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1. Abstract:

This paper comments on Min Tang’ (Caijing, Nov. 20, 2003). We point out that Dr.
Tang incorrectly treats direct financing as equity financing. Our analysis shows that
his policy suggestions for private equity market development in support of small and
medium enterprises in China, which ignore important information asymmetry and
related transaction costs of different types of equity financing, are based on a shaky
foundation. We conclude with suggestions on what mistakes China should avoid in its
financial market reform and a few topics for further research.
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(2003b) ”?
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’ Dr. Tang is chief economist in the China Branch of Asian Development Bank and adjunct
professor at China Center for Economic Research (CCER) in Peking University.
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