancient Dao belief in China that reason can be limited due to accessibility or imperfect knowledge.  Similar to the reductionist system discussed in the previous section, while the rational thinking approach, which led to quantitative measuring in the financial market, was not a false methodology in market management, deeming the approach as the deterministic and the only correct method was the fatal mistake that contributed to the market crash. 
The reasoning convention embraced in the West is also associated with the deep rooted causal-effect model in understanding the market behavior which significantly simplified a much more complex reality of a correlation based mechanism in the market.   According to Lloyd, the Chinese had long pursued and established the concept of correlation in explaining related forces in nature. “Though it is far from being the case that there was a total lack of interest in China in identifying the causal factors at work in a whole variety of practical context.  It is because the causal-effect model presupposes a lot of background and implicit knowledge much of which is evidently thought neither to require nor even to be capable of verbal explication – a pragmatic sense of the limits of what can be given such explanations.  On the other hand, the deep-seated experience and involvement in the law helps to throw light not just on the styles of causal inquiry favored by the Greeks but also on the prominence of the interest in such inquiries themselves” (Lloyd).  Contrary to prevailing beliefs, Soros (2003) had confirmed that market behaves in much of a reflexive or correlated fashion that predictions using a somewhat static quantitative model will generally produce imprecise results.
Regulations and other restrictions reduce the complexity of our problems and potential mishaps that humans do not have control of or are not smart enough to foresee (Chang, H.), e.g. a Nobel laureate failed twice on hedge fund management.  Ironically, the complex products, which were designed based on rational theories, are in effect fantasy financial creations (Leopold) given their detachment to how the real business and economic communities work.  These products were created on a stand point of profit making while neglecting the counter forces of risk they generate8.  On the other hand, it would be extremely costly, if possible at all, to create such a risk management system given that many product experts could not even deliver the products properly taking into account the reflexive and behavioral nature of the market.   
Regulations, in this case, were created not because government or oversight entities know better.  They are there to prevent risks that humans do not have enough imagination to realize or cannot afford to take.  In other words, we are not smart enough to leave the market alone (Chang, H.).  Let alone that not everyone has access to reliable information all the time, we have limited cognitive capabilities that deter our ability in processing information (Chang, B.).  As Keynes put it, the rational behavior that formed the foundation of modern economy is impossible under this kind of uncertain scenario.  In other words, while these products were created by a small group of narrowly focused ‘rational’ thinkers with much simplified assumptions, the end users and adopters of these products were among a much larger pool of individuals as well as institutions that react and behave differently due to incentive structures and other human factors.  The creators may have incorporated known risks and the probabilities of unknown risks, but there is no capacity to manage unidentifiable unknown risks; not to mention about their derivatives that come with indefinite exponential powers of possibilities.  Thus, regulation is to restrict freedom that we cannot afford to cope with and for better decisions given our bounded rationality and cognitive limitations.

IV. THE INTERNATIONAL INTEGRATION IN THE FINANCIAL MARKET AND THE ROOTS IN THE EASTERN APPROACH
In search of more recent history that characterizes our current line of thought, we take the following conditions into account (1) the global  (US-the West) financial market is in an advanced stage while the local (Chinese-the East) is in an infant one with an underdeveloped banking system (2) a free-market system has dominated the global while the local has been striving for a system with state capitalism (see Figure 3) (3) the global demands openness in the local for opportunities while the local struggles with its internal incapacity and balances though is making strides in integration and assimilation (4) the global had a series of growths with its established capital market in the past decades though is re-evaluating the viability of a hands-free capital-market-based economy after the financial crisis in 2008 (5) both the global and local are at the crossroads where the local realizes the importance of an innovative and efficient financial platform in its market development while the global re-considers the side-effects of a free-market system and its expectations in the local given the SPEECH differences with a more cautious and practical approach in business dealings and trades.  
In the following paragraphs, we examine what the Chinese market reform has accomplished and why a daunting shift from a communist regime to a virtual capitalist society had sustained during the period using the financial sector as an illustration and relating to the SPEECH factors discussed above.  While the local reforms were far from perfect in its effort of global integration and modernization and are subject to challenges and changes in its internal systems and complications as well as those in the global environment, the discussion should enhance the global understanding in building business relations with the local given its SPEECH composition for smoother transactions and better and longer lasting cooperation.
During a wave of market reforms among the former communist bloc including the former Soviet Union and other Eastern European nations, many were hardly as successful as what China had achieved in the extremely challenging transformation from a centralized economy to a more market oriented one in progress.  We argue that it is the SPEECH factors in the local that contributed many aspects of the success.  While these same elements continue to impose challenges internally in the reform and the local may not be able to adopt the western or the global free-market model completely especially after the 2008 financial crisis, more market convergence is expected and viable in the global integration process.
The Gradualism Reform Approach on the Macro-Trend and Its Accomplishments
Since the reform started in 1978 from a centralized economy to an inauguration of a market capitalism in 1992 that reached majority public ownership after 1998, the Chinese market went through several phases encompassing ideological balances between the conservatives and the radical reformers in the political system and various forms and shares of ownerships between the state and the public and between centralization and a market economy.  Despite micro surges and outbreaks of instabilities and unrests during the period as a result of the push and pull struggle between two schools of thought, taking into account problems of corruption, inefficiency, the collapse of Eastern Europe block, as well as  high inflation, a reform with a gradual approach was born on the macroeconomic trend since 1992.  In fact, the gradualism loom came out as collusion when two parties of thought reached a consensus (Guo) given the lack of support system for a market economy such as regulatory, logistical, and technological upgrading and modernization.  Nonetheless, the gradualism tactic had made several contributions to the triumphs in the local economic reforms and development.
a. Consensus led to policy consistency and friction reduction
As discussed in the previous sections, the West sees a free-market and centralized economy or a democratic and state control political system are two contradictory and distinctive systems that are non-compromising and independent regimes.   In the example of the West, even under the umbrella of a democratic government with an individualism values, there are many conflicts and frictions between the democratic and the republican parties in making policies and regulations for the market.  As a result, policies such as deregulation and subprime lending that are supposed to resolve the conflict had created serious tensions among participants in the market that led the 2008 crash and implosion (see Figure 3 for demand affordability, supply availability and institutional/intermediate capabilities).  On the other hand and in a collective society as it is in China, we see that the gradualism reform plan consent by the two parties was a product of an unity of contradiction between a market and socialist economy (or a free-market and centralized economy to the extremes) though with certain level of compromise on both sides.  This balanced tactic had avoided inconsistent policies in the transformation and limited frictions among all internal parties in the planning and execution of the reform.
b. Market feasibility through state intervention 
As we learned from the West that freedom cannot exist without suitable regulations as conditions; whether they are for political regimes or financial markets.  Since China’s legal and market support systems were still in the early development stage and were too weak to serve a true market economy given risks in obligor, operational, legal, and institutional.  In reality, when the reform started, the state acted as controller of these risks, regulator in facilitating market operations and transitions, and supplier of credit when the market ceases to function.  Meanwhile, the gradualism gave time for these supporting systems to develop and advance to a more privatized economy.  While there are still weaknesses in the process such as incentive issues in rule making, corruption elimination, productivity, and quality products given the presence of the state intervention, the approach was judged as part the bundle of an overall strategy that has been beneficial to a greater economic improvement and development.  Today, China is the first country ever attempting to stand astride a hybrid economy between the capitalist or privately owned and socialist government-owned economies on such a large and complicated scale.
c. One speed economy between finance and the economy – a holistic approach 
The separation of finance from other parts of the economy in the capitalist system in the West was rooted in the reductionist system discussed above.  Conversely, the naturalism, holistic, and gradualism take in principle in the East9 helped the viability of moving financial market in similar pace with that of the underlying economy to make sure of its effectiveness.  
In the securities market, for instance, all overseas listed stocks were listed in China to make sure that economic signals provided by the market were taken into account in trading while depending less on the state.  Complex financial instruments such as derivatives that are more detached from the underlying values of the financial assets and prone to speculation remained to be a small portion in the market.  Derivative trading is limited to interest rates only and ‘non base-type’ derivatives such as credit and equity are not permitted.  Meanwhile, regional governments were given a quota for determining which state owned enterprises (SOEs) under their purview should be listed and over half of stocks held by the state are not actively traded.
  	Another reason for a one-speed economy in the structure is due to a less developed financial market with fewer tools in risk management for loss control.  A more plain vanilla type of lending style still dominates the market that keeps finance close to the real and more tangible growth in the development.
d. No market ideology
Because there was hardly any history of financial modernization before the reform in China, policies were not bound to false theories as those taught and believed in the West for the past five decades.  In addition, while there were political ideologies in the workings of the reform specifications, the tradition of practicality, a simpler market model, and an astride stander with the gradualism belief under its feet had kept the East from more abstract theories such as the Efficient Market Hypothesis at bay.  
From the implementation perspective, gradualism provided for a step-by-step approach while allowed time for experiment and correction.  While there were no financial illusions, fantasies, or assumptions for market rationality, the more grounded approach of gradualism along with the culture of expediency in the East had laid foundations for relatively more rational decisions in policymaking in reality.
e. No freefall
Unlike policies in deregulation and liberalization of lending standards in the West that moved further away from market equilibrium to the left (see Figure 3) and drove the market to a freefall in the 2008 financial crisis, gradualism, a shift away from the centralized economy toward market equilibrium with a mid-way approach, balanced freedom with control or shou vs. fang (open vs. close).  
There were few factors that contributed to the no-freefall status during reform.  Although there were deregulations with some structure changes during the 1992-1996 and 2002-2005 periods and no official depository insurance from the authority, there is almost explicit guarantee from the government to rescue the financial market if mishaps occur.  Only until recently, ordinary depositors in China have no access to foreign exchanges for currency stability and control of external capital flows.  Moreover, only a fraction of the national savings, not exceeding 2% of its GDP, was used for corporate financing along with restricted alternatives for commercial loans, mostly for SOEs.  Meanwhile, lending or credit risk for small businesses is limited given the risk-averse culture among banks.  Consumer credits and loans currently comprise only 13% of the nation’s GDP according to McKinsey & Co., compared to 98% in the West, a scenario which is far unlike to have a credit crisis.  In addition, lending/deposit interest rate spread is about 3.5 times compared with those in the region on average.  Banks are not allowed to lend below prescribed reference rate or increase deposit rates above the mandated ceiling to remain stability during boom time or when experiencing deteriorating loan quality (Hoffman and Enright).  This interest rate policy and strategy offset the risks from high NPLs therefore enable the market to prevent liquidity crisis or a freefall.
In sum, reform transformed corporate internal governance, operating procedures, the ownership, incentive, and competitive structures that resulted in improvement in industry performance.  Between 2005 and 2007, government sold 25% of its interests in major state banks to foreigners with sizeable domestic public listings and NPL was reduced to 10% in 2007 from 60% in 2001.  This is the benefit side of the cost incurred to the government when it threw enormous fund to eliminate risks in the economy in lieu of other industry reforms.  In addition, gradualism had largely isolated China’s economy from the great recession in 2008 since it gave only a minority of up to 33% ownership share in joint venture to foreign investment banks.  After the 2008 crisis in the West, banks proposed to raise capital requirement for asset-back securities and derivative trading to bring the domestic system in line with Basel III accord.  

V. THE UNITY OF CONTRADICTIONS AND THE SOLUTION OF GLOCALIZATION GIVEN COMPLEXITY
With a remarkable transformation from a centralized economy to a state capitalist system, China had come a long way to be able to sustain a relatively stable growth without experiencing serious economic turbulences.  As both the East and the West are at the crossroads with respective needs for restructure given global demands and recovery from the financial crisis, we propose a glocalized strategy in the development in light of continued differences in SPEECH structure in the two hemispheres.
Given its more advanced economy, the West had taken the lead and made contributions in modernizing the economic development of the East since the launch of business globalization in the late 1980s.  However, fundamental differences in values, traditions, beliefs, and other aspects that evolved over thousands of years between the two worlds (as shown in Figure 1) had made some areas more challenging to congregate.   In other words, each side had established and settled in certain points of view and developed respective paths that had worked out within their own internal systems throughout the history.   In order to unify the contradictions between ideas of the East and those of the West in the reform process, China had not only moved toward a more liberal market and adopted numerous practices in line with those in the West, but also launched a dual system as part of the gradualism approach.
1. Challenges of the dual system in the East
However, there are challenges facing the dual system.  Conflicts existed between the radical and conservative reformers, e.g., banks are forced to extend loans to troubled SOEs in order to maintain employment, and the situation continues to deteriorate the banking system due to NPLs.  Nonetheless, the nature of the contradiction had a different twist from that occurred in the West as discussed above given the explicit and unconditioned guarantee of government bailout.  The conflict before the crisis in the West pushes the market further away from control or equilibrium with no resistance – the demand and supply tension was too large or the relation was invalid as there was no affordability in demand and supply became unavailable under a self-interested and hands free market system.  On the other hand, the reform in the East pushed the financial system toward more freedom, a direction opposite of stagnation that it was trapped in.  The challenge resides in the agreement or disagreement between the radical and conservative reformers on the speed of change or growth given industry readiness in terms of the supporting infrastructure for more market autonomy.
 	As noted above, a free-market system requires numerous key conditions and basic orders in place in the financial market along with the SPEECH structure as supporting mechanisms for the system to operate successfully and to avoid a freefall as occurred during the great recession in the West.  The prerequisites in the supporting system include but not limited to (1) an extensive legal and regulatory statutes in governing all aspects of the market and in maintaining ethical standards and conducts of all market participants (2) an adequate technological and methodological platform that allows quality data for transparency, information distribution, and communication (3) a risk measurement and management system to ensure solvency, demand affordability, supply availability, and boundaries of institutional and intermediary capabilities (4) a SPEECH structure that is in consonance with the supporting elements instead of creating resistance to the system (5) a dynamic adjustable system that are in favor of an equilibrium market given all changing forces in the global and local environment.
a. Legal infrastructure
In the absence of a proper governance structure and regulatory oversight, 89% listed companies in the East involved data manipulation of accounting and financial books according to report in 1999.  The dearth of a credit culture in the society and the business circle in general, which contributed to the majority of the NPLs in the early 2000s when money stock doubled, forced banks to deal with a population of borrowers similar to the subprime with high default rates in the West.  Consequently, inefficient financing in most SOEs that led to low capital productivity had virtually lowered the nation’s real GDP.  In fact, the 2003-2007 bailouts raised a host of issues including potential moral hazard and the macroeconomic costs of the cleanup (Hoffmann).  
Because the opening of alternative financing and investment channels, more savings turned to the capital markets.  Meanwhile, the market was in strong form of inefficiency due to fraud and price manipulation yet had limitations of arbitrage7.  Though China strove to dampen speculative enthusiasm for share ownership at the individual level, average new domestic issuance increased nearly 2.5 fold in the stock market from 2001 to 2006.  The trend is also tied to the lack of social support and welfare systems, such as an adequate health care and social security system, for an aging population to consume more instead of speculating in the stock market.  Given insufficient regulations, market manipulation by individual investors further contributed market volatility and inefficiency.
b. Inadequacy in the risk and technology systems
Consequently, China needs a more liberal yet balanced market given its history in order to generate meaningful and quality growths.   In the current state, it still lacks the technology to produce complete data information and well-equipped and adequate market for modern day practice.  While the internal control and audit practices have improved, it had lost opportunities in small business lending for more efficient allocation of capital due to lack of a formal risk management system.  Because China is decades behind in building a national consumer credit ratings entity to measure credit risks, its recovery rate is around 10-20% compared to 35-45% among other emerging economies on average.  Given the absence of risk control tools, most consumer-related lending utilizes hard assets such as real estate as collateral, a more costly method, in generating revenues.  Though the deposit ceiling and lending floor may stabilize banks, there are fewer incentives for bank performance.  While interest rate liberalization is expected in order to spur growth, a better risk control system is especially needed since potential narrowing of loan/deposit spread will put banks at greater risks.  
2. The global vs. local factors and the design of the glocal effect
After nearly three decades of market reformation from a centralized economy in the East and the recent great recession in the West, both the East and the West are expected to converge toward the market equilibrium as shown in Figure 3.  Nonetheless, global factors for a less restrictive market that the West intended to establish in the past decades, such as institutional/intermediate capabilities, legal and regulatory enforceability, ethical standards, demand affordability, supply availability, and others, are key driving forces at the macro level for the East to meet the challenges outlined above during the reform.  On the other hand, the changing forces of these critical factors at the macro level also depend on the dynamics of the primary and secondary or the micro/local factors internally (see in Figure 1 and Figure 3).  In other words, although global and local factors had influenced each other since the age of globalization and will continue the course given the development of all facets in the business world, local factors will remain to be the key components in shaping the growths and its identity for the East in its integration in the international economy in the foreseeable future.  In sum, the glocal strategy for the East requires combined efforts in internalizing modern infrastructures and externalizing its SPEECH platform in the transformation taking into account the development of the two worlds at their respective economic junctures (see Figure 4).     
As to the conflicts encountered in the reform effort, the East needs to identify the nature of the frictions to avoid problems of mutual exclusions or collective exhaustions.  In other words, while the East continues and is able to adopt Western methods and ideals in modernization, it should be aware of the underlying factors and elements that support these beliefs and values in execution in the system and be certain that they are internally consistent.  For instance, the East should differentiate itself given the SPEECH differences to avoid financial fantasies or partial risk management with products that are beyond what current system is able to handle.  As discussed in previous sections, while the reductionist system allowed for controls of certain level of risks, the ramifications of a complex product as a result of financial innovation went beyond what humans and technology are able to manage and predict even for a more advanced system in the West.  Thus, in the process of designing financial products, basic factors and concepts, such as borrower affordability and risk and other defensive mechanisms that the current system is capable of managing in a changing and reflexive market, should be taken into consideration in generating real growth in the economy.  Since the great recession, the East may have learned that modernization can be stylish at times yet financial fashions had exceeding costs to the global economy. 
Meanwhile, a well functioned market economy needs to be accompanied by a far-reaching and extensive regulation system.   Absence of an all-embracing legal infrastructure, the East will find itself facing severe macroeconomic instability and sharply worsening bank balance sheet in the years ahead when system may need to revert back for more control by the state.  Moreover, the nation is in urgent need to adjust itself from habits of corruptions, lax business ventures, and outdated beliefs that are in conflict with constructive development.  Without these modifications, the East will face abrupt slowdowns or even stagnation in its path of economic modernization.   

VI. FINAL REMARKS
Divergence or convergence with common market equilibrium
 (
(1)
)From Figure 3, we see that market is in equilibrium when demand affordability is in line with supply availability along with other factors such as regulatory enforceability and institutional capabilities under an assumed market economy.  For the West, as illustrated on the left hemisphere, financial markets evolved much faster than other parts of the economy with innovative and complex products to the extent that 
SA > DA or DA < SA, where                                                                                                           
DA = credit demand or borrower affordability and
SA = credit supply or lender availability.
 (
(
2
)
)With loose regulations to meet excesses in credit supply through structured products and without considering the affordability of the borrowers in short- and long runs through various economic cycles, the more liberal policy of subprime lending led to a more open and freer market that eventually caused the implosion.  The series of these events did not occur by accident, they were the outcomes of a belief system profoundly rooted in the global SPEECH platform in the West with the notion of freedom and democracy in nature.  However, market had diverged from the equilibrium as the burdens of freedom exceeded what the market is able to sustain or human activities had gone beyond the boundaries of market symmetry.  With the destructions of a financial tsunami, the cost of freedom FC exceeded the cost of regulation or legal rulings LC, 
 (
(2
)
)FC > LC or LC < FC,
to the extent that the market is expected to revert back or converge to equilibrium with restoration of rules and human conducts.
According to Hoffmann, economic studies consistently show that deregulation and structural change in the banking industry give rise to bank troubles in both the developed and the emerging economies.  In the China case, there are two waves of bubbles as a result – between 1992-1996 and 2002-2005.  Similarly, the burst of the bubbles was largely led by low borrower affordability in a more liberal market with deregulation.  In other words, the market does not have the resistance required to afford the freedom under a less restrictive environment.  The cost of the freedom FC is normally shifted to the government or the taxpayers in the short run and to the social welfare system in the long run, a situation creates even more skewed wealth redistribution.
	Moving from a centralized to a more market economy in the reform in China’s case as shown on the right hemisphere of Figure 3, the state not only served as quasi-regulators due to an incomplete legal system in the country, but also had borne most of the inevitable losses or the reform costs, RC, given the absence of a modern management system required in the process.  Although the East had made striking progresses, improved systems necessary for a market economy, and had been moving to a more liberal economy, the state is expected to continue bearing the majority of the reform cost.
Similar to the West, the resistance for a more radical change in the market reform in the East was rooted in a society that values harmony and good relationships (guan-xi) vs. a more contentious oriented legal regime and a non-relational leaning and rigorous risk management system.  At the consumer and individual level, though it appears that household savings rate is high, the lack of social safety network and the lower per capita income had created concerns about the consequences of the borrowing costs for both the lender and the borrower.  Moreover, with almost the same size but less arable land and more than four times of the population in the West, the East confronts with a different type of a cost in terms of building a risk control database system in monitoring individual credit performances.  In addition, the fundamental mentality of the state presence does not create incentives necessary in the improvement of risk management. 
 (
(
3
)
)Nonetheless, as the markets evolve and to the extent that reform costs exceed legal and other management costs for a market economy, MC, 
RC > MC or MC < RC,
and with less resistance due to SPEECH factors and more influences from the West, the East will converge to more liberal market equilibrium.  
In more recent past, it appears that the East and the West have talked across each other in their respective domestic vs. foreign policies while each may have represented a different half of a complete whole at different times and circumstances.   As illustrated in Table 1, the domestic policies of the East were mirror images of the foreign policies of the West and vice versa.  In short, as the East and West may diverge from the optimal region of the market equilibrium as shown in Figure 3 due to their respective development phases and changes with internal dynamics as well as the SPEECH differences between them, in principle and given their mutual interests and benefits, both are expected to converge to a market economy with various degrees of government intervention at the macro level.
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TABLES

Table 1: Macro characteristics of contradictions, applications, strengths, and weaknesses
	Areas of Application 
	Western/Global
	Eastern/Local
	Strengths
	Weaknesses

	Freedom/Democracy/
Individualism
	Domestic policy/markets during booms
	Foreign policy/some markets
	Better incentives for creativity and innovation.
Promote meritocracy.
	Promote self-interests, excesses, and conflicts.
Require regulation as condition.

	Conformism/
Collectivism/
Universal Norm

	Foreign policy/during market crisis
	Domestic policy/some markets
	Stress on collaboration, order, stability, sustainability, the power of crowd, and seek conflict resolutions. 
	Stifle uniqueness, creativity or advancement. Suppress
Meritocracy at times



Table 2: Micro characteristics of contradictions, applications, strengths, and weaknesses
	Areas of 
Application 
	Western/Global
	Eastern/Local
	Strengths
	Weaknesses

	Systemic/
Rational
	Science/markets
	Some areas
	Control within known factors
	Biased, blindsided, over-confident
due to unknown unknowns or immeasurable factors

	Holistic/
Behavioral
	Some 
science/markets
	Most areas
	More complete and broader perspectives
	Boundaries in execution







FIGURES
Figure 1: Formation of national values and beliefs
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Figure 2: Boundaries of Reductionist System
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Source: Wikipedia
Figure 3: Chinese market at crossroads
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Note:		denotes East-West convergence and  denotes East-West Divergence depending on movements along the market equilibrium line and their respective SPEECH factors.  The colors represent the boundaries of a free-market capitalism (in purple) and state centralization (in orange) when market factor imbalances (e.g., demand affordability < supply availability) lead to either implosion or stagnation.





Figure 4: Glocalization strategy





Note:	In principle, glocalization draws resources from both global and local markets and cultures via internalization and externalization process, factors in global and local regions not only co-exist but also transform each other.


End Notes
1. It is proven experimentally that the diverse combinations of genes yield structural and physiological differences of all types of grades, including diversities in behavior, in what we call mentality (Jennings, p. 152). There are characteristic differences in mentality between diverse races, e.g., there are differences of mentality among the representatives of the different European races or nationalities (Jennings, p. 284).
2. In terms of the demographic differences, the size of population determines the structure and style of communication and subsequently the culture, habits, traditions, outlook, practicality of order, and approaches or strategies in business dealing, etc.
3. According to numerous studies, what we eat and how much we are exposed to the sun, the geographic factors, change the chemistries in our brain which in turn affect our mood and how we think and behave.
4. According to John B. Watson (1970) on the interactions between human body and environment: “Our ‘environment’ – our world of stimuli - is thus not only one of external objects, sights, sounds, and smells; it is one of internal objects as well – hunger contractions, bladder distensions, palpitating heart, rapid breathing, muscular changes and the like” (p. 74-75).  These external and other types of stimuli activate different glands in body or act like drugs upon the body that alter or have certain impact on human thoughts and behaviors.
5. Pluralism was almost mandatory in ancient Greece.  There was hardly any agreement on political constitution among monarchy, oligarchy, democracy, and even anarchy.  Greeks had engaged in constant argument from the 5th century until long after they had lost their independence to Rome about the merits and demerits of democracy, oligarchy, monarchy and about their varieties, deviations and true types in metaphysics, cosmology, and natural sciences, medicine, ethics and politics.    Alternatively, Chinese implied superiority by conceding that others grasped only partial of the Way (Lloyd, 2002).
6. Early Greek philosophers had no emperors to impress and they were mainly self-supporting relying on the wealth of their members and fee-paying students.  Dialectical debate was the essence not just of philosophical activity but also of philosophical recruitment.  There was need for the members attempting to outdo one another in public debate on the issues of the day.  The Chinese system, conversely, is the unity of the political and natural orders. In the general socio-political situation, the stress on reciprocity, interdependence, complementarities to pairs of opposites could be seen as reflecting what were perceived as the prerequisites of social order (Lloyd, 1996).
7. There were arbitrage failures due to restriction of trade in different locations.
8. As credit supply availability increased through various derivatives, credit demand was artificially created from the subprime with no actual affordability existed (see Figure 3).  Subsequently, the system was under attack when the demand and supply relation became invalid – investors started to withdraw funds when subprime defaulted.
9. In a multi-tier example, the West would treat the basic material objects such as water, fire, wood, metal, and earth as separate elements in the environment. The Chinese, alternatively, consider them as synthesis in which heaven, earth, society and human body all interact to form a single resonant universe, a more holistic view.  


Social


Political


Economic


Historial


Cultural


Educational





















Biological


Demographic


Geographic
















East























West




Global SPEECH Factors




Local SPEECH Factors
















Glocalication


Externalization  local factors


Local Market and Culture


Global Market  and Culture


Internalization global factors













June 27-28, 2011
Cambridge, UK
36
June 27-28, 2011
Cambridge, UK
image1.png
SURROUNDINGS

SYSTEM

(BOUNDARY





image2.emf
 

O p e n  


image3.jpeg




