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Abstract

Through researching the historical process of the negation of
negation of the theory of free finance and analysing the dull in-
hibited conditions of Chinese financial market, this artical has
proved the urgent need to make innovations, concrete tactics and
strategies ways for Chinese money market. The innovation, which
‘plays a key role in the development of Chinese xﬁod_ern economy
and in the process of establishing and perfecting the socialist
market economic system, will surely promote the economy con-
tinued development. The dull i‘nhibit.ed and deadlock conditions
of the financal maket would holdback or even destroy the rapid,
healthy and systemetical development of the national econoiny.
And only by speeding up the innovations of the financial maket,
can be build up a healthy maket economy system and turn the
inordinate economic order into an ordered one, which in turn will

speed and enhance the Chinese economy.



This artical is divided into eight parts and it contains in each
part some ideas of inno'vations. A brief summary to the eight
parts go as the following. ®

1. Introduction; Fmancml market s iInnovations and econom-
ic development.

The basic train of thought. Yo discuss the definitions and im-
plications of innovations in both financial system and money
market, at the same time, to state out the concept and category of
“Financial stringency (Dull Finance),” corresponding to the con-
cept of “Financial market innovation,” as the supplementary the-
ory to the financial supression-theory which does not explain the
charactor of Chinése money market that has long been affected
by the old planned economy system; to explain the seven vital
connections between the Chinese money market innovation and
future development of economy. | |

2. The Negation of Negation in the theory of free finance.

~This part mainly deals with the historical develooping pro-
cess. of the theory, from which one can find it’s objective law.
Currency, interest, and the theory of financial market, from the
early classical school, have been known for almost three
hundneds years, during which the theory obviously experienced a
spiral development of the negation of negation, from early free
finance to the inbibited finance afterwards, and again return to
free finace of course, Iﬁ;)rdern finanicial free theory is not the res-
toration of the original theory as it seems to be more profound
and comprehensive than the old one. This seemingly restoration
unwillingly occured in this historical period, which was once even -
6



against the government’s will, but it is an‘inexorable law of histo-
ry which cannot be resisted. by anyone and any force.

" 3. Analysis of the Present Dull and Inhibited Situations in
china’s money market.

It uses examples and standardizing analysis, comparison and
contrast and studies the rigid, dull and inhibited situations in
china’s money market. Around this subject, it analysis the situa-
tions from four aspects: money supply and inflation under the
dull inhibited finance; unbalanced financial assets structure; cred-
it expansion and credit efficiency; the unchangeability' of the In-
terest Rate under the influence of the dull and suppressed finan-
cial market. .

4. Innovations of china’s money market.

The basic way of thinking is that in the innovations of
China’s money market, great efforts should be made to the devel-
opment of china’s trader’s market which considered not only as a
place for replenishing the legal reserve funds, but also as a finan-
cial resources, by using short term settlement of accounts and
solving the problem of the lack of money for a long time. At the
same time, it is maitained to carry out the reform of reserve sys-
tem, and improve the legal reserve ratio; to make further
developent of short term bomd market, and increase the propor-
tion of the direct financing, to control strictly the money supply
and release in the financial market.

5. The innovations in china’s stock Market.

As studying China’s capital market (mainly refers to stoch
market), we think that china’s financial market, especialy capital
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market, must be the market of stocking to play a leading role,
that is to say, the market must be the combination of indirect fi-
nance with direct finance, and also put the dominant on direct
monetary, as its essence. Financial market shous tﬁe trend and
tendency to stock dominant and widely use bond and stock. We
also think that China’s stocking market should be one with a va-
riety of stocking and shares as its important part; and we should
speed up the internationalization of China’s stock market, which
will be the advancing dircction afterwards.

6. The Innovations of the Intevest Rate Mechanism in
china.

The basic methods of working is to analyse what on earth is
the decisive factor of rate by studying the three developing stages
of the Interest Ratermination theory. The conclusion is that it is
an objective law to put interést into market; this law was gained
an truth by the economists through several hundreds years” hard
working: and it also meets the demand of financial expansion.
The innovations root in putting interest into market and loos-
ening the restrictions; the central Bank only programme, revise
discount rate and reserve ratio; and to carry out the mechanism
of hundreds rate of central Ii.ank, and to implement the policy of
combining the discount rate, releasing rate and deposit reserve ra-
tio adjustment, and regulating (changing) the use of discount rate
and opening the business together.

7. The Innovation of middle ‘Finarcial Ageney in china’s
Money Market. | '

As probing into this question, we think, in the financial field,



it is right to maintain differdnt economic forms; to develop banks
run by the people (referiang to the stock commerce bank and the
private Bank by must right develop); to implement scope to
reconstitute the present four special banks (to remove these four
special general banks and divide or rebuild dozens or even hun-
dreds stock commerce bank) to expand nonbanking monetary es-
tablishment and increase them finance percerntage, the rate to
about 40—50 percent in the property financial ratioc. N

8. Research about opening Markétbperations_in china.'

When studying the innovations of the means of chinése
monetary policy, we maintain opening market operatiolns which
is the powerful way of economic control in chinese market, and
the most important tool of monetary policy. So it shoude be car-
ried out as quickly as possible. To meet this requirement we ad-
‘Vocate to accelerate float short term treasury stock in china. in
the near future, and lower its rate; and to consider stable
curroney value as the final goal of opening market operations. on
such basis, the economy can be increased. The mechanism of
opening market operations in china should experience two peri-
ods; and to establish such mechanism, state opening market
commitee should be set up which should incluele consisting nine
to eleven economists which are under the directly leadershlp of
National people’s congress.
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