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Abstract

Fictitious economy is a kind of special economy which is cen-
tered with fictitious capital and independent with real economy
(i.e. production and exchange of commodity and service) and free of
value.

Fictitious economy has three basic forms: fictitious capital, fi-
nancial derivatives and compound financial engineering products and
speculation of commodities in form of papers and speculation on for-
eign exchanges.

The course of the development of fictitious economy is divided
into five stages:

1. from end of feudalism society to British economic crisis in
1825 embryonic and primary development stage

2. from British economic crisis in 1825 to world — wide eco-
nomic crisis in 1929 —33  laissez — faire oriented development stage

3. from economic crisis in 1929 — 33 to economic crisis in 1973
and the collapse of Brettonwoods system the development stage un-
der strict supervision and separate — business financial system

4. from 1973 to the end of the 80’s the innovative develop-
ment stage under the financial freedom movement

5. from the 90’s tll now the development stage of big

progress, big turbulence and policy hybrid under the financial glob-
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alization movement

After two to three hundreds years of development, the size of
contemporary fictitious economy has reached its unprecedented lev-
el. The total market value of all listed companies in the world over-
took the total of global GDP in 1999, which is the first time in his-
tory. The total of bond balance in America in 1999 was USD12.5
trillion, which represented 150% of American GDP.In 1997, the
total world trading value of futures and options in all exchanges was
USD360 trillion, which represented over 10 times of world
GDP. For the time being, the trading value of foreign exchanges a
day in New York , Tokyo and London, which are three major cap-
ital markets in the world, is as high as USD one trillion, which is
close to the total of foreign exchange reserves of all countries, and
only less than 5% of which is related with international trade and
foreign direct investment, and the remaining 95% is related with
speculation only.In addition, according to the estimates of IMF,
there is USD7 trillion of floating capital in the world presently,
which corresponds to 20% of world GDP per year and far exceeds
the total amount of foreign exchange reserves of all countries.

The basic reasons for the rapid and tremendous development of
contemporary fictitious economy are the following three:

1. the dramatic development of socialized production makes
more and more enterprises issue securities to get huge money;

2. the evolution of economic system (including economic glob-
alization and financial freedom) provides a very favorable environ-
ment for the development of fictitious economy;

3. the development of modern science and technology, espe-
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cially web technology, communication technology and automation
technology greatly facilitates the development of fictitious economy.

In addition, bank’s credit and international floating capital add
fuel to the flames of fictitious economy. Karl Marx once pointed out
that the most part of bank’s capital is fictitious capital.In modern
times, there are many ways in which bank’s credit mixes together
with fictitious economy.International floating capital is another
strength that propels the development of fictitious economy. [t is the
fact that tremendous international floating capital produces clouds
with one turn of the hand and rain with another in the international
security market, derivative market, foreign exchange market and
real estate market, etc.that enables the rapid development of ficti-
tious economy .

The basic relationship between real economy and fictitious econ-
omy is that real economy is the basis of fictitious economy and ficti-
tious economy in turn exerts great reaction on real economy.

The reflection of the basis role of real economy in the security
market is in two ways: On the one hand, stocks and bonds are de-
rived directly from enterprises’ funding activities and the underlining
products of most financial derivatives are securities like stocks and
bonds.On the other hand, from a relatively long history perspec-
tive, the cycle of real economy’s movement determines that of ficti-
tious economy by and large. It is a typical saying that stock market is
the weather forecast of national economy.The stock prices are fun-
damentally determined by profits and interest rates which are basi-
cally determined by the state of real economy. The basis role of real

economy on fictitious economy in the paper — formed commodity
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speculation and foreign exchange speculation market is ; commodity
papers are derived from commodities themselves and the long — term
price trend of them is determined by the long — term price trend of
commodities themselves. The movement of international floating
capital in large scale is not groundless, instead the basic ground for
them going in and out of a specific country is the situation of the
country’s real economy.

The basis role of real economy on fictitious economy does not
deny the relative independence of fictitious economy . Fictitious capi-
tal itself is a kind of special capital which is independent of real capi-
tal. In terms of quality and quantity, fictitious capital is basically
different from real capital. Fictitious capital has its unique law of
movement.

The reaction of fictitious economy on real economy includes
positive and negative effects.

Positive effects include three aspects: 1.promoting capital con-
centration. Stock and bond can concentrate scattered capital into the
hands of capital users.By doing this socialized production can be ful-
filled; 2.upgrading resources allocation.Primary market upgrades
increment resources allocation.Secondary market upgrades existing
resources allocation. Financial derivatives can also exert to some ex-
tent the effect of upgrading resources allocation through its function
of risk management and price identification; 3.shareholding system
and corresponding corporate governance can do good to the enter-
prises system.

Negative effects also include three aspects: 1.degrading re-

sources allocation and irrational wealth reallocation by speculation,
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especially over — speculation, even quasi — gambling; 2.fictitious
economy’s excessive expansion, even causing bubble economy;
3.incresing financial risks and expediting financial crises.

The above mentioned are mainly about securities market and fi-
nancial derivative market.As for foreign exchange speculation and
international floating capital, they are also “double — edged sword”.
On the one hand, freedom of international short — term capital
movement may promote inflow of long — term capital to some ex-
tent. Besides this, through switching to international rules the fi-
nancial efficiency of the host country can be greatly improved.On
the other hand, international floating capital going in and out of a
country frequently in large amount will cause contradiction of its
macro — economic policy, especially monetary policy.In addition,
after switching to international rules, it is objective that the host
country may become more contagious with international financial
crises. To make things worse, international floating capital will
most likely to take advantages of some defects of the country’s econ-
omy and finance to charge large scale financial attack which will lead
to very severe negative effect to the country’s economic development
and financial stability.

In light of the analytical methodology of modern macro — eco-
nomics, the mechanism of fictitious economy’s reaction on real e-
conomy is investment effect and consumption effect. The more pros-
perous a country’s securities market is, the more money the enter-
prises will raise by issuing securities, and therefore investment will
become larger. The individual security holders will become richer as

well, and they will spend more.Besides, the situation of fictitious



