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Abstract

This thesis, which examines the credit status in China’s
stock market, makes an analysis of the factors leading to the
deficiency in credit, which is approached in relation to credit, fic-
titious capital, and stock market, and then proposes some strate-
gies with regard to the reconstruction of China’s stock market in
credit order.

The word credit, by modern sense, goes beyond the denota-
tion of loaning and borrowing. Instead, it incorporates various
meanings and can be regarded as a combination of economics,
culture, morality and law. The question of credit, in essence, is
of economy. Stock, as a type of fictitious capital, is created by
credit which characterizes the fictitious capital. As the operation
of stock market is ensured by credit, credit plays an all the more
important role. Listed companies, in contrast with other market
bodies, have better access to information and the advantages of
being a trustee. The credit of stock market, therefore, is largely
determined by that of listed companies.

As China’s stock market were ushered in primarily by the
government and suffered deficiency in credit, the market, in lar-
ger measure, rely heavily on the government’ s institutional
arrangements. The reliance basically finds expression in execu-
tive mechanism takes place of market mechanism, and state cred-

it in place of market credit. The deficiency in credit in China’s
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stock market, being the No. 1 problem confronting China’ s
stock market, is attributable to the flaws existing both in
China’s formal and informal constraints. The reconstruction of
China’s stock market in credit order, undoubtedly, deserves top

priority.
Contents of the thesis:

The whole thesis, not including introduction, consists of
seven sections.

Introduction: The purpose and meaning of the thesis . The
basic line of thoughts as well as the methodology.

Section One: Definition of credit , its history, mechanism,
and the credit theories as advocated by Karl Marx and the other
Western schools of thoughts. On this basis, the author advances
interpretation of credit which goes: credit is an economically con-
tractual activity which is based on trust and has time interval.
Whereas the psychological trust is the core of credit, property
rights is the foundation; while law is the guarantee of credit,
honesty is the moral pillar. The author also maintains that the
connotation of credit is open to extention.

Section Two: An examination of the fictitious capital theo-
ries as held by Karl Marx. According to Marx, fictitious capital
emerged on the basis of credit, and is characterized by it.

Stock is the fictitious form of the combined capital which is
created by credit; it represents a higher level of credit.

Section Three: The idea that credit is the basis of stock
market is presented. The stock traded on the stock market is a

fictitious capital which, in contrast with the normal markets such
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as product, or factor markets, has its own characteristics. The
problems of uncertainty, imperfect information, and moral haz-
ards are all the more serious in stock market. The operation of
stock market is guaranteed entirely by credit. The collapse of
credit systems would lead to the downfall of market .

Section Four: The argument is presented that the credit of
listed companies is the core of stock markets. Also factors lead-
ing to the credit of listed companies are treated. The credit of lis-
ted companies bears direct relevance to the investors’ confi-
dence, and hence the prosperity of market. It is the author’s be-
lief that the independent property rights is the basis of the credit
of listed companies; a sound governance structure provides an in-
stitutional guarantee, and an effective external supervision is the
fire wall, as it were.

Section Five: Positive analysis is made of the credit of Chi-
na’ s stock market. By citing examples in large number, the
deficiency in credit on the part of the listed companies has proved
to be a common problem. What’ s more, some intermediate
agencies have degenerated into accessories of fraud in listed com-
panies, reducing stock market to have developed a so-called Defi-
ciency in Credit Syndrome.

Section Six: From the perspectives of formal and informal
institutions, effort is made to analyze the cause of deficiency in
credit. The unclear demarcation of property rights in the stock
market, along with the overwhelming dominance of state-owned
shares makes property rights fail to constrain and stimulate the
performance of credit. In addition, the unsound judicial system,

notably enforcement system, all these combined to have reduced
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the cost of discreditable activities. Finally, the author presents
the view that the deficiency in culture is the deep-rooted cause.
Section Seven: The ordering of China’s stock market should
be approached from the perfection of formal institution and credit
culture. And the effective operation of formal institution relies
upon the formal institution. The creation of credit culture which

fits the modern market economy serves as an effective approach.
The innovation in this thesis:

1. Choice of the topic

This essay attempts to research systematically the problem
of credit in China’s stock market in terms of property rights,
law, moral culture.

2. As far as the research perspective is concerned

This thesis analyzes, in relation to credit, fictitious capital,
stock market, the facts that credit creates fictitious capital,
stock is the fictitious form of unified capital created by credit,
and that credit is the foundation of stock trading.

3. As far as the research methodology is concerned

Analysis is made both statically and dynamically the making
of credit. The long- standing game between individuals forms
credit and cooperation. The credit and cooperation is created by
social colony and is the result of evolution.

4. In terms of point view

The author presents the following views:

(1) The understanding of the word credit goes beyond the
denotation of loaning and borrowing. The author proposes that

credit is an economically contractual activity which is based on

s, R,
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trust and has time interval. While trust is the basic ingredient of
credit, honesty serves as its pre-condition.

(2) Credit is a combination of economics, culture, morality
and law. Whereas the psychological trust is the core of credit,
property rights is the foundation, law is the guarantee of credit,
honesty is the moral pillar.

(3) The deficiency in credit in China’s stock market is at-
tributable to the flaws existing both in China’s formal and infor-
mal constraints. And the deficiency in culture is the deep-rooted
cause. The key to enhancing the construction of credit culture

lies in the effort to regularize the government’s behaviors.
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