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Abstract

The arguments on whether implementing the international cooperation of
financial supervision have been argued for a long time. Recently, the finan-
cial supervision has been shocked by the subprime crisis; and in addition,
the subprime crisis encouraged something on the international cooperation of
financial supervision. So far, the international cooperation of financial super-
vision has been recognized and admired by the most of scholars. The actual
players in the international cooperation of financial supervision are each
country’s financial supervisory authorities. From various backgrounds, i. e.
culture and developing approaches, there are quite different modes or styles
of the financial supervisory authorities; therefore, the embarrassments of
coming to cooperation are obvious. Since there is no uniform criterion, it is
not reliable that only depending on agreements among counties; therefore,
the central banks of the countries and the supervisory authorities together,
built a number of organizations and institutions in dealing with admiring the
international cooperation. Some famous organizations are Basel Committee on
Banking Supervision, International Organization of Securities Commissions,
International Association of Insurance Supervisors, the Joint Forum, Finan-
cial Stability Forum ( as the successor of Financial Stability Forum) , Inter-
national Monetary Fund and World Bank.

Under the processes of the internationalization or globalization on finan-
cial system, the increasing realization that any of the single country’s finan-
cial supervisory authorities cannot operate in isolation from the rest of the
world, therefore, the international cooperation is needed indeed. By the e-
vent studies on the subprime crisis, analyzing on before the event, in the e-
vent and the situation and the responses by the financial supervisory authori-
ties after the event, we could result that the international cooperation of the

financial supervision is an important approach to keep finance and economic
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stable.

The original framework of the international relationship among the coun-
tries is the supervision competition. Game theory is a valuable and useful tool
in analyzing and dealing with this conundrum. Therefore, Game theory has
been introduced into discussing analyzing the international cooperation of fi-
nancial supervision. The conduction of the theory is begun with a simple two-
country model in this book, and it is developed to specified infinitely repeat-
ed model, and continued to a N-players game model when more players are
added. In the simple two-country model, we assume that the two players
(countries) are independent countries. By nature, the two countries are on-
ly interested in “ maximize its payoff” in the beginning. Under rational ana-
lyses, both two countries admire at “ competition” , hence, the game is en-
ded at “ competition, competition” , which is a typical “Prisoner’s Dilem-
ma”. In the long and dynamic game, i. e. the infinitely repeated game,
one country may motive to cooperate within the game, the country receives a
large hurt from the finance crisis. Hence, the country tries to cooperate with
another country by a trigger strategy; if another country considers carefully
and under rational analyses, it certainly is going to cooperate than compete.
Then, the result of game is concluded at “ cooperation, cooperation” , the to-
tal payoff (includes both countries) of the game is at the most. However,
when time goes and the crisis is not the hot topic, some countries may forget
the destruction of the crisis, or cannot carry all the suffered pressures, the fi-

&

nancial supervisory authority may shift the strategy from “ cooperation” to
“competition” , in seeking a better payoff for its country. When the shift is
discovered by another country, it shifts its strategy to “competition” imme-
diately. The result of infinitely repeated game may not be stabilized at the
strategy of “cooperation, cooperation” for long. When the international or-
ganization or institution is introduced into the Game, the original two-player

game developed to N-players Game. In this Game, the international institu-

tions or organizations can supply a better framework for cooperation and pro-
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mote the countries to stay at the strategy of “cooperation” in the Game.

As a developing country, China’s capital market and financial system
are under protection, but the process of opening is continued. In fact, China
is openning its capital market in steps. At the same time, even though the fi-
nancial system is protected, the subprime crisis shocked China, especially it
gave hurts to China’s economy. The hurts include the reducing of exports,
increasing the unemployment rate, declining the total national consumption
and increasing inflation. Hence, China should join the international coopera-
tion of financial supervision; actually, China does so. In benefit to itself,
China should strengthen supervision in cross — border financial multinational
companies, establishing an information network with other supervisory au-
thorities in different countries. Improving and restructuring China’s financial
system, and building macro — prudential supervision. Pay attention to the
communication and cooperation among the domestic financial regulatory au-
thorities ; the central bank should play as a coordinator with China Securities
Regulatory Commission ( CSRC ), the China Banking Regulatory Commis-
sion (CBRC) and China Insurance Regulatory Commission ( CIRC). In ad-
dition, China should focus on cooperating with other surrounding countries
which may connect closely to China’s economy. At the same time, China co-
operates with other countries’ financial supervisory authorities and the inter-
national institutions in order to reach a stable financial system. Meanwhile,
China’s financial supervisory authorities, including the CSRC, the CBRC
and the CIRC, take part in international financial supervisory organization
and institutions; China signed a number of memorandum of understanding
with many other financial supervisory authorities. Chinese government should
keep the Game theory analysis in mind, use the membership of the G20 to
participate in the international cooperation of financial supervision. China
should try to protect its own interests firstly, and then find a right room in the
international financial supervisory institutions and organizations which are

controlled mainly by Westerns.
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