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ABSTRACT

Financial Liberalization Theory, because of holding that it is
useless and high-cost to monitor financial derivatives markets, ad-
vances a point of view that financial derivatives markets need no
monitoring, and asserts the implementation of the policy of expanding
laissez-faire financial derivatives facilities all over the financial markets
(burgeoning financial markets as well). Nevertheless, this theory pays
no attention on the side effect, which is bought by speculations of fi-
nancial derivatives facilities, on all financial markets. In fact, since
the breakdown of Bretton Woods System, many cases of financial crisis
and that of financial turbulences are both related to financial deriva-
tives. Those are ample evidence to exemplify that the efficiency of no
monitoring financial derivatives markets is susceptible.

From the view of Contract Economics, financial derivatives in-
strument is a contract, in which contents prescribed the quintessen-
tial property of derivatives transaction, of rights and duties in trans-
action of fundamental product sometime in future. The micro-mech-
anism and the root of market failure of financial derivatives instru-
ment both lie on the imperfection of derivatives product contracts.
Therefore, monitoring financial derivatives instrument means fathe-
ring this imperfection of contracts. The imperfection of contracts is

due to quite a few causes. Among those, the most important one is
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the problem of information inadequacy in transactions. In this way,
monitoring financial derivatives markets must adapt the strategies
that take solving the problem of information inadequacy as its guide

~ and draw a complete framework from multi-aspects such as monito-
ring internal risks of investment institutions, advocating industry
self-discipline, making governmental rule of law and developing in-
ternational cooperation. In this system, based on the forming
process and the efficient scale of contracts, institution self-monito-
ring and international cooperation monitoring together take the domi-
nant -position among those aspects.

To analyze by making good use of the theory framework above,
we can draw a conclusion as follows: Due to being born out of The
Planned Economic System, financial derivatives markets lack all
kinds of formal and informal rules which are necessary for their well
functioning and lag behind the development of market. Further-
more, this kind of situation even brings a more prominent imperfec-
tion lo financial derivatives markets in China. Combined the com-
parison of monitoring costs and monitoring profits and the selection of
the model of monitoring system in financial derivatives in developed
countries , this paper posed that the key of building a monitoring sys-
tem fit for Chinas financial derivatives instrument market lies on the
construction of rules, the consummation of fundamental financial

market and the cultivation of main body of a mature market.

Key Words: Financial Derivatives Instrument Contracts

Information Inadequacy Monitor
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