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Preface

This book is concerned with the particular risks (uncertainties) of
China’ s stock market in the perspective of the QFII (Qualified Foreign
Institution Investor), and tries to explain the causes.

By employing the deductive method, it first presents the models
and theories and then puts them into practice. It also describes the
characteristics of China’ s stock market and the current situation of
QFIL The author believes that State-Owned Enterprises (SOEs) play a
significant role in China’ s stock market and will, even in the long run
predominate the market. SOE shares normally consist of tradable shares
(TS) and non-tradable shares (NTS). Chinese government as the actual
investor of SOE, holds a large percent of NTS (also referred to as fro-
zen A-shares or restricted A-shares) and, ipso facto, has the ultimate
control of the stock market. Studies from China’ s stock market show
that QFIIs are very promising. Chinese officials also acknowledge
their positive impacts on the increase of capital investment and on the
market expansion which form a healthy investment philosophy that
encourages the market reform of direct financing, promotes the inno-
vation of financial products, helps to regulate the market management
mechanism and achieve the globalization of China’ s stock market. By
elaborating the stock market situation, this book takes the example of
the World Black Monday in January 2008, employing event study
method to analyze the QFII’ s counter risk behavior and makes the
conclusion that the main sources of risks are company risk, political
risk, economic risk and market risk.

Through the case study of AT & M (Advanced Technology &
Materials) shares (000969) held by Morgan Stanley, company manage-
ment, shareholding structure and company management on daily basis



can result in investment risks. In the author’s opinion, China’ s stock
market is frequently affected by current policies, reforms and regula-
tions, among which stock reform and financial innovation have great
impact on the stock market. Within a window period, data analysis
method is employed to track the share price and from which we can
easily find that the share price presents an abnormal change during the
period. The study between macro-economy index and share price
involves the GDP growth rate, exchange rate, benchmark interest rate
and inflation’ s impact on stock returns. Based on the statistics, abnormal
fluctuation is detected in China’ s stock market which corresponds to
the invalid market presumption. Therefore China’ s stock market, as a
whole, is not an exactly valid market.

To sum up, both theoretically and practically, the main risks in
investing in Chinese market emerge from the shareholding structure,
the Chinese company management system, the government inference,
the macro-economy reform and invalid market.
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