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Abstract

This dissertation intends to analyze the flow of funds
in capital market and its wealth redistribution effect.

Financial markets often exhibit sharply rising prices or
subsequent declines that cannot be justified by classic mean
— variance optimization model. What is driving the
prices? The answer is liquidity ( the amount of cash avail-
able relative to value of the assets being traded). The
flow of hot money brings about bubbles and crashes,
while arbitrages carried out by the industrialists based on
Tobin —Q signal the turning point.

Having made a comparative study of Flow of Funds
Statements compiled by central banks of China, USA,
Japan, Germany, UK and France, the author found
that funds in China flow in a quite different way because

of the extremely high saving rate and investment rate and

N



the extremely low ultimate consumption rate. The fact that house-

hold sector is the main fund provider constitutes the basic back-
ground of China$ capital market.

The author also made a comparative study of flow of funds be-
tween listed companies and their shareholders, flow of funds be-
tween different shareholders, flow of funds between capital markets
in different countries, flow of funds between real estate market and
securities market, flow of funds in bonds and credit markets and
the wealth redistribution effect of capital market. It was concluded
that excessive government regulation in capital market is harmful for
small investors and thus has a negative influence on social overall

consumption.

Key words;: flow of funds, asset prices, ultimate consump-
tion rate, excessive government regulation, wealth redistribution

effect
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