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Publication Statement

This research report is mostly written by Professor Wu Xiaoqiu, director of
Finance and Securities Institute (FSI) of Renmin University of China, with the
collective contributions from experts of FSL It is the annual research report on
capital market written by FSI for the 15th consecutive year and was presented to
the 15th China Capital Market Forum (2011) held at Renmin University of China
on Jan. 8, 2011 as the theme research report of the forum. The theme of the 15th
China Capital Market Forum (2011) is “The ChiNext Market: Growth and
Risk”, As a convention, FSI has a theme for its research report on capital market
every year, the theme of the research report in 2011 is The ChiNext Market:
Growth and Risk.

Invited by Professor Wu Xiaogiu, Professor Dong Ansheng from Law
School of Renmin University of China, Doctor Jiao Jinpu, Acting Vice Chairman
of School Administration Committee, Graduate School of PBC, took part in the
discussion of this research report, writing and reviewing some parts of its impor-
tant content, which enriched the academic field of the report.

Professor Zhao Xijun, Dr. Shi Wei, Professor Ying Zhanyu helped profes-
sor Wu Xiaogiu compiling this research report, Professor Zhao Xijun revised the
English translation. Having checked the core content of the research report, pro-
fessor Wu Xiaoqiu finalized the manuscript after some necessary modifications.

This research report received substantial supports from the Social Science
Department of the Ministry of Education, and has been selected as a sponsorship
project of Philosophy and Social Science Research (Development) by the Ministry
of Education from 2011. The publishing style accords with the requirements of
the Ministry of Education, so it is different from that of previous. We would like

. to extend our sincere thanks to Xinyuan Real Estate Co. , Ltd. and China Renmin
University Press who strongly supported its publication,

This research report shows the main viewpoints of the chief author and FSI

on the development of GEM,

Finance and Securities Institute of Renmin
University of China (FSI)
Jan 18, 2011
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Key Point

Served as a new financial institution, Growth Enterprise Market (GEM)
has only appeared and developed for merely 40 years in a relatively long history of
financial developments. The. creation of GEM expended serving objectives of the
capital market, made the capital market no longer a patent for large traditional
enterprises, but also a financial system and an incubator that can be used by
more enterprises which include small-and-medium-sized growth ones, which
largely promoted the worldwide emergence of new types of industries.

We think that the establishment and development of GEM enhanced the per-
fection and upgrading of the whole capital market on resource allocation, risk al-
location and wealth creating, and thus boosted the structural transformation of
global capital market. But this functional extension also caused more rigorous re-
quirement in its establishment, or easier to fail than traditional capital market,
which brought about not only brilliant achievement such as NASDAQ, but also
some unsuccessful examples like a flash in the pan.

To China, arguments and debates such as, do we need to build a GEM,
what kind of GEM do we need, how to build the GEM, seemed never stopped
from the beginning of this century despite the ChiNext market started running
and trading formally from October 30, 2009.In our view, the uprising of
China’s finance is the most significant and most magnificent event of global fi-
nance in the first 20 years of the 21th century, and the capital market will be-
come a Financial Game playground for the Great Powers. This means, as an im-
portant part of the modern multi-level capital market, GEM’s establishment and
development is a strategic poliéy deployment based on domestic and world’s eco-
nomic circumstances and from a full range of social and economic development. It
will has a deep influence on the sustainable and healthy development of China’s
capital market and social economy, on the functional division of two exchanges in
Shanghai and Shenzheng. But the problem is, with this generally clear target,
the ChiNext market is facing with huge challenges of growth and risk: will it
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continue the brilliant success of NASDAQ, or duplicate the failure of Germany
and Japan’s GEM, or explore a third developing road?

In our view, although the general construction ideas and functional orienta-
tion of the ChiNext market, which was born under a global financial crisis back-
ground, is pretty clear; to shoulder the boosting of industrial structure adjust-
ment, to promote the construction of a self-innovative nation, to further fulfil
the historical task of widening the financing channels for high-tech growth enter-
prises and to pour vigor into a series of growth enterprises successfully, but un-
der the background of present IPO and trading system, corporate governance and
lack of delisting mechanism, problems emerged in the market like high P/E rati-
0, excessive fund-raising, rént—seeking shareholder rush to take share, frequent
resigns of senior management and twisted wealth-creating effect etc. , which se-
verely affected the market’s healthy, sustainable and stable operation.

In our opinion, despite numerous problems which can affect the ChiNext
market, but considering factors like rich experience and lessons we have accumu-
lated from China’s capital market construction along 20 years; prominent pros-
pect of Chinese economy; implicit demand for structural reform of China’s finan-
cial market; huge development potential for China’s strategic newly-developing
industries, especially innovative small-and-medium-sized enterprises; China’s de-
velopment orientation of future global financial center and realistic attitude to-
wards continuing institutional perfection, China has a natural ground and advan-
tages to nurture a GEM, therefore we can expect the ChiNext market’s future
developments optimistically. .

We expect the ChiNext market will be a fair and transparent trading market,
this market will guide the continual expanding home and foreign venture capital
reasonably, foster true entrepreneur spirit which was based on market competi-
tion, encourage the continuation of market innovation spirit, and then become a
cradle for China’s future leading enterprises and a new growth pole for China’s
capital market. This is the GEM which we really want and which fit to the rising
finance of China,
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