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Abstract

Capital market is the essential element of the market
economy system in which the efficiency of resource allocation
depends upon the capital market efficiency. Obviously, capital
market plays an increasing jmportant role in China which is
shifting from the Collective Planning Economy to the Market
Economy System. It is not only the market takes place of the
plan to allocate resource but also pushes a new basic constitution
which stands for the standard of productivity to be formed and to
disentangle completely people’s idea. On the basis of running
after liberation and full development of personality, it advances
the reform of people’s social life.

As a result of development of economy, capital market
appeared in the mid-century in Europe in such forms as lottery
and credit markets, which channeled funds into real departments
for physical capital.” But the real capital market from a modern
view is related to the evolution of corporation system, especially
the governance structure with detachment of ownership and
management. The secondary stock market, which provides place
for shareholders to portfolio and sell their stocks and exert
external pressure and constraint to manager, came into being to
resolve the problem of the agency cost in corporation. As an

intermediary connecting saver with those who wants funds,
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capital market puts save and investment together and pools save
into investment smoothly. The capital market function of
reflection on information, mobility and supervision against firm
behavior facilitate to re-allocate resource and realize its Parreto
improvement.

China capital market, no different from those in developed
countries, emerged in the periods of economy transition on the
basis of productivity and historical development in process of
reform such as the change in national income distribution
structure which lead to change in national save structure and
require the mechanism of firm finance reform accordingly. It is
made possible to develop capital market and reform firm finance
mechanism for Chinese economy has been monetarilized and
financialized. The reform of enterprise system and the
development of capital market are contingent upon each other
because the core objectives of the development of capital market
come from the reform of enterprise system, and the former
provides with necessary environment for the latter. The success
of China’ s gradual reform to a large extent should be contributed
to the government has established a capital market.

However,capital market in china was different from those in
developed countries. Although it was also spontaneously the
result of growth of productivity, it was fettered by the old
planned economic system during a long period of time , and in a
sense it was an artificial system. Because of prejudice from the
orthodox ideology, government was afraid of market failure.
allocating of the power and interests in a new way, the launching

of a fresh system is inevitably obstructed by different interests



Abstract 3.

groups. So capital market in China shows some different
characteristics from those organized by market power: the co-
existence of market and plan in securities market, the division of
state-owned shares, public shares, staff shares, A shares market
and B shares market. Many departments compete to monitor the
capital market and the law concerned securities can’t be obtained
due to the different need of interests groups. In the process of
marketlization, the government control directly the scale of share
issue in primary stock market, so the resource allocation is
replaced by the most executive means, which led to the fact that
the scare resource hadn’t been allocated to the most efficient
industries, therefore it couldn’t bear deserved social profits and
the risk in the stock market is centralized to some extent. It’s
difficult to realize a new governance structure of firm because of
the division of the stock market. In the divided stock market, the
different type of share issued by the same corporate carries very
different return which can’t converge to the rate of return that
mirrors the real efficiency because the execution block up the
market power to re-arrange the resource structure. The stock
market lost its most element function owing to the divergent
investment return. Thus, stock market is weak-efficient market
in China according to the classification of Fama who was an
American economist.

Despite of this, the development of capital market, no less
profound than a peaceful revoluticn, plays an important and
active role in the evolution of economy system and the
development of economy. In addition to the capital market

induces a new basic system, various resident income distribution
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and the advance of ideology, it apparently results in change in
financial framework which allocate the social capital
advantageously by means of exploiting and enlarging the range of
resource allocation. The development of stock market makes it
possible that the material capitals, which can’t be detached in
physical are shared in value and are held by different investors.
Not only can it define property but also the property can be re-
organized by mobilization in the market which puts forward a
new governance structure of firm and arrangement of industry
structure.

The capital market has a hopeful and attractive natural
development prospects in China because it presents evolution of
resource allocation. To fully develop the capital market, it should

the

governments, firms and investors, especially the government and

regulate the behavior of market participants

the firm because the division of stock market is conducted by
government completely and the low efficiency of share capital is
resulted from the cobehavior of them. It is required to grasp the
overall function of capital market thoroughly and construct a new
market economy system ethics and moralities. And above all,
it > s imperative for the government to supervise the capital

market and to guarantee it operates in a fair, just and open way.
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