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FORWORD

In the history of mankind the warning predictions given by
religions were most numerous. From {The Old Testament) to
{The New Testament), from {Koran) to Buddhist Scriptures, all
sent out the warnings about “world doomsday” in an absolutely
terrified way. However the “world doomsday” has postponed a-
gain and again, and until now it has never happened on our plan-
et. But the devout clergies and the disciples still insist on their
beliefs. In fact the real meaning of these warnings is to encour-
age people to do good deeds rather than to predict whether the
“doomsday” will happen. In the history of the development of
science, the predictions and warnings given by scientists are not
always the same as the actual results, and sometimes even con-
tradict completely. There have been three great techniologial
breaks through of this century; nuclear energy, laser and semi-
conductor, which were out of the predictions of scientists. In
The 1970’s, “Rome Club” presented “The World Model” and
warned the whole world of the “growing limit”. Today their pes-
simistic argument has not been realized, those scientists who
made the predictions were even ridiculed by the society. Howe-
ver, it were these predictions that pushed the people to develop
science and technology more rapidly, at the same time they re-
minded people to be aware of the negative effects of the develop-

ment of science and technology. On the other hand, they pushed
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people to take the corresponding measures on the policy to deve-
lop the technology into a higher level, and hence avoided the oc-
currence of the tragedy. In the history of economic development,
the analysis of economic tendency, the predictions about econo-
mic prospect, especially about economic decline, crisis and re-
covery by the economists often differed from the actual results.
The economists were thus censured by the society, even were
reprimanded and scorned by the policymakers. But actually just
because the economists analyzed and pointed out beforehand the
unfavorable economic prospects and reasons, the governments
were able to take effective measures, hence the unfortunate situ-
ations were avoided and the economists’ warnings did not hap-
pened. It just shows that the economists are not incapable but
brilliant! If in the real economic life the warning about finance
crisis and the national security as we present in this book had un-
fortunately happened, it would have meant that we did not suc-
ceed, but failed. After all, the sense of responsibility toward our
country and people is one of the least moral criteria of e-
conomists.

The finance crisis in Asia now has lasted more than one year
now, and has no evidence to be ended, instead, there is a ten-
dency that the crisis may broaden and intensify further. Their
impacts are not only triggering the finance crisis in Russia and
the finance turbulence in Latin America, but also inthe U.S. —
the world strongest economical body could not avoid it. The
Dow Jones index dropped 512 points on Aug. 31, 1998. It made
the earnings of stocks of the year almost lost completely. This
crisis was one of the most serious crises in this century. Its hap-
pening is the comprehensive response of the economic contradic-
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tions on a deep level in the world nowadays. This crisis hap-
pened at the end of the century, which has the important mea-

ning of inheriting the past and ushering in the future. It is the
conclusion of the international finance systems, relations and
markets of the 20th century. On the other hand, it presents the
problem that will be the most important task of international fi-
nance in the 21st century. Recalling the past and comparing it
with the present, in the 1930’s the most serious finance crisis in
the world led to the unheard calamity: the 2nd world war. The
postwar reconstruction made the economy develop rapidly. How-

&

ever after the end of the “golden epoch” of Keynesism, sluggish
inflation became the worst headache in the economic development
of western countries. After a few decades of arduous efforts, in
the 1990’s, the U. S. seems really to have entered into a good cy-
cle with low currency inflation, low rate of unemployment., and
higher rate of growth . The U. S. economy mythologically and
sustainedly increased for 8 years in a “neither warm nor cold”
way. The rate of unemployment was the lowest one in the last
24 years; the rate of currency inflation was also the lowest in the
last 30 years. It was only in Feb. 1995, that the Dow Jones index
reached the height of 4000 points which took 99 years. But in the
middle of 1998 it rapidly increased to as high as 9000 points,
which means the finance property created by stock market in the
last 3 years exceeded the accumulation of 30 years in the past.
However in August and September of this year the Dow Jones in-
dex dropped below 8000 points of main ridge. The market value
of economic property by 2320 billions US $. Mankind has not yet
the power of overcoming currency inflation. And yet we are fac-

ing the phenomenon of currency tightening characterized by
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shrinking of price, income, demand and produce, which we have
never experienced since the big depression of 1929 ~1933. To
summarize, we can say that just because the Asian finance crisis
has such an important meaning, the works on this aspect written
by specialists domestic and foreign are so numerous. From a to-
tally new point of view, this book has introduced the researches
of finance crisis related to the special fields of national security.
In order to explain the situation clearly, we have explored theo-
retically and studied the countermeasures in a rather systematical
and deep way. The book {Finance Crisis and National Security)
also is an emphasized research task of 1997~1998 in The Insti-
tute of International Economy, University of Science and Tech-
nology of China.

The book consists of 5 chapters. Chap. 1: Introduction. It
expounds the research object of the book in totality—the relation
between finance crisis and national security—and determines the
logical main line and thought of guidance. Chap. 2, according to
the principle of consistency of the historical logic and the logic of
theory it looks back and analyzed the history of the main finance
crises since the 19th century, and its influences over the national
economic securities, Chap. 3, it centers on the consquence and
reason of the finance crisis in Asia. It draew some profitable en-
lightenment from them. In appendix of chap. 3, we edited and
collected the examples of nations, in which the finance crisis has
happened. We provided it as references to the researchers for
further deep researching. Chap. 4, based on both on positive and
negative experiences, the real and hidden influences of the fi-
nance crisis in Asia on China have been analyzed. Chap. 5, it
emphasizes on the discussion of the countermeasures against the
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finance crisis and the initiatives for national security. At the end
of this book, according to the analysis of the former 4 chapters,
The urgency and necessity of national security in a finance crisis
have been analyzed in positive way. The problems arising, both
at home and abroad, from the finance crisis are analyzed. The
theory of“the universal gravity effect”which penetrates the whole
book has been summarized and elevated, further more, the pre-
liminary formulae of the theory are given. At the end, the pre-
warning system and the psychological defense line of anti-finance
crisis have been discussed. Prof. Jian Sun, wrote chap. 1 and
chap. 5; Prof. Zu-Qi Ruan, wrote chap. 2 and chap. 4; and in
chap. 3 and its appendix, the materials were provided by associ-
ate researcher Ming Yang, and the contexts were edited by Prof.
J. Sun, and Prof. Z.-Q. Ruan.

Unlike precise natural sciences such as mathematics and
physics, economics has a non-deterministic nature. Although it
applied a lot of mathematical models, it can not solve even the
simplest economic problem, even using the most complicated
mathematical model, let alone the more complicated economic
phenomenon. The finance crisis hardly is described by any math-
ematical model. Yet another difference between economics and
the so-called precise natural sciences is that the former does not
satisfy the reversal symmetry, it is irreversible in time. Follow-
ing the development of economy, the economic theories have
changed, the economic models have changed and the economic
indicators as well. At different times, even the same indicator
may not be directly comparable. In this sense, the economics is
rather like geology. The middle—aged and elder people all re-
member the 1976’s earthquake in the Tangshan, China. But
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nowadays the Tangshan people have built many rows of high
raised buildings on the ruins of the earthquake. Perhaps the
Tangshan people will never believe that earthquakes will happen
again in their lifetime. Geologists may have different point of
view , they know deeply that an earthquake will happen at Tang-
shan again, but they do not know exactly in a minute, or 1000
years later, or 10000 years later? The only thing they can do is
to draw the curves of underground fault and warn of possible
earthquake. The economists all know the economic periodical
laws, “after a long rise, there must be a fall, and after a long
fall, there must be a rise again”. But no one can forecast precise-
ly the periodic length and the size of the amplitude. The difficul-
ty of this problem is no less than the “Globate conjecture”.
When the economy of a country grows with high speed and has
reached its peak, the country in fact is sitting on the crater of the
finance crisis. Just like the people erecting buildings on the seis-
mic belt, those of the country which economy has developed
rapidly often like to sit on the crater of finance crisis, and turn a
deaf ear to the warning given by economists. To some extent,
people are easily become the captures of preconceived ideas.
Since the 1990’s, the Japan’s economy has been continuously in
downcast for 8 years, but the Japanese are still attracted toward
the former pattern. South Koreans can not accept, at any rate,
the fact that the “Korean miracle” has become “Korean foams”,
Fortunately, as one generation of great scientific consummate
craftsmen followed another and changed science and technology,
the new generations of the masters of economics changed the eco-
nomics of the world through criticism and innovations. But “the
entrance to science is like the entrance to hell”. Here we must in-
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sist on the strict manner fo doing scholarly research and on the
spirit of innovations. If the readers follow this principle and read

this book objectively, and discuss and even criticize it , it will be
beneficial to them.
Prof. Sun Jian,
Director of IIE, USTC
Sept. 1998, Beijing
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