Noon, December 3, 2007(Monday) 
URGENT

To:
The Honorable Hu Jintao, Chairman of the People’s Republic of China
The Honorable Wen Jiabao, Premier of the People’s Republic of China
The Honorable Shang Fulin, Chairman of the China Securities Regulatory Commission
China not only should but also can prevent the current US subprime crisis from becoming a global financial crisis

In a speech for the International Forum on Futures and Investment held in Shanghai (September 11, 2005), I pointed out that according to my “Financial Tree” theory, the United States is seriously unbalanced. The “trunk” of the tree would have broken long ago, if not for its elasticity and flexibility. If conditions there cannot be improved, the whole tree may collapse before long, particularly if there are sudden and fundamental ecological changes. And if the United States collapses, the whole world will suffer. As to predictions by some local and foreign economists several years ago that financial crises in China are inevitable, I have pointed out on different occasions that China is not yet susceptible to systematic financial crises.
Recently, stock markets all over the world have fallen, infected by US subprime crisis. CCTV reported that November was the biggest percentage decline in the Chinese stock market in 13 years. The subprime crisis was just the trigger of the current systematic financial crisis. The US financial sector suffered the most, with many institutions facing the risk of bankruptcy. Merrill Lynch & Co. incurred its largest quarterly loss since its founding 93 years ago. The CEO’s of Citigroup, Merrill Lynch & Co. and E-trade resigned from their posts over the crisis. Various signs indicate that the ripple effect of the crisis is spreading deep and far, despite many different measures taken by the US government and the European Central Bank to contain the ramification. The speed of the US economy has obviously slowed down. If the stock market, the main indicator of economic development, cannot stop falling and begin stabilizing, it is very likely that the US economy will slide into regression or stagnation. If US economy ends up in recession, it will certainly affect the global economy.

It may bring some hope to financial world if the vigorously-growing Chinese economy can support the falling “tree” of the US at the critical moment that the grand “FinancialTree” of the US is confronting the test of financial storms (i.e. economic slowdown, weakening of dollar, rising oil price, rising inflation and continued systematic financial losses). Financial markets reflect information, psychology, confidence and expectation. Once investors’ expectation and confidence increase, financial markets will change for the better, which will in turn improve the economy. Such a hope may help the US emerge from the shadow of regression. Stabilizing American financial markets and economy will benefit not only Chinese, but also global financial markets and economic development. 

The Chinese economy complements that of the US in many respects, because their structure and stage of development are quite different. China’s economic base is becoming much bigger and stronger, while its degree of financialization is far lower than that of the developed countries (which makes it “unqualified” to have a systematic financial crisis). Therefore, there is no need for the Chinese stock market to follow that of the US, especially when the stock markets of the whole world are continuously falling.
If China--the largest economy in the world in real terms, backed by rock-solid economic foundation and growth--cannot buck the trend and reverse the course of its own stock market, it will send a terrible message to global financial community, and will dramatically increase the likelihood that the current-shivering global financial markets will tumble. 
As a responsible and capable country, China should take certain actions at this critical moment when the world economy faces great difficulties and uncertainties. These steps will relieve pressure and pessimism in the global financial markets, and also smooth relations with the US and Europe over the trade imbalance and RMB exchange rate.
The 1997 Asian Financial Crisis actually hit US financial market the hardest. On October 27 (Monday), a sudden crash of the Hong Kong stock market, combined with several months of continuous fall of the stock markets in Southeast Asia, brought an unprecedented drop in the Dow Jones Industrial Average (INDEX). Though trading was halted twice during the session, the index dropped an unprecedented 554 points at close. But the next day, the stock market saw the most powerful rally in its history, recovering 337 points. By the end of the week, the stock market was so calm that it seemed as though nothing had happened. The President’s Working Group on Financial Markets (nicknamed “Crash Team”) reacted quickly and vigorously to turn the tide. If the US had not withstood the attack, this would have had a “domino” effect on other countries, resulting in an unthinkable global financial crisis. 
In December 1994, the Mexican peso lost one-third of its value in just four days, and the Mexican stock market started crashing. All the “hot money” and a major portion of foreign investment that could be taken away fleeted out of Mexico. Within a few weeks, government’s state treasure almost dried up and could only sustain for a couple of weeks. After the crisis, the US President and Congress worked together and quickly came out with a plan to support the peso. The US government and financial institutions injected several tens of billions of dollars to save the sickening Mexican economy. Otherwise，another round of systematic financial crisis would have broken out.
It now falls to China to prevent the current subprime-led crisis from escalating into a global systematic financial crisis.

Like natural storms, almost all financial storms can be detected and avoided before they happen. Unfortunately, time and again financial crises ravage corporations, nations and the global economy. The cause of that is the fact that professionals have no idea about the ecological and systematic nature of finance. These two most decisive and core aspects of the financial system have never been in the financial education or knowledge, which is outdated, sporadic and out of touch with reality.
A track record of successful predictions
During the 1980’s I successfully passed almost all the US financial qualification exams, and obtained the licenses and professional certification required by all US securities exchanges. I have continued to work in the financial industry up to present. 
In the summer of 1993, after a 3-months' inspection tour on commodity and futures markets which wildly sprang up like mushrooms across the nation, defying the trend of the times, I made a great number of recommendations regarding macro-financial adjustments and securities regulation to Zhu, Rongji, then Vice Premier, Acting Governor of Bank of China, and Chairman of China Securities Regulatory Commission. Based upon my recommendations, the number of futures / commodities exchanges was reduced through closures and mergers from about 60 to 4, and all speculative international trading in commodities and financial futures was suspended during 1994-1995. (It is still prohibited.) These steps helped China curtail rampant inflation, cut losses by billions of dollars, and make 1.3 billion people more financially secure. This would have been a perfect conclusion, except for the fact that the government didn’t close down futures trading on state bonds early enough. As a result, the market completely collapsed, causing gigantic damage and losses. 
In the latter part of 1996, the stock market caught my attention as it rocketed to unprecedented heights. I tried several times to locate from abroad Mr. Zhou Daojian, then Chairman of China Securities Regulatory Commission (CSRC); and Mr. Li Jiange, then Vice Chairman of CSRC, to warn them to take measures as early as possible, adding that otherwise the outcome could very grave. I also wrote and faxed them the article The Current Urgent Task in Developing The Stock Market: Controlling Excessive Speculative Trading and Encouraging Rational Investing. By mid-December the market went wild, and the government took serious action. The market crashed, and investors nationwide lost a huge percentage of their investment. If measures had been taken early enough, losses would have been greatly reduced, or even avoided. 
In Spring of 1997, when Taiwan Stock Exchange Capitalization Weighted Stock Index (TSEC weighted index) dropped sharply (below 4,000) due to increased tension across the Taiwan Strait, I instructed my friend Simon Tang in Hong Kong to invest in the stock market through Jardin Fleming Taiwan Fund. When I realized that the Asian financial crisis was coming, I told him to get out the market completely as soon as the index went over 8,000. We reaped 200 % profit in six months. Soon after that, the index plunged below 4,000 again as the result of the crisis. 
In April 1998, I returned to China to teach at the invitation of the People’s University in Beijing. There I accidentally heard about the “XinGuoDa Futures Brokerage Company,” which I recognized immediately as a scam. I phoned the CSRC immediately to recommend them to investigate. Half a year later, I was invited to the office of one of the vice-chairmen of the CSRC (I think it was Mr. Chen Yaoxian). When I arrived, the CSRC building was surrounded by victims of the scam. I had to enter and leave from a garage in the basement. It turned out to be the largest securities fraud in China. If proper actions had been taken in the beginning, when I informed them of the scam, this gigantic loss would not have occurred.
In 1999, I forwarded my suggestion to Premier Zhu Rongji that the State Council Team on Financial Risks be formed. 
During the internet bubble of 1999-2000, I predicted—against all odds—that many dot.coms were doomed, and that the NASDAQ would tumble soon. Before long the prediction turned into chilling reality. Because of the accurate prediction, the Hong Kong-based Phoenix Global Chinese Satellite TV invited me to deliver an hour-long lecture on the subject of “How the Internet Industry Will Evolve.” China’s Central TV (CCTV) invited me to participate in one-hour dialogue with Jerry Yang (founder and CEO of Yahoo) and Wang Zhidong (founder of Sina), whose respective companies are the largest internet portals in China. Yahoo’s stock plummeted from about $250 per share in April 2000, to just a few dollars in August 2001. In other words, almost all of Yahoo’s market value evaporated during this short period. Had Yahoo taken my advice, it could have been saved, and become many times larger than what it is now.
In the years before the 9-11, I had warned many of my American friends that New York’s World Trade Center would be the best target for extremists intent on attacking the United States. I was absolutely shocked by the unpreparedness of the American government and military. 
Today, while China’s financial industry is much more developed than before, the risk is much bigger as well. Without a safe financial system, a country has no economic security—which is to say, no security at all.
In my more than twenty years of experience, I have always adhered to my promise that I will be responsible for the objectivity, far-sightedness, correctness and accuracy of all my viewpoints and judgments for the rest of my life.
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