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ABSTRACT

Capital market is the core of modern market economy. Referring
to the historical trend in development of the international economic
system and the modern financial structure, direct financing, the fi-
nancing through the capital market, has become the main channel for
financing and has replaced the traditional indirect financing when
commercial banks act as intermediaries. Capital market has created a
way of communicating between the investors and the [undraisers, and
consequently has reduced cost and enhanced the efficiency of capital
allocation. With the integrating of world economy and the interna-
tionalization of global capital markets, the effects of capital market
should be more prominent.

The capital market issue is always one of the main academic dis-
putes among economists, and has even become the mainstream of eco-
nomic researches. Since 1980s, for example, 8 economists have been
awarded the Nobel Prize because of their great contributions in the
studies of capital market. However, some theories available on cap-
ital market have been confined to the traditional way of study in eco-

nomics and can hardly explain a series of phenomena and issues in to-
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day's market, which requires theory innovation and deepening to re-
solve related problems.

In recent years, the game theory and information economics have
been recognized as breakthroughs in and focuses of modern econom-
ics. Because of their excellent work in these fields, 9 economists have
been awarded the Noble Prize since 1990s. The game theory and in-
formation economics have not only brought about the logical theories,
but also the new analytical tools and wider fields for economists. This
type of new ways of study has been applied to the general courses of
economics, including the capital market which is the core of economic
researches nowadays.

After 20 years development, Chinese capital market has achieved
great progress that has dramatically impressed the world. However,
Chinese capital market is still in its elementary stage in that it is expe-
riencing some fundamental changes toward optimization and standard-
ization. Although Chinese capital market won’t be well developed
without taking into account the realities of China, it will be more
helpful if international practices can be used for reference, especially
the scientific theories, to deepen the reforms of Chinese market. The
current efforts being put into to study Chinese capital market is un-
specific and lag behind the market development which cannot satisly
the practical needs of the market. In consequence, it will be more val-
uable and practically significant to study Chinese capital market by
employing the game theory and information economics.

Although so far there have been numerous researches on tradi-
tional capital market as well as on game theory and information eco-
nomics, few of them have combined the two theories to study capital
market, either in domestic or overseas academic circles.

In order to fill the academic gaps, this book keeps abreast of the
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most recent dynamic development of the international economics on
the bases of traditional theoretical hypotheses and, by using the ana-
lytical tools of game theory and information economics, it unveils the
characteristics of modern capital market from a full new aspect. Then
it goes further to analyze Chinese capital market, including its game
character and information system, to end with some suggestions on
the reforms of Chinese capital market. Hopefully this new way of
study could bring some insights to the current economic researches on
Chinese capital market.

This book uses different methods and principles which integrate
theory with practice, macroscopical analysis with microcosmic analy-
sis, canonical research with practical research, occidental popular
theory with Chinese practice and so on. These methods can be found
throughout the book. ‘

The main points and innovations include but are not limited to
the followings:

(1) As never before, it applies game theory and information eco-
nomics to capital market, and gives new definitions and point of
view. As the game theory illustrates, capital market is a typical game
arena full of information and has more game characteristics than other
markets. In this market, for instance, each participant plays the
game face to face to maximize their profits by making full use of their
own information and advantages. Therefore, the unusual price fluc-
tuations, high market volatilities, heavy speculations and higher risks
are the characteristics of capital market which cannot be found in oth-
er markets and can significantly affect the financial market operation
and the safety of national economy. _

(2) It draws the frame of game analysis in capital market. Based

on the definition of the game players’ action including stock compa-
g
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nies, investors, exchanges and CSRC, the dissertation focuses on the
analysis of the game relationship between market manipulators and
individual investors, stock companies and CSRC in the primary mar-
ket, and, the relationship between market manipulators and individu-
al investors, manipulators themselves, manipulators and exchanges,
government and manipulators in the secondary market using different
models. Furthermore, it analyses the relationship between the game
action and the “stock market bubble” to explain why there are so
many violations in capital market.

(3) It applies information theory to capital market. In the tradi-
tional economic theory, information is not a factor for the study. Peo-
ple used to believe that the market is efficient and ignore the existence
of information. In this book, however, information is seen as the
“core” or “blood” of capital market in that it is a market where infor-
mation is most important, most concentrated, most asymmetric and
most valuable. The importance of information in capital market re-
quest us to pay much more attention to the information factor in mar-
ket operation, firm management and system construction, that is, to
establish perfect compelling information disclosure system to reduce
the asymmetry of information and to realize the justice and orderliness
of capital market. That is what the information theory in capital mar-
ket brings to us.

(4) It put forwards a new idea that game rule is more important
than the game itself and it emphasizes that more attention should be
given to the system construction of capital market, It states that the
operation in capital market is under the strict game rule and the ag-
gregate game rule is called measure system. The rule and measure
system are the frame and the cornerstone of capital market which

would be a casino had there been no rules and no system construc-
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tion. And for this reason, the dissertation analyses the construction
of the measure system in capital market as a supplementary to game
theory, concentrating on such issues as game rule, information dis-
closure and supervision system.

(5) It analyses the capital market in China and points out the di-
rection of reforms and the renovation measures to be taken on basis of
game theory. From the point of view of game theory and information
economics, the main problem of current Chinese capital market is the
contortion of game characteristics, which is manifested by excessive
speculation, insider trading and government interference. In order to
reconstruct the capital market and to bring the functions of capital
market into full play, efforts should be made to deepen the reforms
by resuming the rationality of the market. Establishing information
disclosure system, fostering institutional investors, reducing admin-
istrative interference and opening wider to outside world are among

the steps which should be taken.
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