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ABSTRACT

Since high risk in securities market, almost everyone agrees that
securities market should be regulated. As the first step entering into the
stock market, public stock issue is regulated by all countries. In the year
1993 , China invoked two-level examination and approval system for public
stock issuance. But this system changed since 2001. The success in share
splitting reform of listed companies advances the reform of verifying system
of public stock issue. What affects the evolution of verifying system? Based
on the theory of transaction cost, this thesis focuses on the option of
contracts which government uses to decrease transaction cost. Furthermore ,
the author analyzes the orientation of the reform of verifying system and its
feasibility.

In this thesis, the author classifies transaction cost into two
categories—original transaction cost and secondary transaction cost. Based
on the classification, the author focuses on the option of regulatory
contracts which government uses to decrease these two tramsaction costs
which investors face when they enter into the stock market. The author
explores that;

(1) From 1993 to 2000, the central government chose contracts of
government warranty and power-shared contract between central and local
government. The reasons why a contract of government warranty was chosen
are as follows: A ) when investors entered into the nationwide stock
market, they faced serious problem of information asymmetry which
resulted in original transaction cost augmentation and the central
government had to help investors deal with the problem; and B) after
investors bought the issuers’ stocks, they faced huge secondary transaction
costs, and the government’s warranty was the only manner accepted by

investors that could bring down the cost during the period. The main reason
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why the power-shared contract between central and local government was
chosen is that the central government wanted to economize negotiation cost
and administrative cost. Choice of these two contracts not only has
contributed to the quick establishment of stock market which supervised
under central government, but also enriched the government’s regulation
experience of stock public issue which needed in the following reform.

(2) The power-shared contract between ceniral and local government
had been terminated since the year 2001, as the agency cost was too
high. But the contract of government warranty exists until now, mainly
because the government’s warranty is also the most reliable manner
accepted by investors that could bring down the cost.

(3) Comparing with the system of examining and approving,
registration system is more market-oriented,but it is premature to terminate
the contract of government warranty now. Current circumstances indicate
two elements should be considered when making judgment about the
timeliness to terminate the contract: the first is whether the investors’-
protection related judicial remedy has been well exercised, and the second
is whether the media-protection related legal system has been perfected.

Also based on the theory of transaction cost, the author explains the
reason why registration system should become the target of the reform of
Chinese verifying system of public stock issue. Furthermore, the author
gives some advices about system arrangements during the period of

transition.
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