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Abstract

This paper tries to combine Masahiko mainstream Acki’s com-
parative institutional theory, financial developing theory and the
latest fruits about finance of transitional economics together, then
this paper develops a framework of comparative institutional analy-
sis on finance transition. By applying the A. M. framework, the
part of positive analysis interprets, analyses and forecasts the fi-
nance transition in China. .

Chapter 1~6 constructs the theory, which includs one starting
point , three major lines , and two stages .

The staring point is the beginning of the financial transition—
outside money model. This model is based on the Gurley & Shaw’s
outside money model. By adding the planned system and applying
the conception of “domain”, this model brings all the elements nee-
ded into “institutionalized interrelated synchronic structure ”
(Masahiko mainstream Aoki, 2001). As result, we get a frame-
work that makes financial development theory and system transi-
tion theory compatible. This framework is a self-supported, self-
sufficient and logically consistent arrangement. Each domain in this
framework mutually replenished, related and implanted, which
conceives a stable structure. In this structure, the allocation of re-
sources is implemented by government intermediary (quasi horizon-
tal administrative level system, quoted transaction & spirit encour-
agement), The banking system is a part of the government while
labeled outside money is an important tool to realize government in-

termediary.
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“Qutside money model” functions as the foundation of the pa-
per, which includes all the elements of financial transition. Accord-
ing to Masahiko Aoki institution evolution theory (institutionalized
and interrelated synchronic structure—subjective game model—in-
stitutionalized and interrelated diachronic structure), through logic
deduction and theory derivation from “outside money model”, the
comparative institutional theory of financial transition has been set
up.

Three lines run the whole theory

The first line is evolution of bank system; monetary system of
government—inside institution banking system—market and multi-
element oriented banking system. During this process, the bank
system makes a transition from political domain to organization do-
main, then to transaction domain. Along this line, this paper
makes an investigation to the changes of information structure of
banking system, market structure, governance structure and the
interconnection of banks and firms on information aspect. As a re-
sult, theory of financial intermediary and theory of organizational
information structure become compatible.

The second line is evolution of money outside-money—inside-
money, Along this line, this paper makes a research on the changes
of money nature, extension, structure, function, diversification of
financial capital; impact on the operation of economic finance influ-
enced by money nature; the rectification function of institution of
changing money. This line brings financial deepening theory into
the logic framework of institution transition theory.

The third line is evolution of resource allocation intermediary;
government intermediary—bank intermediary—finance intermedi-

ary. Resource allocation intermediary in different stages is corre-
« 2.
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sponding to different financial practices that undergo such a
process: from quasi-horizontal administrative level system & quo-
ted transaction to relation style finance, and to market oriented fi-
nance, This line binds evolution of financial function and the
change of resources allocation together.

the two stages of financial transition

Along the A. M. three lines, from the starting point of out-
side-money model, the paper begins to study the two stages of fi-
nancial transition.

First stage of financial transition (chapter3~4), The funda-
mental reasons are government tactical action resulting from chan-
ges of ideology crisis and encouragement mechanism, which shows
on the change of government, dominated mandatory policies. Dur-
ing this process, government monetary system transformed to in-
side system banks; outside money starts to alter to inside money;
resources allocation transformed from government intermediary to
bank system intermediary, the practice of resources allocation
transformed from quasi horizontal administrative level system to re-
lation style finance. Thus, financial functions of bank had been
greatly strengthened.

Change of entity economy and strengthening of budget straits
led to second financial transition (chapter 5~ 6); original banks
turned into market and multi-element oriented banking system. In-
side money becomes main body of money. Resources allocation was im-
plemented by financial intermediary instead of bank intermediary. And
outside banking system and secufity market grow rapidly. Thus, the
practice of resource allocation transformed from relation style finance
to relation style finance & market oriented finance. Finally, finan-
cial functions of bank have been marketlized.

« 3.
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According to existent theory framework, chapter 7 makes an
empirical description for starting point and two stages of financial
transition in China. At the same time, chapter 7 makes an analysis
and explanation for the disjointing between entity economy and fi-
nancial system appearing on the second stage of finance transition
in China,

In chapter 8~9, in the light of three lines, applying tools of
Econometrics, this paper makes a quantitative research on the
structure variation of financial institutions and banking system,
evolutionof outside money toward inside money, evolution of finan-
cial functions, the relationship between financial functions and eco-
nomic growth, and idle bank deposit.

The following results were concluded by studying positive as-
pects: the experiences of Chinese financial transition verify the the-
ory of this paper. At first stage of Chinese financial transition,
banking system and economy are well-knit to support economy
growth quickly. At second stage of Chinese financial transition,
the financial reform lagged behind the development of economy,
exposing the problem of disjointing between financial system and
economic development. The lagging of financial reform mainly
shows at the following aspects. the reconstruction of national bank
didn’t involve in financial reform; the marketing structure of bank-
ing system had no obvious improvement; high degree of monopoly
in banking system. At first stage of financial transition, the aggre-
gation of money increased quickly, and the financial function of
bank strengthened greatly. At the second stage of financial transi-
tion, outside money evolves toward inside money and inside money
got the dominant position. Thus, financial efficiency improved re-
markably. Meanwhile, the financial function of bank tended to

. 4 .
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marketlization, which led to considerable imbalance and idle bank
deposit.

Innovation of this paper: combining financial development the-
ory with comparative institution theory, absorbing theory innova-
tion and positive analysis achievement of financial development re-
search in finance transition countries, constructing a theory frame-
work of finance transition suitable for planned economy. This
framework gives a reasonable explanation and practical policy ad-
vice about China’s finance transition. By applying tools of Econo-
metrics, this paper makes a systematic quantitative analysis on

three main lines in China’s finance transition.
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