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Abstract

“The theory of law and finance”comes into being in late
years which studies the financial development from the point
of views of law institution, the theory is one of the frontiers
in finance theory now. ‘The book: systematically introduces
the main contents of the theory, then by using the way of
combining standard with substantial evidence and combining
theory with practice. The book explores the relationship
between law institution and financial development in order to
show the importance of the law institution in finance
development. -

Apart from the preface, the book comprises three
parts, including eight chapters.

The preface mainly states the background-and significance of
the research, introduces:the structural framework, and briefs
contents'aiid points 6f the paper. .

Pift one, -consisting of Chapter 1., is the litérature overview
of the theory of law and finance. It systematically introduces the

main contents iof the ‘theory of law and finance. Financial
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development that determined by the law institution is important
for the capital accumulation and economic growth. La Porta et al
find that law institution impacts on all economic insfitutions and
economic growth in their studies. They construct some index
about law institution and compare them among the countries.
Their studies show that the difference in investors protection in
different legal origins caused the difference in financial
development, and then they provide the theory of law and
finance. ‘

The level of investors protection is determined, by the law
institution and its enforcement, which is determined by their
legal origins or legal systems, namely the level of investors
protection is determined by their legal origins. The level of
investors protection affects the choice of the financial system
patterns, The patterns of finance and ownership structure affect
corporation governance, and corporation governance affects
corporation value, corporation efficiency and economic develop-
ment. This is the main content of the theory of law and finance.

Part two, consisting of Chapter 2-7, tries to research
relationship between law institution and financial development by
using the way of combining theory with practice.

Chapter 2 explores relationship between law institution and
financial structure. Many countries own their financial structure
that is determined by their law institution. The common law
countries give the investors high level of protection so these
countries have larger financial markets and financial interme-

diations, the courts in the civil law countries cannot resolve the
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Abstract

contradiction between credit side and debit side, but. the banks
can offer the credit side special service so these countries have
larger banking: The studies show that the bank— based system
and the market—based system can supplement each. other, not
supersede each other. It is important for a country to enhance the
investors protection and improve the level of financial service. .So
it is meaningless for a country to scheme the financial structure,
Chapter 3 explores the relationship between law- institution
and financial intermediation development.. Financial interme-
diation can serve economic increase through -creating
liquidity, -sharing risk, collecting information and, exerting
corporate control. But the financial intermediation
development is determined by the law tradition. If the law
institution enhances the creditors protection, it is beneficial
to improve the efficiency of financial intermediation, lower
lending rates, reduce the restriction in corporate finance,
lower financial fluctuation. Different -icountries give the
creditors different law protection, so the level of financial
intermediation development in these countries is different.
Chapter 4 explores the relationship. between law institution
and financial market development. Financial market can serve the
economic increase also through creating liquidity, sharing risk,
collecting information and exerting corporate control. But the
financial market development is determined by the law tradition
too. The common law countries give more protection to investors
than the c¢ivil law countries so thése countries have larger

financial market. So-if a country wants ‘to develop strong
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security market, it must enhance the investors protection.
.Chapter 5 explores the relationship between law institution
and corporate governance. The study .flinds that the investors
protection is the key factor in corporate governance. Different
corporate governance structure can substitute for each other.
There is mo common structure in corporate governance, Or
corporate governance structure is mot important, the most
important. thing is-to improve the level of investors protection and
financial services to. promote economi¢ increase. The main
problem in corporate governance is the agency between the large
shareholder and minor shareholder worldwide, so the law
institution can strengthen the minor sharéholder protection.
Chapter 6 explores the relationship between law
institution and financial crisis. It shows that law institution
influences the financial structure and corporate governance
structure and then the financial crisis, so law construction
can prevent financial crisis efficiently. .
Chapter 7 explores the relationship between law
institution and financial regulation. The idifferent law
institution provides different protection for investors and
government, so the law institution will shape the
characteristic which government interferes in the economy.
In addition, government should strengthen law construction
to prevent financial crisis during financial liberalization.
Part three consists of the Chapter 8: It uses the theory of
law 'and finance to throw light on the financial development in

China. Tt presents:how!the law system has shaped in- China. By
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