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The rise and fall of the spontaneous stock market in chengdu
proves the following propositioﬁs of the new institutional eco-
nomics: (1) The prerequisite of market transactions is the proper-
ty rights delimited definitely and protected efficiently ( Coase,
1960 ); lacking protection of property rights by formal legal
system, there is a possibility for an informal institutional arrange-
ment to emerge as a response to the opportunities to obtain profits
(North and Thomas, 1973; Lin, 1989). (2) Although we may
suppose there exists a voluntary organization to protect the prop-
erty rights within some extent, we can not imagine that such
property rights could be enforced widely without the authority of
the government (North, 1973). (3) If informal institutional ar-
rangements are beneficial to the government, or the costs to pro-

hibit such arrangements are too high, the formal institutional ar-
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rangements might be derived 1o arise ( North, 1981; North and
Thomas, 1973).

In April of 1992, according to some internal information or
expectation about that the stocks of the Ermi Mountain Salt and
Chemistry Corporation (EMSCC) would be listed in Shenzhen
Securities Exchange, some speculators began to buy in the stocks
and thé stock options of EMSCC and of other corporations which
were also expected to' be listed in Shenzhen or Shanghai. Influ-
enced by the bull stock markets in Shanghai and Shenzhen in July
and August of 1992, people began to trade stocks privately and
the transactions of stocks gradually formed an informal stock mar-
ket at Hongmiaozi street where is the location of Securities Trade
Center of Sichuan, the sole legal organization to run the business
of securities trade at that time. But all of the stocks and stock op-
tions issued at that time were registered, and the government
didn’ t allow people to trade stocks and stock options; the corpora-
tions issuing the stocks or stock options could not change the
names on them legally if the property rights of the stocks
changed. Such a trade of stocks and the property rights obtained
through the trade could not be protected by the government.

Thus at the early time, people had to transfer their ID cards
while they traded stocks for obtaining the rights guaranteed 1o the
names of the original stockholders. But such device” was too costly
and risky. The trade of stocks was limited.

Afterward, people began to use the device, the photocopy of
ID card plus the private treaty, to protect the rights in trade; that
is, the seller should provide a photocopy of his ID card and a vol-



untary transferring treaty while he sold stocks to the buyer. The
content of the treaty usually included the name, address and orga-
nization of the seller, and declared the seller will voluntarily trans-
{er some certain stocks to the buyer, and promise to provide neces-
sary help to the buyer when he needed to implement the rights he
brought in, such as to use the original ID card of the seller to claim
the dividend and so on. Transactions usually were reached under
the supervision of the third party who also signed the treaty. But
such an arrangement still needed to spend a lot of resources in the
transactions. There were only several hundreds people and 500—
600 transactions per day in the Hongmiaozi stock market in the
most-active time. '

Because of the pressure of some big stockholders and the wish
to push the price of the stock up, EMSCC firstly acknowledged
the legitimacy of the photocopy of the ID card; that means any
person as long as he holds the stocks and the photocopy of the ID
card of original stockholder, could enjoy all rights of a
stockholder. Such a new arrangement was rapidly imitated by oth-
er corporations. Lowering the transaction costs by the informal in-
stitutional arrangement, the spontaneous stock market suddenly
expanded. In the early of March of 1993, there were several dozen
thousands of people trading in the market every day. They came
here from 8a.m. to the time after sunset. A professor of economics
at Beijing University "describes that “along Hongmiaozi street
which is about three or four hundred meters long, there are three
or four hundred private traders sitting aside, each with a desk, on

which stocks are put one side, money is put another side”, “it is



said that there are 100 thousand people here every day no matter
whatever the weather is , and the volume of transactions reaches
10 millions per day”, “in the highest peak time, there are three
hundred thousand person-times here”. Until the middle of the
March, almost all kinds of stocks and internal options of stocks is-
sued by enterprises in Sichuan Province ( not including
Chongging) were traded in the market. The number of the kinds
of stocks and options at most arrived at seventy or eighty.

But the emergence and development of the spontaneous stock
market in Chengdu has violated the policy of the central govern-
ment, which stipulates that “internal options of stocks issued to
the workers within an enterprise can not be transferred”, and “the
stocks issued to internal workers can not be transferred within
three years after issued”. Therefore, the existence of the stock
market in Chengdu reflected the confrontation between the central
government and the provincial government, the fact that the latter
had the strength obtained since the economic reform to do so, and
the stock market in fact could bring about benefit to the provinc’ial
government: (1) luring money into the province rather than being
lured to Shenzhen or Shanghai; (2) promoting the transformation
of the province-owned enterprises to the joint-stock corporation.
A senior official at the City of Chengdu said, “we do not ban the
spontaneous stock market, and we can not do so.” '

With the developing of the spontaneous stock market, how-
ever, there emerged some problems. (1) The involvement of a
large number of people into the transactions of stocks brought a

great impact on the normal working order, especially those work-



ing at the departments of the government;(2) the saving deposit
in banks dropped sharply; (3) causing a heavy traffic jam; (4)
many enterprises issued stocks without the approval of the govern-
ment; (5) cheating behaviors appeared. Even some chaos took
place because of some stocks unauthorized by the government.

Thus the government had to reorganize the market: (1) to
prohibit mass media to publish or broadcast the information about
the stock market; (2) to redefine Hongmiaozi street as walking
street, afterward to move the market to the North City Gymnasi-
um of Chengdu which has a capacity of 100 thousand people; (3)
to discipline people not to trade stocks during their working time,
not to use public funds to trade stocks and so on.

It is not clear whether the central government put pressurc
on the provincial government or the latter considered the negative
effect of the stock market, the provincial government began to
take active measures to ban the spontaneous transactions of stocks
since the end of March and the early of April of 1993. Because of
the government’ s measures, the prices of stocks in the sponta-
neous stock market went down crazily. The kinds of stocks traded
in the market became fewer and fewer. The spontaneous stock
market in Chengdu finally collapsed after one month-plus flourish-

ing.
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