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ABSTRACT

Theoretical Base .

The famous book of Goldsmith, Financial Structure and
Development, tells an important question, i.e. the relationship
between financial structure, development and economic growth.
It also discovers twelve factors with regularity nature, founds up a
new way to study financial problefns, and set up the bases of the
Theory of Finance and Development. But with regret, Goldsmith
did not mention the impact of institutional changes on financial
development in his remarkable book, and at his times the question
of economic system transformation in a country such as China did
not exist or happen. Until now, to study the adjustment of finan-
cial structure with an eye of institutional change is still an un-
ploughed land in field of theoretical study. This article is attempt-
ed to take a try in this respect to make up with the prior theories.

Goldsmith started from the financial assets, with the respect
of Gross National Product (GNP), financial institutions and fi-
nancial instruments, took a study of financial structure and drew
quite a few valuable conclusions. But in the authors opinion, it is

not enough to only care about the constitutions of financial struc-
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ture and financial instruments, also should we take a view at the
structure of financial market, and the internal constitution of fi-
nancial regulation framework. Therefore, financial structure is
namely the means of internal relationship between the market
body (financial structure, regulation structure and non-financial
structure) and the market instruments (financial instruments and
financial market practices) of the quantities, scales, percentages,
quotas, etc. The author names the financial structure as the sum-
mation of the ownership constitution of financial activity bodies,
the constitution of financial structure and financial instruments,
the constitution of financial market and the constitution of finan-
cial regulation framework. Based on the study of Goldsmith, it
investigates the new development of financial structure in the
world in late 30 years, defines the constitution of financial struc-
ture all over again, broadens the connotation and extension of
Goldsmith’s definition, and reflects the regularity of the evolution

of financial structure during the period of institutional change.

Basic Framework and Main Points

On the basis of above-mentioned theoretical study in two re-
spects, and because of the changes of resource allocation patterns,
there are many important factors that have an impact on the evo-
lution of our country’s financial structure during the period of eco-
nomic system transformation. They include the change of peoples
activities, the system transformation of state-owned industrial and

commercial enterprises, the reforms of financial system and ad-



m 3

justment of benefit-sharing forms, the furthering of economic
growth disequlibrium, and the expansion of opening policy with
the deepening of financial risks, etc. This dissertation is thud di-
vided into 9 chapters to further analyze and study the role of these
factors on the evolution of financial structure, and also takes its
emphasis on their characteristics and regularities, then mentions
an useful and practical way to adjust and improve the financial
structure.

Chapter 1 mainly tells the financial structure in institution-
al change and the decisive factors of its evolution. It defines the
connotation of financial structure all over again. Jumping out of
the method of dividing the types of financial structure according to
the internal factors of financial structure and starting from the ex-
ternal financial structure, i.e., it regards the patterns of resource
allocation in some ownership system conditions as the standard of
different types of financial structure. Then it divides the financial
structure into three types, the developed financial structures of
capitalist marketing economy, the traditional under-developed fi-
nancial structure of socialist planning economy and the f{inancial
structure during the period of the transformation from planning e-
conomy to marketing economy in socialist rudimentary stage.
Theére exist some identical decisive factors between the evolution
of our country’s financial structure and the western countries; also
it has other special decisive factors during the transformation peri-
od.

Chapter 2 tells the changes of periods of saving and the ad-

justment of an individual financial portfolio structure in institu-
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tional change. In western theory of the saving life cycle, there
does not exist the expectation of institutional changes in one's ex-
pectation. China’s individual consumers — savers are not sure of the
impact of institutional changes on themselves, and in the reform
process there are many changes affecting the individual's consum-
ing-saving activities: the changes of income sharing syétem, the
changes of consumption patterns, and the reforms of social insur-
ance system. After the reforms and opening for 20 years, the
sharing of national income is obviously inclined to the individual.
And the patterns of turning save into investment are conversed
from bank-oriented typed to market-oriented type. Then the fi-
nancial structure will so surely be taken into the form in which the
securities credit plays a dominant role. These changes show the
perspective of the adjustment of China's f{inancial portfolio struc-
ture.

Chapter 3 tells the reforms of enterprise system and the ad-
justment of firm’s financial structure. With regarding to the re-
forms of state-owned enterprises, modern enterprise system must
be set up and its essence is to reestablish the principal-agent rela-
tionship between the investors and managers. The financial struc-
ture of the whole society decides and affects the firm’s financial
structure. Under the background that indirect finance plans the
dominant role and direct finance develops fast, the character of a
firm's financial structure is low interior-finance and high exten-
sion-finance. In exterior finance, the rate of indirect finance is de-
scending slowly, but it does not essentially affect the firms,

which means the pattern of our market finance is falling behind.
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The bad performance of state-owned enterprises gives rise to
the serious problem in the quality of bank assets. While furthering
the reforms of state-owned enterprise, we should also clear the
non-performance assets of state-owned specialized banks to the
largest extent. There are some usual ways of guaranteeing the
competitiveness of state-owned enterprises through the reorganiza-
tion of state-owned enterprises, which can carry out by mergers,
turning debts into equity and reorganization through changing
forms. These three types have taken an efficient effect in practice
to a different extent. And the problem of nation-owned equity and
corporate equity in history should be settled in a gradual way ac-
cording to the different situations. At the same time, “the second
Board” should be cultivated and developed. The forms of combin-
ing debt financing and equity financing should be studied and the
market of convertible bonds market should be further developed.

Chapter 4 studies the reform of financial system and estab-
lishment of the new framework. The adjustment of financial
structure includes the increase and adjustment of the financial in-
stitution themselves, which is related to the financial system’s own
reform. Only if the main incentive patterns and restraint patterns
of state-owned commercial banks are built up to turn them into
the competitive entities, then form the multi-type, multi-layer
framework that is helpful to develop competition and raise effi-
ciency. Including new commercial banks, co-operation {inance,
policy banks and non-financial institutions, etc. can the improve-
ment of financial structure be possible. And it should be pointed

that the diversification of financial structure is not only the on the
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types. The more important is the diversification of the owner-
ship.

Chapter 5 tells the many-sided influence on the financial
structure by the reform of financial system. First, the form of di-
verse subjects according to different interest is one of the impor-
tant elements, which promotes the diversification of financial in-
stitution and instruments in our country. Second, the scope of in-
vestment and financing of public finance is reducing, and policy
banks and enterprises invest in infrastructure construction and so-
cial welfare, which promote the transformation of financial insti-
tution. The third tells the establishment of social security system.
Parts of fiscal expenditures have been changed into all sorts of
funds, which promote the form of all kinds of financial instru-
ments. The fifth is about the reform and increase in quantity of
public debt, which plays an important role in changing the struc-
ture of the financial market. Influenced by it, the adjustment of
relation between creditors and debtors has changed the structure
of financial supervision system. To emphasize it, the adjustment
of financial structure needs a great deal of central financial re-
sources reversally. To this point, the author considers that action
should be taken to invigorate the state-owned property extensive-
ly, and not to change it into private-owned property but change
them from physical assets into monetary ones, and also the state-
owned enterprises will be invigorated and the tax revenue will be
raised largely.

Chapter 6 tells the differences of economic development and

financial structure. The economy decides the finance, so the gaps
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between the different regions and also between cities and rural ar-
eas must be manifested totally and structurally during the financial
operation. Obviously, the FIR of coastal areas is higher than that
of national average, and also higher than that of the areas in Mid-
west China, where exists the financial depression to various de-
grees. That is decided by the level of economic development. It is
inevitable that the regional financial structure should change from
the administrative equilibrium into market non-equilibrium. Con-
cerning the adjustment of the regional financial structure, to my
opinion, Hong Kong should maintain its position as international
financial center in our country, even in Far East. And provincial
capital and Special Economic Zone as regional financial centers
should play a leading role in the development of the small and
medium-sized cities around them. Thus, the three layers financial
structure can be formed.

The difference of financial structure between the cities and
rural areas is decided by the difference of economic level. It indus-
trialization of rural economy, which is related to the monetariza-
tion, must be companied with the reform of financial institution.
We should learn from the developed countries to establish the mu-
ti-layed financial system in rural, and provide various service.

Chapter 7  tells the transformation of financial structure
during the opening to the outside world. The open is bound to
promote the intensification of domestic finance, and to influence
the composition of financial assets. And it expands the scope in
which the economic subjects can chose the forms of financial as-

sets. Foreign financial institutes are approved to operate business
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about RMB domestically; thus financial system has its new mem-
bers. Foreign change control system is connected with the poli-
tics, the economic structure, the level of the economic develop-
ment, and the currency system. QOur current foreign exchange
and keeping a large room for foreign debt is transitional measures.
The free convertibility of RMB is the open in finance, which will
influence national economy profoundly and largely. We should
take the warning from the other countries and chose the opportu-
nity carefully to decide the steps of free convertible of RMB.
Chapter 8 tells the monetary policy and macroeconomic
regulation with the adjustment of financial structure. The means
of macro-regulation varies with the deepening of economy devel-
opments and system reforms, while the main, measure changes
from administrative intervene to economic means. The financial
industry is in the process of development, structure adjustment
and institutional innovation. Since the work of monetary policy is
still limited, we should deepen reform to cultivate the system en-
vironment for the three policy tools — interest rate, deposit reserve
requirement and open market operation. In the past 20 yeas’ re-
form and opening, experiences have been accumulated on promot -
ing economy during deflation while soft landing economy during
over-heated. We should deepen the reform on macro-management
system, consolidate current achievements and perfect fiscal and
taxation policy, monetary policy and investment policy, thus to
ensure the healthy development of national economy. The author
suggests reducing taxation burden drastically and establishing a

new system to transform deposits into investment efficiently.
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Chapter 9 tells the prevention of financial risks and perfect
of financial supervision system. Financial risks are common prob-
lems faced by market-oriented countries throughout the world.
Under planning economic system, financial risks are reflected in
means of economy slowdown instead of problem occurrence in sin-
gle financial institute. Under market economic system, financial
crises can be divided into macroeconomic and microeconomic phas-
es. In consideration of financial crisis experiences and lessons,
there are a lot of things we can learn from: Monetary economy
should be based on material economy, otherwise, bulb would be
produced to shake the stability of financial system. A stable
macroeconomic environment is the basis for the normal .operation
of financial system, therefore, it is the direct frontier deff;‘nse-a-
gainst financial risks to strengthen financial supervision and fasten
system reform on financial management. The opening of financial
markets with developing countries should be advanced step by step
in accordance with such factors as the maturity of financial mar-
kets and the strength of {inancial supervision. In point of micro-e-
conomic phase, the opportunities of regulation-violating opera-
tion, the misdisposal of relationship between banks and enterpris-
es and banking asset risks transformed from enterprise manage-
ment risks.

At present, three aspects of problems should be solved to
prevent and resolve financial risks. First is to withstand the nega-
tive effects of Southeastern Asian Financial Crisis and maintain
the rapid economic growth with non-devaluaton of RMB. Second-

ly, to solve outstanding problems of low efficiency of state com-
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mercial banks, low net capital ratio and high non-performing asset
ratio. The author thinks it is a good countermeasure to establish
AMC while “vacuum” produced afterwards should be filled up by
public finance through bond-issuing. The last is to create a
healthy and ordering financial environment by managing financial
orders and perfecting financial supervision system.

The stability and development of fianc * e is the important
condition for social progress. Therefore, the f{inancial sustainable
developing system on the basis of economic sustainable develop-
ment should be established. The foundation of socialist market-
oriented economic system is the legal ensurance for financial sys-
tern, including financial market system, financial institute system
and financial supervision system. In short, to maintain the sus-
tained development of finance, to ensure the advance of our finan-

cial reform toward international financial practices.
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