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Preface

by SHANG Fulin
Chairman of China Securities Regulatory Commission

The “China Capital Markets Development Report” (the Report)
provides a good overview of the development of China’s capital
markets and explores future strategies. The Report starts by
reviewing historical events in the evolution of China’s capital
markets which have grown from small and unorganized regional
markets into a national market today. By summarizing lessons
learned during the market evolution and analyzing major gaps
between China’s capital markets and more mature markets, the
Report tries to propose a strategic design and vision for China’s
capital markets development for the next decade and beyond.

Since the commencement of economic reform and opening-
up, China has gone through significant economic and social
changes, and the socialist market economic regime has been
established and steadily improved. Between 1979 and 2007,
China’s GDP has been growing above 9% annually on average
and China has become the fourth largest economy in the World.
China’s capital markets emerged and developed during the
same period. With joint efforts by all relevant parties, China’s
capital markets have been able to reach a level of development
that took many mature markets decades or even a hundred years
to achieve. Along the way, the legal and regulatory frameworks,
and trading and clearing systems have developed according to
international best practice, and China’s capital markets have
been increasingly recognized by international investors.

The emergence and development of capital markets has
been closely linked to mass production. They are both the
prerequisite for, and important indicators of, a modern market
economy. Capital markets promote the development and
improvement of market-driven resource allocation, resulting
in the optimization of social resources. As the world financial
markets become increasingly global and integrated, competition
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among capital markets and financial centers around the world
is becoming increasingly intensive, leading to a fast-changing
landscape in capital markets. The competitiveness and viability
of the capital markets have become important components of
national competitiveness.

Tracing back the capital markets development over the last
two decades, we can see clearly that economic reform and
restructuring gave birth to the capital markets, the latter then
continued to serve the national economic development strategy,
and contributed to further economic reforms and growth.

China’s future national economic development strategy requires
the further development of viable capital markets. In its blueprint
for building an all-around “xiao kang” (i.e.“well-off) society, the
Communist Party of China declared at its 17th National Congress
that the capital markets should be fully developed to facilitate the
fast growing economy.

Specifically, the capital markets are expected to finance the
sustainable economic growth of China, with the ultimate aim of
doubling GDP per capita between 2000 and 2020.

The capital markets are expected to provide the capital needed by
Chinese enterprises to innovate and commercialize technologies. It
is part of a national strategy to build an innovative economy.

In order to change its economic development pattern, China needs
fully functioning capital markets for efficient resource allocation,
horizontal and vertical integration, and consolidation of business
sectors and industries, so as to optimize the industrial structure.

Further financial reforms will focus on increasing direct financing
and diversifying financial risks. This needs the support of efficient
capital markets. Chinese enterprises, encouraged to achieve
international competitiveness, will realize and elevate their value
through capital markets, while winning greater recognition on the
global stage.

For Chinese citizens, the Chinese government aims to increase
households’ financial income and improve the social security
system. The capital markets are expected to provide more wealth
Mmanagement tools to help Chinese citizens share the fruits of
China’s economic growth and pension funds to manage their
assets.



To summarize, China’s capital markets should be further
developed into fully-functioning and well-regulated markets
with improved efficiency and expanded market depth and width,
so as to support the sustainable economic development while
improving the socialist market economic regime, promoting
social harmony and building an all-around “xiao kang” society.

In recent years, major reforms have been carried out in China’s
capital markets under the leadership of and endorsement from the
Central Committee of CPC and the State Council. The reforms
have touched upon the fundamental market structural issues of
China’s capital markets, including non-tradable share reform,
improving the quality of listed companies, restructuring securities
firms, further liberalizing the issuance procedures, strengthening
institutional investors, and improving the legal and regulatory
frameworks for capital markets. These reforms have turned around
the market by improving its quality, structure and efficiency.

Several lessons can be drawn from capital market reform,
development and innovation during the past two decades,
especially in recent years. Capital market reform and development
should be guided by a scientific view of development based
on in-depth analysis and understanding of market trends and
Chinese characteristics. All reforms should be developed with the
aim of nurturing and giving full play to the market mechanism
while addressing the structural and systemic problems that have
existed for a long time. The infrastructure development of the
capital markets should be given strategic priority and should
be implemented through comprehensive design and policy
coordination to ensure sustainability. For all reforms to be
successfully implemented, the speed of the reforms has to be in
accordance with the level of market development, and market
stability has to be ensured. The strengthening of legal frameworks
and enforcement capacity will provide the foundation for all
reforms. All these experiences and lessons will shed light on the
future reform and development of China’s capital markets.

Although the markets have seen significant changes and enjoyed
rapid development recently, we should also recognize that China’s cap-
ital markets are still““emerging markets in a transitional economy””.
China is still at the early stage of socialism, and compared with
more mature markets, Chinese capital markets still lag behind
in terms of market efficiency, legal systems, fiduciary trust,
competitiveness of market participants and regulatory frameworks.
Also, China’s capital markets development still cannot fully meet
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the needs of China’s economic development. The self-disciplinary,
self-balancing and self-adjusting mechanisms have not been fully
established.

As an old Chinese saying goes, “preparedness ensures success”.
Facing new challenges and opportunities, and turning a new
page in China’s capital markets, we should summarize the
achievements made and lessons learned in the past, learn from
the best practices of more mature markets, identify the current
problems and challenges, and continue reforms and innovation.

The Report drafted by the CSRC strives to provide a comprehensive
yet concise review of China’s capital markets for the benefits of
investors and market participants at home and abroad. At the same
time, it proposes a long-term vision for the future development of
China’s capital markets, aimed at facilitating consensus-building
among government officials, professionals, experts and market
participants who are interested in seeing the healthy and sustainable
development in China’s capital markets.



