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Summary: As the core of the modern financial system, the capital market plays a vital role in boosting the
real economy, promoting technological innovation, and increasing residents’ property income. China’s
capital market focuses on financing, making significant contributions to enterprise development and
economic growth, while its investment function is relatively weak, failing to fully unleash the power of
wealth management. In the long run, the function of wealth management is critical for investors’ wealth
appreciation and robust economic growth.

To transform its function, China’s capital market must address deficiencies in its market valuation
capabilities and improve its valuation system. This paper examines the challenges facing the Chinese capital
market, including the practice of large-scale share dumping by major shareholders, the prolonged decline in
market performance, the undervaluation of core assets, low returns on stock investments, and the lack of
investor confidence. These phenomena bear significant similarities to the period preceding the Equity
Division Reform, particularly with regard to the substantial impact of massive share dumping by state-
owned majority shareholders, which severely affected market expectations and investor confidence.

Accordingly, this study proposes that the current capital market reform is a continuation of the Equity
Division Reform, and can be designated as Equity Division Reform 2.0. To address these issues, the core
target of Equity Split Reform 1.0 was to achieve full circulation of stocks, while that of Equity Split Reform
2.0 is to transform the functions of China’s capital market, specifically to transition from a financing market
to an investment market. To achieve the desired outcome, it is essential that policymakers consider the
following three aspects. Firstly, on the asset supply side, high-quality assets with growth potential need to be
continuously channeled into the market. Secondly, on the asset demand side, the outflow of funds in the
primary market and inflow of funds in the secondary market need to be balanced. Thirdly, on the trading side,
investors’ trading needs to be encouraged by profitability, convenience, and transaction costs. In general, the
asset supply side is of paramount importance, followed by the demand side, and then the trading side.

Based on the transformation of function, China’s capital market should improve the legal systems, be
more transparent, and maintain consistency in policies and regulation. The listed companies should strive to
generate more and more profits and share them with all shareholders. They should make more input into
technological innovation, and align with shareholders’ values in such areas as environmental protection and
social responsibility performance. As the registration-based IPO system is fully implemented, some
complementary reforms should be accelerated in China’s capital market, including the delisting
mechanism, capacity building of institutional investors, and cultivation of long-term investors.
Furthermore, with the increasing use of new technologies like artificial intelligence, regulatory authorities
have to actively address challenges brought about by algorithmic trading.
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