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Abstract

As an important form of economy administer and macro — economic
adjustment, financial supervision is originated from the interior instability
and the management risks of the financial industry, maintaining the sta-
bility and efficiency of the financial industry, avoiding financial risks,
keeping financial safety and promoting the development of economy. For a
country, with the development of the economy and finance, its financial
opening will definitely be increased, which is a changing process of finan-
cial institution and an inevitable result of the financial globalization itself.
As a process of institutional changing, the financial opening is inevitable
to increase the instability of the present financial system and accelerate
the inhered financial frangibility in a country. In this way, how to face
the more opening and complicated economic environment, and how to en-
force the effective financial supervision should be tumed into a core prob-
lem on the stable development of financial industry and the continuous in-
creasement of national economy.

With the accession to WTO, China’s financial industry will face
more opened economic environment and hold more balance in the circula-
tion of entire economy, which are the primary preconditions for consider-
ing to plan every financial administrative regulation and institution and

policy. Firstly, effective financial supervision must insist on the notion of
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avoiding risks, handling well the relationship of the financial opening and
avoiding financial risks, assure our national financial safety as well as
take sufficient advantages of the opening. Secondly, effective financial
supervision must build up the notion of cost—benefit, which is looking
for the equilibrium point between the financial safety and effective target,
because that financial supervision is essentially the double — edge sword,
if excess supervision or inadequate supervision, the cost could be en-
hanced and efficiency may be reduced and further development may be
counterworked in the financial industry. Finally, under the current situ-
ation, effective financial supervision should also set up the notion which
include the attention on the opening as well as protection, avoiding exteri-
or risks and taking efforts to convert interior risks, such as the disposal of
non — performing loans, speed up the financial industry reform and boost
the financial innovation in order to promote and maintain the international
competitive ability and sustainability development of our financial indus-
try.

Content of each chapter in the book , which includes seven chapters,
is shown below:

Chapter | is the introduction part of the whole paper, involving the
main issues raised, definition of the category, theoretical basis and com-
ments of the effectiveness of financial supervision, the focus and difficulty
and innovation of the paper as well as the contents including research
methods and research thoughts.

Chapter 11 is the evaluation criteria for the effectiveness of financial
supervision. It introduces the implementation conditions and trends of fi-
nancial supervision, along with the evaluation criteria for the effectiveness

of financial supervision which involving the analysis of the cost—benefit
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and the model of moderate effective intervention and the optimal approach
in game models. (1) The analysis method of cost—benefit is the major
approach to evaluate the efficiency of financial supervision, which com-
bines the qualitative and quantitative methods for comparing and evaluat-
ing the cost and benefit of each project in order to provide the actual eval-
uated results before and after the project for supervisors. (2) From the
perspective of governmental intervention, the model of moderate effective
intervention analyzes the relationship of interventional intensity and the
net economic benefits of the intervention (intervention effect) for the concept
of moderate supervision based on academic and actual analysis. (3) With
the hypothesis of the supervisor to pursue the achievement of social
welfare maximization and the businessman to pursue the achievement of
operating profit maximization, the optimal approach in game models re-
veals the game process between the supervisor and businessman to finally
achieve the NASH equilibrium along with the results of optimal
supervision.

The chapter III is of financial development trends and the effective-
ness of financial regulation. Form the primary point of financial opening,
it discusses the financial liberalization and the financial globalization and
financial innovations on the impact of effectiveness of financial supervi-
sion. (1) About the major impact on the supervision effectiveness, the
financial globalization may challenge the main independence of supervisors
and the influence of institution arrangement on capital controls and ex-
change rates as well as the less supervision scope and the urgency and dif-
ficulty of supervising in a country. (2) The effect of financial liberaliza-
tion may lie in to reduce the effectiveness of monetary policy and intensify

the frangibility of the financial system, thus it will strike the financial in-
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dustry in a country, simultaneously, it will challenge the principal super-
visor and supervision contents and supervision manners. (3) The inten-
tion of financial innovations is to avoid supervision in itself with the long
dynamics process in a game by each other. The most effect of financial in-
novations is to reduce effectiveness of the financial law and monetary poli-
cy of the central bank, to make lots of commercial banks from inner sec-
tion to outer section and bring some vague property rights as well as in-
creasing the instability of the financial system to lead to the failure in low-
ering risks.

Chapter IV narrates the supervision patterns and goals and the effec-
tiveness of financial supervision. (1) The supervision goal is the core of
the effectiveness of financial supervision, which is to determine and affect
directly the effectiveness of financial supervision as well as to build and
bring the effective financial institution and policies. In the circumstance
of financial opening, in order to ensure the effectiveness of financial su-
pervision, it should innovate the financial supervision goals and confirm
the internal goal and external goal, long goal and short goal, basic goal
and detailed goal. (2) Supervision models is to ensure the effectiveness
of the financial supervision on institution which should be changed along
with the financial operation models. After China joining the WTO, it has
showed more financial mixed — industry characteristics which challenges
the model of the divided — managing. With the relative rules in planning,
the supervision model in China will take attention to cooperate the main
relations and problems, enhance the degree of supervision cooperation and
social audit and surveillance, carries the roles of public supervision and
mass media for compensating the shortcomings of existed financial supervi-

sion model in order to bring the efficiency of financial supervision.
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The chapter V discusses the mechanisms of supervising coordination
and the effectiveness of financial supervision. The establishment of an ef-
fective coordination mechanism can promote Paleituo promotion and bene-
fit to avoid excess supervision and inadequate supervision with increasing
financial efficiency. (1) To the domestic aspect, the cooperation between
the central bank and financial regulators is an important part of the coor-
dination mechanisms on supervision. In order to ensure the smooth func-
tioning of the financial system and economic development, monetary poli-
cy and financial supervision must be coordinated with each other. To en-
hance the efficiency of financial supervision in the system of “one bank
and three committees” in China, the institution arrangement of supervi-
sion cooperation should give full attention to playing the role of the Peo-
ple’s Bank. (2) With financial globalization and liberalization, interna-
tional cooperation of financial supervision is becoming more necessity and
the important contents of improving financial supervision level and effi-
ciency. In the field of international coordination and cooperation, China
should remain closely relation with the international supervision organiza-
tions to enhance foreign information gathering and processing and analys-
is, strengthen the cooperation in the aspect of international flowing capital
and network — bank and combating financial crimes, meanwhile, consider
to promote the coordination and cooperation in the region of RMB ex-
change rate .

Chaper VI for analyzing the effectiveness of financial divided — su-
pervision. Facing to the more opening after entering into the WTO, it is
urgent to strengthen the research of the divided — supervision against fi-
nancial industries including banks, securities and insurance and so on for

increasing the supervising effectiveness. First, because the banking in-



