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Abstract

After twenty years’ innovation and developing, the finance industry of
China has achieved great success. But the low efficiency of the findnce has be-
come a very severe problem, with the continuous enlarging of finance total out-
put and scale. Guided by the general theory of economic efficiency, the paper
“ The Institutional Analysis of the Financial Efficiency” has studied the financial
situation of China. It tries to summarize theoretically the institutional factors
within financial efficiency, thus forms a brand new frame of institutional analy-
sis of the financial efficiency, providing a perspective for considering the long

term innovation strategies of Chinese finance industry.

1.Basic ideas and summary

The paper can be divided into six parts in such a sequence: the general
theory of efficiency, choosing the analysis frames of efficiency, theory of fi-
nance efficiency, Chinese finance’s history of innovation and present efficien-
cy, the first countermeasure of Chinese financial efficiency, the second coun-
termeasure of Chinese financial efficiency. The main idea is like this:

The first chapter is “The General Theory of Efficiency”, including three
parts: the concept of economic efficiency, the theory of westem efficiency, and
judging the efficiency {rom value and method perspectives. This chapter sum-
marizes systematically the basic theory of economic efficiency, there are such
points of view: (1) Efficiency theory is the core proposition of economics, it is
the theory to study the relationship of output and input, also to study selective
behavior. (2) The theory of westem efficiency develops as the westem capital-
ism develops. (3) Pareto Optimum is a standard of social value, the way to



2 SRR G VA

achieve optimization may be through market competition or social planning, but
market competition is used more in the real economic life. (4) The higher lev-
el economic conception than Pareto Optimum is “Second theorem of welfare e-
conomics” , it generalizes theoretically the market balance, efficiency and equi-
ty. (5) Studying efficiency should stick mainly to the macroscopic perspective
and the direction of efficiency theory developing.

The second chapter, “Choosing the Analysis Frames of Efficiency”, has
seven parts. They are: the general institutional analysis of efficiency and
choosing of the frames, theory of efficiency and property right, theory of effi-
ciency and division of labor, theory of efficiency and market, theory of effi-
ciency and innovation, theory of X efficiency , the elements of efficiency and
environment. Firstly, it starts from the four characteristics of rational economic
person and the five traits of economic social setting, infer the four institutional
functions of the system, that is, allocation function, motivation function, con-
straint function and safety function. Secondly, it combines the macroscopic and
microcosmic perspectives, infers that there are six institutional elements influ-
encing the economic efficiency. After explaining the inner relationship of these
six institutional elements and efficiency, it forms an analysis frame of economic
efficiency. Then the paper discusses specifically of each element on this basis.

The third chapter is called “ Theory of Finance Efficiency”, also are di-
vided into seven parts. From the beginning: introducing the finance efficiency
theory and the analysis frame of finance efficiency, the property right institution
of finance efficiency theory, the finance structure within the finance efficiency
theory, the price mechanism of finance efficiency theory, the finance innova-
tion of finance efficiency theory, the X efficiency theory within finance efficien-
cy theory, the outer environmental elements which influences the finance effi-
ciency. The paper points out six aspects that should be finished in the next
step of finance innovation, this will play a critical role in increasing the whole
finance efficiency. The reason is, these innovations meet the intrinsic require-

ments of finance increase and developing, among them, the finance property
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right innovation is required by the institution; the raising of finance structure is
required by the inner division of labor of finance development; the marketing of
price mechanism, namely, the marketing of interest rate is basically required
by utilizing the market allocation of resources; finance innovation is required by
the techniques of transforming deposits and investments; the scientific inner
management is required by setting modem financial enterprises institution and
improving microcosmic financial efficiency; setting good credit order is required
by the environment of orderly finance functioning.

“Chinese Finance’s History of Innovation and Present Efficiency” is the
fourth chapter. It includes the following contents: the progressive history of
Chinese finance innovation, the generalization of Chinese finance innovation
achievements , the summary and analysis of Chinese finance industry’s effi-
ciency , the object and direction of Chinese finance efficiency innovation.

The 50 years® developing history of Chinese finance is divided objectively
in the paper into three stages. The first stage is in the beginning of our new
country, when its purpose was to stabilize finance and price, recover the na-
tional economy. The second stage is the Planning Economy period which imple-
mented the unification of bank institution. The third stage is the reform and
opening stage. The paper also summarizes the achievements of Chinese finance
reform and opening, at the same time, using the finance efficiency analysis
frame to generalize, from the perspective of efficiency, the effects of finance
reform and opening. During the analysis of the problems and efficiency existing
in Chinese finance industry, the paper adopts a method combining qualitative
analysis and quantitative analysis. On the basis of quantitative analysis, it
points out six problems of the present Chinese finance industry, in the reform
of property right, in finance structure, in the marketing of interest rate , in the
finance innovation, in the inner management and outer credit environment.
During the study of Chinese finance efficiency reform’s purpose and direction,
the paper provides a countermeasure of efficiency, that is, to control both the

phenomena and institution.



