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T Abstract

R A AT

Capital formation is the necessary condition of economic devel-
opment. In nature, capital formation is a mechanism to mobilize
and locate social surplus, which includes three elements: saving
supply, investment demand and saving-investment transforming
mechanism. The interaction among the three elements determines
the scale and structure of capital formation, hereinto saving-invest-
ment transforming mechanism acts as the central position of the cap-
ital formation. Transformation from saving to investment could be
achieved through either financial treasury method or financial meth-
od, while financial method falls into two types: regulated-dominant
mechanism and market-dominant mechanism.

Capital formation mechanism in China itself has been fluxing
with the transforming of economic and financial system. In tradition-
al planned economy, the social surplus was mobilized and located
through treasury-dominant mechanism: the government compulsively
mobilize national saving through hidden tax mechanism, then use
the pool of fund to investment according to the development plans
pre-stipulated by the government. Hence, the government acted as
the savor and investor at the same time, which guaranteed the
smoothly transformation from saving to investment, but incurred the
problems such as swelling of investment demand, inefficiency of in-

vesiment, slow growth of saving and unsustainable financial
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strength. In economic transition period, a regulated-dominant fi-
nancial mechanism was implemented to mobilize social surplus: the
government provided financial support to public sectors; under dra-
matic change of saving structure, the government, by means of
strict financial regulation, obtained the financial rent and benefits
of currency issuance brought by the economic monetization to sup-
port capital formation of public sectors, and to promote the rapid
development of non-state owned sectors through diffusion effect and
spill-over effect. This kind of mechanism has guaranteed the suc-
cess of gradual transformation, whereas at the cost of huge efficien-
¢y loss and accumulated non-performing loans. Making a compre-
hensive view of the history of system transition, we find that after
the releasing of initial energy, the re-aggregation funding mecha-
nism has ceased to innovate and imminently needs to transit to a
market-dominant financial mechanism.

Marketization of capital formation mechanism is a systematic
engineering. From the perspective of macroeconomic risk control,
the process of marketization should take the coordinated develop-
ment of economy and finance as its background, and rely on the
overall transition of financial system (i. e. the strategy of deepe-
ning regulation and moderate financial deepening in financial system
with the changing of real economic situation). Marketization of cap-
ital formation mechanism includes domestic saving, foreign saving,
investment, saving-investment transforming mechanism etc. , re-
lates to many areas such as interest rate marketization, introducing
and regulating foreign capital, reform of investment system, and
development of financial market etc. , among which the system in-
novation of capital market is the core part of fully mobilizing and ef-

ficiently locating social surplus.



Systematic innovation of capital market could be studied from
the perspective of market structure, which needs to investigate
stock market, bond market, mid and long - term loan market, de-
rivative market and venture capital market etc. one by one. Sys-
tematic innovation of capital market could also be studied from the
perspective of market participants and their behaviors, which needs
to investigate the issuance system, trading system and regulating
system etc. This dissertation try to combine the above two methods,
provide suggestion of overall trend of system innovation in capital
market, i. e. marketization, legalization, internationalization.
Policy suggestion of marketization includes implementing register
system of IPO system, networking of trading, circulation of state-
owned shares, perfecting market structure etc. Legalization sugges-
tion proposed by this dissertation is to transform the administrative
measure of regulation to legal measure in the aspect of regulation
content, self-regulation and external regulation. Internationalization
suggestion mainly deals with the timing and sequence of capital

market’s opening up.

This dissertation has provided the following innovative views:

1. Define three types of saving-investor transforming mecha-
nism: treasury-dominant type, regulate-dominant type and market-
dominant type. On the basis of cost-efficiency analysis between
treasury-dominant type in planned economy and regulate-dominant
type in transition economy, we conclude that the now-existing sys-
tem have been approaching the rational boundary, and the innova-
tion of re-aggregation funding mechanism should be speeded up to
introduce a market-dominant financial mechanism and to high-effi-

ciently mobilize social surplus.
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2. Innovation of capital market is the key of realizing the re-
aggregation function of saving-investment transforming mecha-
nism. Meanwhile the innovation of capital market is subject to the
overall innovation of financial market, and needs to push the bal-
anced development of capital market and money market. We also
point out that the tendency of capital market innovation is marketi-
zation, standardization and internationalization of capital market.

3. Further transforming of IPO system is to implement register
system. Comparing the theoretic foundation of examine-approve sys-
tem, ratification system, and register system, we suggest that
market should be granted more power and register system should be
implemented as soon as possible.

4. Circulation of state-owned stocks is the bottleneck in the
process of marketizing and transforming capital market. Sets of solu-
tions are suggested in this paper.

5. Networking of trading system is the tendency of capital mar-
ket development. Prospect of networking is anatomized and policies
of regulating on online trading are further detailed.

6. Hihierarchization of market structure is the important sup-
port for marketizing reform of capital market. Some countermeasures
are listed to solve the problem of “lamed market” characterized as
taking stock market more important than bond market, so as to
speed up the development of bond market.

7. Internationalization of capital market is the tendency of the
development of capital market. Comparing the development of cap-
ital market in different countries, we propose the path alternatives
for the opening up of capital market in China.

8. Perfecting risk prevention and control mechanism and regu-

lation system provides guarantee for standardization of capital mar-



ket. Breakthrough should be started from reform of government sec-
tors to solve the contradiction of co-existing of over-strict regulation,
improper regulation and insufficient regulation, and to fully push
the legalization of regulation under the inevitable background of reg-

ulation—deregulation—regulation.
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