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SYNOPSIS

This  book is intended for stockholders and would—be
stockholders.Revolving round the tone of the market &and the art
of investing ,it presents a panorama and a relatively detailed re-
scarch into the Chinese stock market with plenty of data and
graph,particularly the four—year—old Shenzhen and Shanghai
stock markets and their growing prosperity. It explores the
operational features of the Chinese stock market in the prelimina-
ry stage of socialism.As a book of popular readings,it includes
some basic knowledge of stock and stock market, touching such
practical issues as stock prices,prediction,the discovery. of blue
chips, the current procedures of stock buying and selling in
China, investment risks apd the requirements for successful
investors.



PREFACE

CHINESE STOCK MARKET— analysis of the tone of market
and the art of investing has reached its readers finally. 1t is in-
tended for Chinese stockholders and would—be stock—holders.

Like authors of any other books, we have great expectations
of our best endeavours. Our pragmatic objective‘ is to be a
cbnsultig guide for your succesful practice in the stock market
and accumulation of assets. More significantly,we hope it will be
helpful and beneficial to the development of the Chinese stock
market and the implementation of share capital system.

Stock market is likely to be relegated to gambling at casino.
One’s earnings are another’s losses. The existing assets are only
redistributed there. But we don’t think this view reflects what
actually happens. Because' casinos and lottery tickets do not
ccontribute to the increase of total assets while the total value of
stocks gocs together with the growth of economy.

According to the report of new developing stock markets re-
lcased by the International Finance Corporation,the total value
of the seven developing stock markets— in India, Indonesia,
Malaysia,the Philippines,South Korea, Taiwan and Thailand—
had increased by 850% between 1984 and 1989. This is incompa-
rable to any interest of bank deposit. A wise choice of corpora-
tions may lead to still greater carings. For instance the purchase
of ¥ 4 000 of the shares of Shenzhen Develbping Bank in May,
1987 had becn rewarded with expansions of stock and additional
subscription of increascd shares requiring payment-of ¥ 5000
odd in April, 1988, March, 1989, March 1990 respectively. In the
middle of November,199Q,its- toral price amournted to
¥ 1024 000. It took about three years for the investment o yield
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prdﬁls more than 100 times of the capital.

_Stock market may look too sophisticated to some Chinese
people. It is a completcly new business,a game we cannot alTord
tho play, thcy say . We must not forget that it has been forty
ycars since the closedown of Ticntsin Stock Exchange in July,
1952,which marked the extinction of stock on the main.and. Our
people are not quile prepared for its comeback. They are “lcarn-
ing warfare through warfare.” The study of the stock begins with
its buying and selling. As the saying gocs, the carly bird catches
the worms. Early investors arc making money the same way as
the pcople in arcas which initiated rcforms by implecmenting con-
tract systcm and markct economy did ycars ago.

Still morc significantly, we believe the rise of the Chincse
stock market may act as a radical incentive to the current
cconimic reforms,thus opening up a new socialist path of Chincsc
charactcr.

According to Marxist cconomics, the productive forces are
the most aclive and rcvolutionary factors which determinc pro-
duclive rclations. Production rclatoins have to be fit for the de-
vclopracnt of the productive forces while the former counteract
the laticr, possibly accclerate or hamper the latter. Thac rcforms
over the past decade are practically reforms of productive rela-
tions in ai. attenpt to makc them more suitable for further devel-
opment of production forces. The brightest chapter of the re-
forms is the implemcntation of the responsibility system by con-
tract of coordinated production in the rural arcas, which achieved
amazingly great success. The key to success lies in the conncction
of work with the worker’s personal interests. Unlike agriculture
in which farm output quotas is fixed for cach houschold or each
person, the socialized industrial production cannot be improved



Lkkewise. Although there has been more commitment to reforms
of urban cconomic systcm in both thcory and practice, in the
form of a grcat diversity of contract systems, these contracts are
no more than realization of the responsibility of the enterprise for
the state or the responsibility of the factory dircctor for the state.
The individual’s work and his personal interests are nat directly
rclated. We believe this is a major reason for the urban reforms to
be doing far more poorly than the rural reforms. s there any pos-
sibility for the application of corporation and stock market to
solve the problems of urban reforms?

‘Having noted the revolutionary function of corporation,
Marx pointed out that “corporate ownership— the abolishment
of private ownership within the capitalist system,” and that it is
“the potential abolishment of the ownership of capital subordi-
nate to that system.” (On Capital, People’s Press, 1975. vol.3,
p429-499)

The concept: of legal person representated by corporation
which has developed since the 50’s of the nineteenth century
keeps private ownership apart from the manners of owning social
production means. It is the socialized legal person,. nat the indi-
vidual person, that becomes the owner of thc production means,
The vitality of the corporation system li¢s in its combination of
different owners into one body, which realized the socialization of
capital formation (initiation,organization, increase ol shares,
merger and dissolution of the corporation are handled beyond
the control of a particular stockholder, or take the form of which
personal control is legally impossible). the socialization of capital
(it uses the legal person to provide the production means with le-
gal protection and treats the joint capitaias independent social
riches, and therefore prevents it from the infringment of individ- |



ual stockholders— the subscription of shares means losing the
control of the corporate assets or means of production), the
socialization of the application and assessment of the-capital (the
corporation is administered by professional management; the
fluctuation of the stock prices and the complete circulativencss
offer the social mechanisms for replacement of incompetent man-
agers and elimination of poorly managed corporations).

This practice not only enables the corporation to achieve the
freedom of capital amassment but makes it the most competitive
mode suitable for the increasing socialization and diversification
of nroduction. Thus, the creation of corporation negates the pri-
vatc owncrship of production means in the following ways. As
long as the corporation exists, the stockholder cannot be the
identifiable legal and actual owner of production means; the indi-
vidual stockholder acquires the right either when he ceascs to
hold the stock (the stock is transferred) or when the corporation
ceases to exist (in case of liquidation). Through the socialization
of production by corporation, Marx discovered the possibility of
"reorganizing the individual worker’s ownership on the basis of
coordination and joint ownership of all production means in-
cluding land”. (On Capital, Ching Social Sciences Press, 1983,p
826) Marx further pointcd out that "the capitalist corporation
should be viewed as the transition from the capitalist mode of
production to associated mode of production; in the former ,the

opposition is negative sublation and in the latter, positive
sublation:” (On Capital, People’s Press, 1975, vol.3, p498). In the
paét a few decades we have not made serious studiss of what
Marx said in this respect.We simply identified corporate owner-
ship with oﬁpitalism, not to speak of the unders-tanding of the fact
that the contradiction of the corporate socihl -assets with private




assets had been positively sublated under the circumsta:ices of as-
sociated mode of production, more precisely, the socialist mode
of production.

It was only during the ten year’s reforms followirg the 3rd
Plenary Scssion of the 11th Party Congress that we were able to
theoretically reflect on what Marx had said and conduct the ex-
periments of corporation-reforms in practice. In the latcly—re-
leased “Proposals of the Central Committee of the CCP Concer-
ing the Ten—Year Program of the Developmsnt of National
Economy and Society and the Eighth Five—Year Plan”, the Cen-
tral Committee once again reiterates the neceséi;y for continuing
the cxperiment of corporation and promiscs to issuc more bonds
and stocks gradually and tighten the control, to expand financial
markets and enhance the circulation of nccessary fundé, start and
improve stock exchange in the cities with better conditions and
institutionalize standard business regulations.

At the beginning of 1988, I consulted James S. Duesenberry,
dean of the school of economics of Harvard University and se-
nior official of the Federal Reserves Bank, about the role of stock
market in the development of a country’s economy. He pointed
out that # the role of stcck market is much grcéter than the means
of large—scale and long—tcrm financing.” YA more important as-
pect is its great improvement of the cnterprise’s economic benefit
as a result of the stockholder’s serious concern over the
enterprise’s performance and their influcnce on its managerial
behaviors”. “Lastly, stock market can indircctly increase the ac-
cumulation of social asscts and supply capital, for the stockholder
prefers the prospective higher stock prices to the present divi-
dends on stock, making it possible for the corporation to have a
larger rctention of profits as a source of funds for further
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investment”

Spcaking of Chinesc cconomy, Ducsenberry continued,
“there should be a fantastic futurc for the development of stock
market considcring thc on—going cconomic reforms in this coun-
try.” "There is little transparency in Chinese enterpriscs.” “The
socicty lacks an impartial mechanism as well as the funds for
modernization.”

Prcviously referr'ing to the scven ncw developing Asian stock
markets in the past five ycars, we pointed out that the stock mar-
ket develops in pace with the economic growth. Therefore, our
confidence in Chincse stock market is determined by our confi-
dence in Chinese economy.

Is there a clear and bright prospect for Chinese cconomy?
The prediction should be bascd on the past and the present.
Looking back to the past, we realize that we are in wonderful
times. Another real revival of the nation has begun in its long his-
tory. Fiftecn ycars ago we were on short rations (500kgs of mecat
per capita fortnightly). It is not difficult to tcll what Chincse
economy will look like in fiftecn yecars to come.

The Chincse stock matket is still a baby learning to walk.
The decisive step has becn taken and a future of infinitc opportu-
nities lics ahcad.

“Let’s dance wherever there are roses!”

Hu Dinghe

Notes: The preface and chapters 1,3,5,6,7,8,9 are compilcd_and written
by Hu Dinghe. Chapters 2, 10 and the appendix are compiled and written by
Chen Binghong. Chapters 4, 11 are compiled and written by Lei Xiaoyang.



