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Improving Incentives in Securities Class Action Suits
GAO Yuhe
(China University of Political Science and Law)
Abstract This paper examines the incentives for initiating class action suits in the securities sector. Takinginto
account the shortcomings of group litigation in the U.S. and the local conditions in China, Chinese authorities chose
the "semi-official" public interest securities class action model, which constrains litigation incentives. In China,
the emphasis is on the deterrent aspect of class action suits in the securities sector while the remedial function is
neglected. China's securities class action framework has multiple drawbacks, including organizational shortcomings,
administrative interventions, and restrictive requirements on initiating litigation. These factors contribute to a lack
of incentives for litigation. The objectives of both deterrence and reli ef need to be protected, but due to existing
constraints in China, the construction of a more robust incentive mechanism cannot rely on material incentives. A
more feasible approach would be to draw on the incentive theories of non-profit organizations and adopt both internal
and external incentives. Additionally, the information disclosure mechanism needs to be strengthened, and undue
restrictions on the initiation of securities class action should be reduced.
Keywords Securities Class Actions, Litigation Incentives, Nonprofit Organizations, Path Constraints
JEL Classification K22 K41 L31
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