Date: Feb 3, 2014
Subject: Some secrets of “feeling the stones to cross the river” technique of China

The economic discussions at:

· http://www.overunityresearch.com/index.php?topic=2100.0 and
· http://www.topix.com/forum/world/china/T6DFO4511LPQ2PQV4 

or the essence of the “feeling the stones to cross the river” can be boiled down to the following:

1. Modern Wealth is the quality and quantity of Meaningful Economic Activities.

2. A Country must increase its money supply or currency for its citizens to become wealthy.  The rate of increase must be in step with the rate of increase in Meaningful Economic Activities.

3. The increase in money supply can be via printing of additional money or via Banks lending out more than deposits.

4. Country X can give some of its currency to Country Y so that Country Y can increase the Meaningful Economic Activates at Country X and vice versa.
5. Meaningful Economic Activities may vary with time and development.  They normally include food, clothing, housing, transportation, entertainment, education etc.

6. Nowadays, Meaningful Economic Activities may include access to Internet; building infrastructures; owning a mobile phone etc.
In the case of Hong Kong, much of the increase in money supply is from outside and from the allowed loaning from the banking system. (For example, a Bank receiving $1,000 deposit is allowed to loan out much more than $1,000.)  The Hong Kong and Shanghai Bank (HSBC) became one of the largest banks in the World via such practice.  The money from outside include trade surpluses, investments or “rich man shelter” money.
The Central Government of China increases the money supply and loans to its various provinces and to the many State Enterprises.  Thus some of the State Enterprises can compete successfully with the giant Multinational Companies of the West.  Some unsuccessful loans are effectively “forgiven”.  Thus China will not be short of Capital.

China runs huge trade surpluses with the West and accumulates large number of US Dollars.  Many US Companies invest or set up factories in China to take advantage of the lower labor costs.  The investment money in US Dollars goes to the Government via currency controls.  The Chinese Government buys US Government Bonds to the amount of over 3 trillion US Dollars as of 2013.

China initiated large currency swaps with different countries after the 2008 World Credit crisis due to the burst of the US property bubble.  Many economists thought that the currency swaps were solely used to reduce the currency fluctuation risks.  In reality, it is also a powerful economic weapon to ensure two-way trade and/or investment.
Previously, a Developing Country X needs to borrow from the International Monetary Fund (IMF) or World Bank if it wants to do an infrastructure project.  Now Country X can have a large Mutual Credit or Currency Swap Deal with China.  It immediately has the Chinese currency (RMB) to get Chinese Companies to do the project.  No debt is incurred.  It has already given China the equivalent amount of its currency.  China can use the Country X currency to buy raw materials, minerals, pay Country X workers or buy land.

Many Developing Countries look at the fast growth model of China and see if anything can be learned.  What is the secret of “feeling the stones to cross the river”?
When Deng advocated the “Open to and Learn from the West” Policy and allowed “some people to get rich first”, he released the innovative energy of the Chinese Citizens.  China first looked to Hong Kong and Singapore for the secret.  One focus was on Exports and use China’s cheap labor.  Western Companies were encouraged to set up joint ventures and profit from the huge consumer market.  In return, China learned the production technology and became the “factory of the World”.
China also learned that a big Country must increase its own money supply for its Citizens to become wealthy.  Small places such as Hong Kong and Singapore can rely much more on trade surpluses.  The creation of wealth by Banks in the property sector was eagerly copied.

With the World Credit Crisis in 2008 caused by the US Property Bubble, China knew it had to be a much more important economic engine to pull the World.  It found Mutual Credits or Win-win Government Currency Swaps.  Trade between two Nations no long depended on the US Dollar and the fluctuating exchange rates.  China and Country X can swap a large amount of their currencies at the exchange rate of signing the agreement.  This new economic weapon will undermine IMF and World Bank.  Why should Country X borrow from IMF or World Bank to do an infrastructure project and have a large debt to repay?  In a win-win Government Currency Swap with China, there is no debt to repay.  China already received the currency of Country X in the deal!
The new economic weapon will enable China to get much of the needed minerals and other resources.  Increased two-way trade is virtually guaranteed.  Meaningful Economic Activities will be better defined with model farms, model villages, model towns, etc.  The remote monitoring and reporting systems will enable much more efficient operations.  GDP growth at approximately 8% can be planned with confidence.
Hong Kong will benefit from the continued rapid growth of China.  The large number of high spending tourists will provide very visible Meaningful Economic Activities; the Currency Swap will put money directly into the hands of the Hong Kong Government; the role of “Rich Man Shelter” will continue; Hong Kong will prosper more as one of the top financial centers of the World.

One World, One Dream…..

