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Abstract

The Chinese capital market is mostly composed of four parts; Shanghai and
Shenzhen securities markets, property and intellectual property exchanges (PIPEs) that
total about 260, grass-root private equity activities, and merges and acquisitions
(M8As) by leading financial institutions with the participation of international
investment groups. These four components have been evolving and growing in parallel
and showed a tendency of weak convergence in the last few years. More interestingly,
they have formed a dual structure in the Chinese financial market, in which the security
markets and the M&A market represent a set of institutions that are exogenously
borrowed from developed economies, particularly from the US capital market, while
the other two are endogenously generated. Such a dual structure in the financial market
remind us of the dual system in the manufacture sector when China tried to modernize
and open its traditional economy in the second half of the past century. What measures
and institutional arrangements China could take to avoid the dual-system dilemma of
market integration is a epochal challenge. A successful answer will award China a
significant contribution to the development of world financial system.

In 2008, the endogenous and exogenous components of China capital market
exhibited distinct patterns when faced with international financial crisis. For instance,
the top 10 PIPEs grew at a rate of 13. 7% while the Shanghai average index dropped by
65.39% and the transaction volume in the Shanghai and Shenzhen Exchanges decreased
by 42.3% . More importantly, a potential structural change has emerged in China
financial market, the transactions in the 260 PIPEs involved 407. 2 billion Yuans, 3. 92
times the 103.7 billion Yuans involved in the IPOs in the Shanghai and Shenzhen
Exchanges in 2008. By contrast, the former was only three quarters of the latter in
2007. The endogenous institutions seem to demonstrate more strength and sustainability
when confronted by outside shocks.

The Annual Report comprehensively discusses the fast growing component of
China financial system-the property and intellectual property exchanges ( PIPEs). As

endogenous institution, the spot market group of PIPEs has been shaping the expansion



path and converging equilibrium of China capital market. Perhaps it is time for China,

after learning from the Western for over a hundred years, to contribute some

institutional innovations of her own to the world. The report discusses economic °
theories and practice involving the Chinese PIPEs. It is comprised of five sections to

deliver our findings: (1) the four components and their trading patterns in China

Capital market; (2) a concise history of China PIPEs; (3) an international

comparison of China PIPEs and the limitations of mainstream economic theories in

understanding the nature of China PIPEs; (4) descriptive statistics of PIPEs and its

aggregated effects on macroeconomic variables in China economy; (5 ) the

development of China PIPEs and the future of China capital market.
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