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Abstract

The National Equities Exchange and Quotations ( NEEQ ) has entered the
perfection stage of market system construction, since the implementation of the market
hierarchical management system in June 2016. The overall running characteristics of
NEEQ market in 2016 are stated as follows: listing enterprise still maintains strong
growth in terms of quantity; equity issuance grew slowly and trading almost stopped
growing; the “innovation layer” market performs significantly better than “ base
layer” ; the overall financing function of the NEEQ market declined, the stock
exchange was extremely inactive, and the liquidity of the NEEQ market was severely
inadequate ; the differentiated regimes were undersupplied; listed enterprises were in a
mixed business situation; the microcosmic foundation quality of the NEEQ market
needs to be improved; and the market supervision has been significantly strengthened.

The underlying reasons for the severely inadequate liquidity of the NEEQ market
are listed as follows: the fast developing NEEQ market with large stock supply but
insufficient capital supply, results in a serously unbalanced supply and demand
structure; the large market scale with uneven quality of listed enterprises and
insufficient differentiated system supply, leads to a high systematic risk for the market;
most listed enterprises are in the initial stage, with weak microcosmic foundation and
high unsystematic risks in technical, market, financial and governance structure; the
sponsor brokers are not willing to engage in the NEEQ business with incompatible
incentive, leading to an inefficient service; the self-regulatory framework is still at a
groping stage, and investors’ interests cannot be effectively protected.

It is a systematic project to improve the liquidity of the NEEQ market. First, it is
imperative to adjust the market access system, which mainly includes: raising the
threshold for the listing of enterprises; lowering the threshold for individual investors and
appropriately raising the threshold for institutional investors; breaking the franchise system
of securities companies; and adjusting market access system for market makers. Second, it

is urgent to optimize the market trading system, the major measures include; stop the
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agreement transfer system and introduce the call auction mechanism; improve the market
trading system by introducing the block trading system. Third, to improve the efficiency
of the market resource allocation by introducing the delisting mechanism as soon as
possible, providing differentiated system arrangement based on stratification and
establishing transfer mechanism between different capital markets. The last, effective
protection of the investors’ interests is the ultimate goal, and the main measures are listed
as follows: improve the self-regulatory framework; emphasize the legal responsibility of
the offending subject; provide differentiated information disclosure system; and employ a
system of class-action litigation.

This book is composed of six sections, including General Reports, Innovation
Report, Market Reports, Institution and Supervision Reports, Evaluation Reports and
appendices. The General Reports summarized the overall running characteristics of the
NEEQ market in 2016, analyzed the main existing problems, finally put forward the
policy suggestions for improving the market liquidity. Innovation Report analyzed the
innovation ability of the listed enterprises in innovation layer, provided suggestions on
how to innovate, and put forward suggestions on how to adjust and improve the
innovation layer standard for NEEQ. Market Reports analyzed in detail the running
situation of enterprise listing, stock issuance and trading, the market index, the
governance structure and operations of listed enterprises, the practice situation of securities
intermediaries, and the related data of investors. Institution and Supervision Reports
analyzed and summarized the market hierarchical system, put forward the direction for
futural improvement, analyzed the necessity of the delisting system, market transfer
system, block trading system, call auction trading system, and the participation of PE
institutions in the market system, finally put forward the policy suggestions to perfect the
market system. Supervision report listed the related policies formulated by the state
council, China Securities Regulatory Commission, and the NEEQ in 2016, summarized
the market supervision situation and put forward the suggestions to perfect the regulation
policy. Evaluation report listed the comprehensive index ranking of innovation ability
of listed enterprises in innovation layer. Appendix provided other supplementary
materials for reference, such as the specific details of assets reorganization, the market

makers’ quit, and the policies and regulations of the NEEQ market in 2016.

Keywords: NEEQ; Innovation Ability; Market Liquidity
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