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Preface

By Liu Hongru

Until recent years, the stock system and capital markets have long been re-
garded ideologically as a means of private production, and something in the for-
bidden zone exclusively attributed to capitalism. But with the establishment and
development of a Social Market Economy, people have gradually realized their
indispensability to economic development. Classical Marxist theory deems the
stock system as highly socialized and “developing the useful and discarding the
useless” in the private ownership system. It is the best way to develop the best
form of communism. This thinking forms the basis of China’s capital market
experiences. Thus the capital market has attracted the spontaneous participation
of all levels of society.

The notable “Southern Speech” made by Mr. Deng Xiaoping in the begin-
ning of 1992 created a historic opportunity for development of China’s capital
market, eliminating various taboos both on some weighty theoretical problems
and a few practical ones. Furthermore, the documents of the 15th Congress of
the Chinese Communist Party and the enactment of China’s Securities Law
marked the shift of China’s capital market from an experimental stage into an
all-around developmental phase. The capital market has become an important
part of China’s Socialist Market Economy, progressing gradually into the track
of development under regulation.

As for securities regulation, it has progressed from local regulation to na-
tionwide regulation. About 250 regulations, judicial interpretation, rules of gov-
ernment bodies and other regulation concerning corporations and securities were
promulgated one after another, which included but not limited to the following:
The Company Law of the P. R.C., The Provisional Regulations for Stock Is-
suance and Trading, The Regulations on Domestically Listed Foreign Shares of

Joint Stock Company, The Regulation for the administration of Securities In-
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vestment Funds, The Securities Law of the P.R.C., etc., all of which consti-
tuted the framework of China’s securities law system and had laid the legal
ground work for “Regulating the Market according to Law”. Most of all, the
passage of the Securities Law of the P.R. C. played an essential role both in rec-
ognizing the importance of the securities market and establishing a platform for
its future regulation and development.

Similarly, China’s Securities Supervision System has much progressed. On
Oct. 1992, the State Council approved the establishment of the Securities Com-
mittee of the State Council and the China Securities Regulatory Commission to
exclusively perform the duties of supervising the securities market at the national
level. Thereafter, corresponding securities supervision agencies were set up in
various provinces, with certain supervision duties conferred by China’s Securi-
ties Regulatory Commission. In 1998, the State Council revoked the appoint-
ment of the Securities Committee of the State Council and shifted its work to the
China Securities Regulatory Commission. From that time onwards, according to
the decision of the State Council, the China Securities Regulatory Commission
directly leads all local securities supervision agencies, thus forming a unified, na-
tional securities supervision system.

Besides, with the approval of State Council, two Stock Exchanges were
separately set up in Shanghai and Shenzhen, which greatly promoted the devel-
opment of the securities market.

In retrospect, China’s securities market contributed greatly to various as-
pects of economic development, such as raising public funds, optimizing the al-
location of resource, enhancing the efficiency of fund deployment, promoting
the reasonable adjustment of the economy, facilitating the reform of the financial
system, and so on. Most of all, the securities market made historic contribution
to the transformation of the management structure for large and medium-sized
State Owned Enterprises, “SOEs”, accelerating their reform and development
and becoming the driving force behind the strategic restructuring of the manage-
ment of state-owned assets.

In recent years, significant achievements were made in China’s securities

market, while some notable and worrisome problems have emerged. The securi-
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ties market now in its initial stage has not yet fully developed. The market finds
1t difficult to meet the urgent needs of the many large and medium-sized SOEs
for stock and bonds issuance, and supply and demand are mismatched. The dif-
ficulties encountered in the transformation from a centrally-planned economy to a
socialist market economy and the consequent need for SOEs to adjust, represents
an additional challenge to the securities market. There is now a prevailing say-
ing: “After eating up the Government’s finances, SOEs begin to eat the banks.
After eating up the banks, SOEs begin to eat the stock market”. Some people
think that government policy favorably inclines the stock market to large and
medium-sized SOEs, reflecting a policy of “poverty assistance” (of SOEs). Peo-
ple are also perplexed by the policy of requiring listed enterprises to carry enter-
prises operating in the red and not those with development potential, and people
thus worry about the risk of this policy doing harm to the stock market. This
kind of anxiety is of course, understandable. So, the conflicting interests be-
tween boosting the interests of SOEs and the maintenance of the securities mat-
ket’s sound development remain to be tackled properly.

Here, first of all, we should bear in mind the fundamental notion that the
China Socialist Market Economy is rooted in the SOE. SOEs hold the primary
position among all Chinese enterprises and play the leading role in developing
key industries concerning the national economy and the people’s livelihood. Be-
cause of that, the reform of SOEs is central to the reform of our national eco-
nomic system and the establishment of China’s Socialist Market Economy.
Therefore, the listed enterprises transformed from the SOEs should definitely
constitute the main part of listed companies in the capital market. Or else, de-
prived of its source of survival, SOEs would not effectively serve the Socialist
Market Economy. In all, we can not and should not dodge the reality that secu-
rities market serve the reform and development of SOEs. What we should do is
to make sure that the transformation of SOEs and issuance of listed stocks will
function normally, in compliance with the Company Law and other related regu-
lations, securing the quality of listed companies, thus maintaining the soundness
and stability of the securities market.

Taking a global view, vast and profound changes have taken place in the



