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Abstract

Shanghai in modern times was the window of old China. Financial markets in
shanghai were sign of Chinese markets, which had obvious signature.

At that time, Shanghai were called finance center of Far East, Oriental New York
or Chinese Wall Streets.

Shanghai Standard Gold Market was an important market in modern China. Most
standard gold was traded in Shanghai Gold Exchange. Pre the war of Anti — Japanese,
Shanghai gold market was a sole gold market, whose organization and scale were
inferior to both London and New York markets, but superior to both Paris and Tokyo
markets. Shanghai Standard Gold Market was the third gold market in the world, whose
trade — volume was large every day, so it was paid attention to domestic finance factors,
also to Euro — American and Japanese finance factors and to effect the price of gold and
silver in the world.

Shanghai Standard Gold Market was an important part of finance markets in
modern Shanghai, but also was signature of international finance center in Far East.
Through using methods of history, economics and finance, researches about evolution,
market efficiency and regulation system of Shanghai Standard Gold Market have been
drawn. Furthermore, conclusions on success and failure of the market have been
summed up. The paper brings some new connotations to the history of modern Chinese
economy, especially the history of modern Chinese finance, thus providing necessary
experience and lessons for the sound development of the contemporary Chinese
commodity future market and for the foundation of the coming financial future market.

Compared with other research achievements, this thesis digs into the history of

Shanghai Standard Gold Market and its management system in a systematic and
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complete manner. In addition, by using theories and models of econometrics,
conclusions have been done that Shanghai Standard Gold Market was of some
efficiencies and better fluidity.

The whole thesis is composed of six chapters.

Chapter one: World Monetary Standard System. This chapter consists of gold
standard, credit standard and effects of gold — silver price ratio on Chinese economy.

By looking back to monetary standard system, the effects of gold - silver price ratio
have been drawn, and there came into conclusions that Chinese silver standard system
was a laggard monetary system, and its reasons were ascribed to silver history in
China.

Chapter two: Shanghai Standard Gold Market. On the basis of evolution of the
market, by using theories and models of econometrics, there is an empirical analysis on
relationship between Shanghai Standard Gold Market and London silver market.
Therefore, there are conclusions that Shanghai Standard Gold Market was an
international gold market, which was of large organization and scale, and especial
characters of self adjustment and self development.

Through applying Granger Causality and Co-integration test to the prices of
London’s silver and Shanghai’ standard gold, there are following conclusions:

Before A. D. 1931, the two markets had a bidirectional causality relationship,
and also affect each other. In addition, the prices of the both markets had steady and
balanced relationship in long times, that is to say, the movement of the prices of silver
and gold had opposite direction trend. Besides, by using Error Correction Model
(ECM) , there is a conclusion that Shanghai Standard Gold Market is of characteristics
of self adjustment and self development so that avoids the venture of foreign exchange
rate from gold — silver price ratio.

Since 1931, with gold standard monetary system being abandoned and credit note
depreciated, both gold and silver had an increasing trend, which broke the long
equilibrium relationship between silver and gold, and same direction movement.
Besides, under directly controlled by the Kuomintang’s government, domestic financial
market was separated from foreign financial market and the status of international

financial center was deprived from Shanghai.
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Chapter three: Efficiency of market price discovery. The chapter was composed of
two empirical analyses on both price discovery and lead-lag relationship between future
and spot markets.

Through an analysis on price of future and spot markets, there are some
conclusions that Shanghai Standard Gold Market was of the function of price discovery
in short period (30 days), at the contrary, at other time, the market did not had the
function.

About an analysis on lead-lag relationship, by using normal GS and Granger
Causality test models, there are some conclusions that sometimes the market was of the
function of price discovery, but sometimes did not have.

In a word, Shanghai was not a ripened market, which had been decided by
Chinese politics, economy and market management system etc.

Chapter four: Efficiency of market hedging. Through testing hedging ratio, there is
a conclusion that Shanghai Standard Gold Market was of the function of hedging in some
extents.

By using traditional OLS to estimate best hedging ratio of standard gold future
contracts, characteristics and effectiveness of hedging are analyzed.

Chapter five: An analysis about market fluidity. On the basis of looking back to
relative theory and some estimating index, there are statistical analyses on trade volume
of Shanghai Standard Gold Market, also there is a conclusion that Shanghai Standard
Gold Market was of better fluidity.

There were some other factors, such as trade system, terms of future contracts,
market anticipants and methods of market transaction.

Chapter six: Self management of Shanghai future exchange market and the
government’s regulation system. By using the method of history and economics, the
market managements system is analyzed from the different views of self management and
government’s regulation system, and there are following conclusions:

1. The rules and regulations for the self-disciplined management of future trade
were carried out. A future exchange is the most fundamental self-disciplined
organization. Its basic function is to promote the reasonable price and circulation of

future goods. Therefore, future exchange should prevent the over-speculation and
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protect the free change of the prices of future goods, and punish the brokers who have
violated the rules of future trading. All the future exchanges in modern Shanghai laid
down the relevant rules for self-discipline. Furthermore, in practical operation, these
rules were enforced.

2. The government’s regulation system was the style of autarchy. Whether in the
reign of the Beijing government (1912—1927), or Kuomintang government ( during
1927—1937) , the regulation of whole future market in Shanghai was carried out almost
by central government. Under the regulation of Kuomintang government, the market
function was failure. Furthermore, domestic financial market lost innovation and
independence and was deviated from foreign financial markets, resulting in that
Shanghai was deprived of international financial center. Besides, big men with
privileges could make use of interior information from the national government to make
extra benefits, to make market system worse and get people into deep calamity.
Therefore,, the management style of government autarchy is the important reason for the

government’s failure to regulate the future market.

Key Words: Shanghai Standard Gold Market in Modern China, Market

Efficiencies, Self — disciplined Management, Government Regulation
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