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ABSTRACT

As the development of china’s capital market, words
like fictitious economy, value creating, capital management,
are more and more frequently seen at mass media. But in
most cases these words are used, people are actually confus-
ed by the concept.

Meanwhile, the security markets in major economics,
has experienced more than three years’ continuous decline.
China’s security market also lost several hundreds billions’
market value. In the years of 2002, most China’s security
companies loss, after the industry experienced their first
popularity of capital expansion.

Most Chinese security companies owe their income de-
crease to the policy of liberalization of security transaction
commission. But, the US security companies, which had
experienced the same severe income decline lead by liberal-
ization of security transaction commission more than twenty
years ago, has seen a sharp rise of total income in 1980's and
1990's. Also some security companies explained their losses
by the fall of the stock index. While the global security gi-
ants still could get a ROE of 15% high, even in their third
bearish market year of 2003.

So the challenge on the industry lies on the understand-
ing of the situation, rather than the situation itself. Actual-

ly, the economists who thought China’s security industry
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will recover soon after a bull market, has drew a positive
conclusion too early. The perspective of the industry is de-
cided by its value creativity, which is not so easily to im-
prove. The passed losses only exposed the vital defect of
China’s security industry, which has been hidden for more
than ten years, when the security companies could live easi-
ly simply by the policy support.

Before 1990’s, research on the above subject is few in
China, because the security industry is completely new. In
1990's, scholars in universities and special research institu-
tions started pay more and more attention on this field.
Most work they did is a mass introduction of foreign securi-
ty theories into China, which is helpful, but cannot actually
lead the industry to the right road. The researchers in Chi-
nese security companies and China’s security exchanges, do
have more knowledge and experience on the industry. But
the detailed work they were required to do, limited their
deep thought on the question.

Thus the question was left to the year of 2003, when
Chinese security companies still see no hope of easily profit
earning, which they have experienced for ten years, and are
eagerly expecting for over two years.

This paper means to discuss the value creating of secur-
ity industry, from the perspective of its role on economic
value creation, its business management, capital operation,
and the history of the industry. Through the above re-
search, a business outline and development direction of the
industry should become clear, and the China’s security in-

dustry is expected to find the right way of business innova-



tion.

Work of this paper should be a positive start in the
field, which I hope to be helpful, to both the security com-
panies and the scholars who would contribute more to the

subject.
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