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My Dear Grandchild,

| think that the Hang Seng Index should fall to about the 5,000 level if that which | am being told, aswell as
that which | have read of late, isthe least bit accurate. With the US economy, already, having, officially,
enjoyed itsfirst quarter of negative growth, and with every likelihood that the fourth quarter of the present
Fiscal Year, also, likely to record negative growth, famous economists, around the world, will, in years to
come, be talking about the US recession of the late 2008. Even Mrs Janet Yellen, President, Federal Reserve
Bank of San Francisco, has described the US economy as being ‘ deeply worrisome.” When | hear such
things from another housewife, especially an American housewife, then, | get really scared. If the US
economy’ s growth continues to contract and consumers in that part of the world continue to tighten budgets,
where does that leave little Hongkong? It leaves Hongkong with a big headache, that’ s what it does to these
416 sguare miles and the 7 million-odd people who live here. And so, as| have already stated, The Hang
Seng Index, which is supposed to be the thermometer of The Stock Exchange of Hongkong Ltd, should fall
close to the 5,000 level. Exports, especially to the USand Europe, are the lifeblood of both Hongkong and
China. If exports continue to contract, as seems inevitable, so does the spending power of every housewife in
this part of the world. The Government of China may try to create more domestic consumption in order to
counter the present problems — as well as those, bound to come — but it is highly unlikely that increased
domestic consumption can be sufficient, at least at this stage of the game, to counter the losses from
faltering export growth with regard to the country’ s biggest trading partners. In short, we are in for it.
Stand by: Theworst is yet to come! Therefore, it follows that down will come The Hang Seng Index.

And where does that |leave Hongkong companies? It leaves themin a cleft stick. And where does that leave
the housewives of Hongkong? It leaves them in a position of not being able to save any of their
housekeeping money to buy new clothes and necessities, such as having a facial once a week. | have read, of
late, that Hongkong banks are not opening up their umbrellas when the rain comes down — I am speaking,
euphemistically, now — because they have thrown away their umbrellas. Banks are not willing to renew
loans to even strong companies for fear that horrors are being hidden from bank examiners. Look, for
instance, at what happened at CITIC Pacific Ltd () and the statements of its Chairman, Mr Larry Yung Chi
Kin (). According to Chairman Larry Yung Chi Kin, he did not know, at least, not fully, of the unauthorised
foreign-exchange transactions in Australia, unauthorised foreign-exchange transactions which caused the
company, that he is supposed to be controlling, to experience about $HK15.50 hillion in foreign-exchange,
trandation losses. The CITIC Group (beneficially controlled by the Government of China) has stated that it
would inject about $USL.50 billion into CITIC Pacific Ltd in order to bolster its balance sheet. However, |
can imagine what banks in Hongkong feel about the CITIC Pacific Ltd situation. For what reason, one may
guery, was not a profit warning issued earlier before, as the saying goes, the faeces hit the fan. The answer,
of course, isface: The face of Chairman Larry Yung Chi Kin. If something like this could happen at this
huge conglomerate, banks in Hongkong must be thinking that it could happen to any company or anybody.
Fair or unfair, banks tighten credit to everybody and cause even further problems for the economy of this
little pimple on the bottom of China. By the banks' concerted actions, of course, the financial situation in the
territory isworsened; and, the fact that interest rates are not being kept in line with the fallsin interest rates



in the US, exacerbates the situation even further. So, again | repeat, The Hang Seng Index islikely to fall
closer to the 5,000 level.

Isthereisa solution to this problem? Yes! The Hongkong Government must come to the aid of qualified
businesses and individualsif the banks are unwilling to act as responsibly, asistheir sworn mandate.
Instead of donating $HK?2 billion to build (or rebuild) a panda park and access roads to the park at
Schuan, the People's Republic of China, the Hongkong Government could establish an entity, the mandate
of which would be to sift through applicants, requiring short-term loans for one reason or another, and
make the money available to these qualified entities/individuals. The interest rate would be competitive with
existing lending rates so that, at the end of the day, this entity would make a profit which, in turn, could help
to offset any future budgetary deficit —which I, fully, expect. By such an action, not only would it be a boon
to Hongkong businesses and individuals, but it would act as a sort of buffer to any sudden fallsin the
Hongkong economy. Thisidea is not a new one, but it is one that has been tried and has proved to be a
successful interim measure in times such as these. Of course, | realise that thisidea is not in keeping with
the concept of a free-market economy, but, out of necessity, it seemsto be the only immediate and viable
solution. As soon asretail banks see that they have strong competition from a Hongkong, financial entity,
they, out of necessity, must rise to the occasion and, then, in due course, things will right themselves, once
again. That does not mean that the Hongkong Government’ s new entity needs to be disbanded. Not at all. It
would be there like a chicken bone in the throats of Hongkong banks, just in case they think that they can
‘blackmail’ Hongkong businesses and individuals, in the future.

| know that | am thinking from the point of view of a housewife, but don’t forget that | have the backing of
my froglike husband, Bo-Bo. And even though heis a little soft and flaccid, these days, heis still able to
function, albeit with a little prodding from me as well as a little deft massage on occasions.

Talk to you next week.

Chief Lady
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