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PREFACE

Dong Furen

Over the last 20 years, there has been a clear trend toward the inte-
gration of financial services sectors that were formerly separate industries.
On November 4, 1999, the Congress in US passed the “Financial Ser-
vices Modemnization Act”. Furthermore, the financial system in other
countries like Japan, U.K., Korea, also followed this trend that trans-
formed into the conglomerate during the same period. But concurrently,
the financial regulation in China was running into the entirely opposite di-
rection away from the significant tendency taken in other countries. Chi-
nese authorities firmly stipulated separated financial system by a series of
legislation, “Commercial Bank Act” “Insurance Act”, “Security Act”
etc. Why this phenomenon happened? Why the regulation of financial
system in America was changed back and forth in his history? Why China
authority presently employs the separate financial system? Which way
should take for Chinese financial authority in order to make commitments
to WTO under the contemporary economic globalization situation? And
how to implement transformation from separation to integration in financial

sector if integrated financial system will be taken in China? It’s very im-
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portant to study these problems and give answers to them.

The financial system, either integration of financial service or sepa-
rate, is not only absolutely essential for the development of relevant in-
dustries like banking, securities, trust, insurance, but also significantly
influential to macro ~ economy. Therefore, from the perspective of this
point, macro — economy is extremely sensitive to which financial sysiem is
taken. Fortunately, this topic has been put on the table recently. And
some people have already published their paper on this field. Dr. Zhang
is one of them. After he finished his doctorate thesis and debate, he en-
hanced some contents and made his paper published available.

The theoretic framework that Dr. Zhang attempts to build up in this
book is demonstrated below. The motive of transformation in financial sys-
tem originated from extremely dynamic financial innovation emerging in
three to four decades ago that directly resulted in integration of financial
service, which was previously separate. The significant increase in finan-
cial derivative tools broke the past boundary of financial sectors. Concur-
rently, the financial innovation brought the change in financial regulation.
The relationship between two of them is similar to the fight of cat and
mouse . In this game, the separate financial system became a barrier fo fi-
nancial innovation activity. Thetefofe, the obstacle must be replaced by
the integration of financial system in the future. In my opinion, there is a
logical and consequent relationship between financial structure and finan-
cial managerial system’ s transformation. On the other hand, the integra-

tion of financial service also upholds the financial innovation. Conclusive-
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ly, the necessity that separate financial service transforms to integration of
fmancial service is apparent hy using this theory described above.

Certainly, there are some differences among those countries that em-
ploy separate financial service. Furthermore, the procedures of transfor-
mation from separated financial service to integrated financial service may
also significantly vary. The author conducted diligent researches to Ameri-
can, Japanese, and Untied Kingdom practices to prove above theoretic
framework in his book .

Some European countries, such as Germany, implemented the inte-
gration of financial system with a unique reason. The banking sector in
Germany that operates multi — functional business has taken significant
shares in whole financial market. On the contrary, the Securities sector
keeps little market shares. But, this situation is getting change as the fi-
nancial market’s innovation. As we see, currently, the banking - based
integration of financial system in Germany is being transformed to Ameri-
can style’ s integration of financial system. The author indicates this
change in his book and further attests above theoretic framework through
it.

As we know, the separated financial system employed in China had
been created during a special period of time when the planned - economy
was in transformation to market — economy and controlling financial risk
was a priority consequently. But the separate financial system has con-
versely hindered financial innovation activities and brought additional risks

in financial market. With the economic globalization and China’s entry
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into WTO for further opening — up to world market, it is a must in China
that the separate financial system transforms to integration of financial sys-
tem. Actually, this trend has secretly emerged in Chinese financial mar-
ket. For instance, the insurance funds have been allowed to invest in mu-
tual fund and the banking funds have flowed into security market through
stock ~ guaranteed loan. In this book, Dr. Zhang provides a specific
strategy that is outlined as “creating financial holding conglomerate” and
“implementing two — ladder and three — phase’ s process” in order to
smoothly move forward to integration of financial system in final. It is an
inevitable trend that the separate financial system will be replaced by the
integration of financial system ultimately. The current concemns are how
we make the process of this transformation smooth and avoid the unexpect-
ed instability in financial market. This book gives answers to the con-
cerns. And all the solute tactics for the concems are doable.

I believe this book can definitely catch the eyes of those who are in-
terested in this field. And the readers will take great advantages of those
very practical thoughts.

On August 21,2002
In White Rose Hotel, Wuhan
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