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ABSTRACT

Banking supervision is a field in which practice
always gets head of theory. Banking supervision
which begin in the period of the 30’s big crisis, go
across the practical process of regulation,

- deregulation and re - supervision. In the 90’s of
P 20th centry, shocked by financial global integration
and . financial industrial integration, banking
"y +  supervision is trapped in every kind of problem,
which makes the theory and practice workers have to
face the task of the era. This draft seeks to discuss
theoretical and practical problem, to explore theory
and policy besis, to analyses some methods and
institutions, and to make policy suggestions on
e - banking supervision. - .
Starting with the comparision of the concept of
regulnﬁon with. that of supervision, we found Four —
. phasei models of banking supervision so that to grasp
the thought changing of banking supervision and offer
category and - logical point of theoretical analysis.
The history of banking: supervision is summarized as
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the first era of banking supervision characteristic as “financial safety
network + strict regulation”, the second era of banking supervision
characteristic as “deregulation”, the third era of banking supervision
characteristic as “entire risk superﬂelon direct to the process " .and the
forth era of banking supervision chm'acteuistlc as “entire risk supemsmn +
banking institutional reform” . On the basis of that we redefine the concept
of regulation as restrict regulation and supervision as whole risk
:management diredtto. the proeess.: .

+ rBanking - supervision root fronr systematical risk and crisis, it is
:slways said to be caused by outside shocking.: Inspired from financial
intetmediaries ' theery ,- we éxplore reason and function of banking in
Yeconbfhics’y isk. . reducing transaction cost and asymmetrical information,
and. offerring: liquidity insurance.’ From the point of view of institutional
‘busis, iespecially ‘micro — institutional ‘analysis, we explore institutional
rootitock df banking risk and erigis. By founding banking network theory,
we amhlyses teansmit — mechanism. of barking crisis and conduct banking
supervision rationally and’ necessarily:: -

! Banking erisis theory ‘is 't root of banking supervision but not
Jbanking Supervision theory itself. In order to establish supervision theory
and bring-it into economics theory, the draft analyses supervision from the
perspectives of political economics, static market, dynamic equilibrium of
‘game and law."

1 Banking 'supervision is a‘practical mdnstq -4n which policy is very
importent. i Policy. must established’.on -the - basis of perfect objective,
-miasuve and cost- — benefit analysis. - Having - summarized banking
supervision .acts around the -world,: we define:the objectives of banking

supervision as avoiding systematic. crisis, -protectirig benefit of consumer,
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raising financial market efficiency, maintaining. fair competing market
environment and realizing other social objects. The measures of banking
supe(:r'wision-A are summarized as preventive - supervision, including
restriction supervision and. - prudence - supervision, and. protection
supervision, including financial safety net and correct measures. On the
‘condition of financial integration, there dre many changes in banking
products’and banking management. . The policy of banking. supervision
must.be rational and feasible in economically. In-this draft we: classify the
cost‘ and.-benefit of banking ‘supervision, and attempt ‘to found cost —
benefit . medel..of banking supervision, and estimate the cost and benefit in
China which testify the large: proceeds of banking supervision.

Financial integration makes network eharacteristics of banking more
distinet, globalization of banking branches increases nodes of network,
market globalization extend ithe path of network, the convertibility of
currency changes the property of network medium, the development of
information -techmology expedites the. circulating speed of metwork,
deregulation and integration decrease switches of network, and banking
netwdrk transmit risk and crisis more quickly at the time of transmitting
efficiency. Shecked::by. financial integration, information becomes more
asymmetgical) ‘the' effect of financial safety net. and restrictive regulation
become inefficient gradmallys:supervision sovereignty limited within each
domain :and severeignty isr challenged, and supervisi(;n atbitrage. and
supervision lag makebanking supervision. more difficult. As failure and
crisis induced by: regulation. meke ‘the traditional thought of restrictive
regulations. inefficiency, - the -ema task needs bran - new supervision
thoughts -and measures. Thereford,..Basel Accord, the representative . of
capital: supervision, goes to the. center of the-acena gradually.  «
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Going through from The 1988 Capital Accord, The 1996 Market
Risk Review and The 1997 Basle core principles to the three editions of
new Basle Capital Aceord of 1999 — 2003 and the formal file in 2004, the
Basle Committee want to establish a new capital accord with the content of
three: - pillams——minimum capital adequacy requirement, government
supervision and market discipline, which effect-the important changes of
traditional- supervision -thoughts and meassures. The New Basel Capital
“"Abcetd -establishies: entire risk supervision facing the whole process and
“multi — country baeking supervision;, which constitutes the core of the

thirdera- banking supervision model. The progress of The New Basel
Capital Accord is stated in the following points: firstly; the change from
restrictive regulation to risk- supervision direct to process; secondly, the
establishment of such kind of a?pervisionﬂmethod which combines outside
supervision with inside risk nmﬁagement; thirdly, the change from credit
risk ‘supervision to entire risk supervision; fourthly, the change from
simple index management to the supervision model , which can identify,
measure, supervise and control risk; fifthly, the change from natlonal
supervision' to international supervision cooperation; sixthly, the change
from the supervision of single bank:to universal banking group; seventhly,
the' change from simple government supervision to whole risk supervision
scheme including ihtemal risk control ; government supervision and market
disciptine;:!.eighthly, the change from ‘regulation model of ‘game
characteristic. as - regulation—eluding - regulation—deregulation—
reregulation: to: ¢ooperation-model of incentive consistent.

Although -capital - supervision is -the mainstream ‘model on the
condition of financial integration,; banking risk and crisis is not settled
entirely. On the basis of some new economics theories , the draft analyses
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some substitute measures of traditional supervision such as pro -
commitment approach, subordinated debt, macro — prudential supervision
and renewing financial intermediaries which can open up idea of banking
supervision. -

In contrast to supervision measure, the organization structure of
banking supervision-is another important aspect concerning to supervision
performance. Shocked by universal ~banking system and functional
perspective, some developed countries such as British, Japan and
America, reform their supervision organization structure so as to
accommodate themselves to financial integration. It indicates the future
direction of international banking management and supervision. At the
same time, the suggestion on establishing World Finance Association
make us think deeply that international effective banking supervision
system is important for banking supervisors in the world.

Taking capital supervision as its core, the third era banking
supervision model gives a regular challenge to developing countries which
are in the process of opening — up to the world. Joining to intemational
banking supervision standard becomes the necessary choice for developing
countries to join up international market, but the problems of banking risk
and crisis in these countries cannot be solved by only this. To develop the
fourth era banking supervision model which is identified by “entire risk
supervision + banking institutional reforming and perfecting” must be the
only way for China. While advancing capital supervision, we must firstly
perfect micro — institutional basis of banking though reforming property
institution of state — owned bank, perfecting corporation governance
structure and strengthening internal control system; secondly optimize

macro - economic environment though implementing sound macro —

P
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economic policy, cultivating credit culture and perfecting infrastructure of
banking ;: supervision; thirdly reform banking safety network. through
perfecting institution - of lender. of last resort and establishing apparent
deposit insurance; fourthly strengthen government supervision; - fifthly

make.a further disclosure of information and keep strict market discipline;;

lastly join in:international co — operation in banking supervision actively, -

s0.thet -we can protect banking system.and make it develop efficiently,

and create a splendid future of banking supervision. in our country.




