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A Content Abstract 1

Content Abstract

The article has adopted a comprehensive application of multiple theories,
including Modern Capital Market Theory, Financial Economics, New Institution-
al Economics and Sustainable Development Theory, to study the efficiency of
capital market. From the standpoint of the nature of capital market, the article
attempts to construct a dual — view model, namely systemic view and resource —
oriented view, to study on the efficiency of capital market and applies the model
on several cases from China.

The core content mainly comprises the following 3 sections:

1. Theoretical analysis of the efficiency of capital market .

The first section carries through from Chapter 2 to Chapter 7, among
which, Chapter 2 first reviews the existing research on efficiency of capital mar-
ket; Chapter 3 and Chapter 4 respectively analyze the efficiency of capital mar-
ket based on two separate and independent point — of — views, namely systemic
view and resource — oriented view, whereas Chapter 5 integrates such two stand-
points and constructs a dual — view analytical model; finally Chapter 6 and
Chapter 7 apply the constructed model to study on the efficiency of capital mar-
ket, specifically, Information Efficiency and Allocation Efficiency.

The study on the efficiency of capital market falls into the scope of basic re-
search of finance, where vast amount of literatures can be reached. According-
ly, Chapter 2 performs a comprehensive review on existing literature pertinent to
a board range of research purposes, primarily including the research on correla-
tionship between capital market and economy.

On the basis of existing research on efficiency of capital market, Chapter 3
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and Chapter 4 respectively illuminates two independent angels to view the effi-
ciency of capital market ;'md jointly form a fundamental guiding principle for the
following analysises. In Chapter 3, the author addresses the importance of SFE
analytical framework ( named as three elements of capital market; structure,
function and efficiency) and examines the composition of the framework in four
hierarchies, respectively Systemic View, Systemic Methodology, Principle of
Systemic Science and Principle and Methodology of Complexity Systemic Sci-
ence. Further, the author clarifies the logical relationship among the three ele-
ments of SFE framework and therefore raises the principles and methodology to
study the efficiency of capital market. In Chapter 4, the author reviews the Fi-
nancial Resource Theory and certain resource idiosyncrasies of capital market,
including contractuality, factiousness, vulnerability as well as ecotype of capital
market, and analyzes the function of the capital market. Based on the Financial
Resource Theory, the author develops a resource — oriented view to study the ef-
ficiency of capital market. Consequently in Chapter 5, the author constructs an
analytical model of dual - view , systemic view and resource — oriented view,
and applies the model to derive 3 theories, Adaptation Theory, Suboptimum
Theory and Consistency Theory. Based on the derived theories, the author stud-
ies on the local equilibrium and dynamic non — equilibrium of the capital mar-
ket, analyzes the efficiency of the capital market and monetary policy, and
brings forward the solution to improve the efficiency of capital market. In Chap-
ter 6 and Chapter 7, the author applies the constructed dual — view model to an-
alyze the Information Efficiency an Allocation Efficiency of capital market re-
spectively. Core content of Chapter 6 includes Efficient Market Hypothesis, Em-
pirical Study of Efficient Market, Speculation and Stock Market Bubble, where-
as Chapter 7 mainly includes Pareto Efficiency, Arrow — Debreu General Equi-
librium Model, Price Mechanism of Resource Allocation in Stock Market, Re-
source Allocation Process of Stock Market, as well as Resource Allocation Effi-
ciency of Stock Market.
2. Empirical study on the efficiency of capital market.

Theoretical analysis lays the solid foundation for the empirical research on
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the efficiency of capital market. Chapter 8 focuses on the empirical research of
capital market efficiendy, including illustration of empirical analytical framework
and application of such framework on practical cases from China.

Chapter 8 starts from summarizing existing empirical studies on the efficien-
cy of China’ s capital market conducted by domestic scholars, who previously
relied on the Random Walk Model as testing model to examine the weak — form
efficiency of China’s stock market yet often led to divergent conclusions: some
argue the China’s stock market qualifies as weak — form efficient market, while
others claim the stock market inefficient. Such divergences stem from several
reasons, including relatively short history of China’s stock market, inadequate
sample size, as well as lack of in ~ depth understanding of Efficient Market Hy-
pothesis. To counteract such unfavorable factors, the author proposes to apply a
new method, namely an integrated application of the constructed dual - view
model and three derived theories ( Adaptation Theory, Suboptimum Theory and
Consistency Theory) , to conduct empirical analysis on China’s capital market.
Correspondingly, the author makes several key transformations on existing em-
pirical model and builds up a revised analytical framework of qualitative, quanti-
tative and comparative analysis on the efficiency of capital market in China.
Such transformations mainly include switch from sole Market Efficiency Test to
Multi — factor Evaluation; combination of quantitative analysis with qualitative a-
nalysis; expanding the research focus to comparative analysis of local market and
overseas markets; integration of nonlinear and linear method; as well as repla-
cing optimal solution with unanimous solution.

The qualitative section unfolds three development stages of China’s capital
market and describes the milestones in each of these stages. The section analy-
zes the economic effects of several major revolutionary measures towards China’ s
capital market in near history, which include the recent promulgation of tighte-
ning measures in real estate, separation reform of stock market, reinforcement of
administrative governance of listed companies and securities firms, as well as re-
form of stock issuance in China’s capital market. Consequently, the section e-

valuates the effects of capital market development, including the effects on eco-
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nomic and corporate development, the effects on financial system reforms, and
the effects on social development. Starting from scratch,‘China’ s capital market
continues to grow and strengthen its operating efficiency. As a pioneer in
China’s economic reforms and development, China’s capital market showcases
a good example and provides valuable experiences for the country’s economic
reforms in other areas.

In the quantitative analysis section, the author first evaluates the efficiency
of capital market from macroscopic views and conducts an empirical analysis on
the relationship between China’ s capital market and national economy. The re-
sults demonstrates a low correlation between them, or even negative correlation
under certain circumstances, which implies a low effect of stock market on na-
tional economic development. Nevertheless, in another empirical analysis of In-
formation Efficiency of China’ s capital market, where Shanghai Composite In-
dex is used as statistic sample and Time Series coupled with Runs Tests is ap-
plied as analytical method, China’ s capital market performs to qualify as
weak — form efficient. At last, the author conducts an empirical analysis on the
Allocation Efficiency of China’s capital market and examines its resource mobi-
lization capability. The results display high Allocation Efficiency in China’ s
capital market, which represents a prevailing transformation from a bank — domi-
nated financing system under Planned Economy to stock market financing system
under Market Economy, and a continuous establishment of financing system of
Socialist Market Economy.

The comparative analysis section selects several overseas markets as compa-
rables, including developed markets, such as US, UK, Germany and Japan,
and emerging markets, such as Korea and India. Despite improved efficiency,
there still exists a sizable gap between China’ s capital market and its peers in
various perspectives, including market size, compesition, efficiency and liquidi-
ty, corporate governance of listed companies and securities firms, competitive-
ness of stock exchange and operating efficiency of infrastructural facilities, as
well as completeness of applicable laws and regulations and effectiveness of law

enforcement.
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3. Suggestions on development of efficiency of China’s capital market.

From the standpoints of both historical development and long — term strate-
gy, the article concludes a new efficiency — oriented approach to push forward
the development of China’s capital market. The article elaborates on the strate-
gic objectives, basic principles, policy suggestions and practical measures of the
new approach and further specifies the timeline of different phases on the devel-

opment of China’ s capital market.
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