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What happens when there is rule of law instead of rule by law? The true entrepreneurs will have 
matured, grown, and successful. Their hands will no longer be tied, and they can do as they wish. 
What is rule of law so important and how important is it? It is important because rule of law not 
only influences all business developments in the future, especially those in the private sector, but 
also shapes the direction of future developments of the Chinese civilization and the Chinese 
psyche. It so happens that the term “rule of law” is also intricately connected with the key word 
“market economy.”  In the past we did not understand rule of the law. Why? It was because our 
traditional civilization was one of agriculture, an economy of individual farmers, not a market 
economy. The individual farming economy differs from a market economy in these two ways: 
(1) market economy requires clear property ownership, … and (2) it is an open trade for the 
public. In traditional China from the dynasties of Xia, Shang and Zhou onward all the way to the 
present, there has never been clear property rights as far as I know.    
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Why should there be clear property rights? There needs to be private ownership of property, and 
there must be a resolute move to privatization. What do I mean by that? Properties must belong 
to the individual, something that has never been the case in our traditions. What system can we 
find in our traditions? The property ownership system in traditional China was the familial or 
communal ownership, which was neither private ownership nor public ownership. This pot of 
land belonged to the family. When the family grew, the communal property was divided up into 
families, but never to the individual. It was family property. … Since we are all family, there was 
no need for laws, other than familial rites and etiquettes such as “rule by virtue”, “loyalty and 
filial piety”, “country as extension of the family”, etc. Laws had no use. When the minister 
talked to the emperor, he would go like “Your majesty, I deserve to die.” And then the emperor 
would go like “I spare your life”. There was no place for a legal hearing. This is so because ours 
is an agricultural economy of petty farmers. Right now, society is inundated by a flood of 
problems like “moral degradation”, “moral degeneration,” all stemming from the change in the 
mode of production and economic transformation.  
 
What is going to happen with a market economy is, as I just said, clear property right for the 
private individual. When the individual becomes an independent entity, he acquires two distinct 
characteristics: human dignity of an independent person, and free will. What do we mean by 
independent dignity? It means that I am no longer affiliated and subordinated to anyone, and my 
personal dignity cannot be violated. This inviolability of my personal dignity is predicated on the 
inviolability of the right of private property ownership. … This explains the truism in the West 
that rain and wind can come into my humble abode but not kings. Likewise, there is also a 
humble abode in the inner recesses of us all called “human dignity”, which rain and wind can 
enter but not kings. The prerequisite of this personal dignity is protecting the private individual's 
right to property ownership. This is because only when the private individual owns property can 
he have dignity as an independent person.  
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What makes the Orient different (from the Occident/West) where there is rule of law; people are 
equal by law. After Westerners drew up social contracts, they realized there was a problem: 
could every issue be settled by law? For example, the law cannot settle scientific issues. When it 
comes to problems in the natural sciences, who was to say what was right or wrong? Academics 
cannot settle their disputes in court. Therefore, there was the third contract to be drawn, between 
Man and Nature. We all agree that one plus one equals two, and that the shortest distance 
between two points on a flat surface is a straight line. Such are agreements that everybody 
recognizes, referred to as axioms if they do not need to be verified. Those based on axioms are 
theorems; using them to reason is called hypotheses. Once a hypothesis is proven true, it is called 
truth. Once a truth is accepted openly and officially by everyone, everyone is equal when signed 
on to a social contract based on this accepted truth. This is called equality guaranteed by and 
based on (1) social contract, (2) law, and (3) truth. But there is still one more problem, and that is 
the problem of morality that is not up to science or law. So, there is a fourth contract (4) in the 
West between Man and God.   
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The rule of law and a free market, when intertwined and gyrating together, will fundamentally 
change the national character of the Chinese. This is because, when that happens, human 
relationships would no longer be built on blood ties but gradually change into social contracts. 
This is a watershed between tradition and modernity. … Rule of law is predicated on a free 
market economy. To have a thriving market economy is the only way to change the course of 
China’s future, to revitalize the nation and make China one in the family of great nations. Market 
economy is China’s salvation.   
 


