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The Regulatory Logic and Model of Equity Crowd-funding in China
HUANG Hui
( Faculty of Law The Chinese University of Hong Kong Hong Kong 999077 China)

Abstract: The issue of how to regulate equity crowd<funding is an important concern in the current round
of revision to the Chinese securities law. The difficulty lies in the choice of the regulatory model that is equity
crowd-funding should be allowed in the form of public offerings or just private placement. While many scholars
hold that equity crowd<unding is by definition means public offerings it is important to adopt a practical ap—
proach to the issue under which we need to examine the desirability and feasibility of public equity crowd-fun—
ding by balancing financial innovation and investor protection in the context of China. At present the model of
public equity crowd<unding has problems such as information asymmetry adverse selection and agency costs
which may lead to investor protection concerns. In contract private equity crowdfunding can deal with those
problems through the expertise and self-protection of qualified investors. This has been borne out by the experi—
ences in advanced economies such as the US UK and Singapore. It is more so in China where private equity
crowd<unding can largely meet the fund-raising needs while public equity crowd<4unding may lead to investor
protection problems and even systemic financial risks. Hence it is suggested that China take a gradual ap-
proach first adopting the private equity crowdfunding model and when the time is ripe allowing public equity
crowd<funding.

Key Words: equity crowdHunding; public offerings; private placement; financial innovation;

investor protection
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