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Abstract

The financial industry is rather important and special in the national e-
conomic system. The finance is the most sensitive and complex part of
whole economic system. There are wide financial services in financial mar-
ket because not only people and enterprises but also government needs
quite different kinds of financial services. In financial market financial in-
struments can achieve the function of financial industry. Financial institu-
tions are suppliers for interchange instrument and payment system. Because
financial department can change much more savings to investment that is
good at economic increasing by the best interchange instrument and pay-
ment system that can improve exchange and currency of goods and serv-
ices, the development of financial industry has key influence on macro — e-
conomy growth. However, there are so strong information asymmetry and
externalities in financial market that it has a direct effect on the safety of
national economy. The crisis of financial market can make chain - reacting
of the whole economy just as bankrupt of a financial company will endanger
the financial system. Thus it can be concluded that stabilization of financial
market has strong relation with sustainable development and safety of econ-
omy. Therefore financial regulation on financial market is much necessary
as institution of government in order to make financial market safe and pro-
tect benefit of the public and development of economy. The high efficient
financial regulation by government can take out mistakes from the market
failure in some way, and optimize allocation of financial resources and im-
prove society welfare.

The classical economists advocated regulating and managing economy

voluntarily by “invisible hand”. Marshall, Walrace and other classical e-
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conomists thought the market can be clear. It can adjust itself to make e-
quilibrium by market rule. They put their foot down the government con-
trolling economy and only insisted on set economy right by market power.
Whereas Keynes brought forward put economy in order by governments that
is good method to deal with the economic crisis in 1930’s. Keynes put for-
ward to manage and regulate economic development by “visible hand”.
But then, excessive control for economy by government had brought on eco-
nomic stuggish and inflation in 1970’s. Thereupon it is so urgent to give up
government control and go back to free economy. It is very difficult for e-
conomists to find answer to balance selecting and using “invisible hand”
and “visible hand”. The financial industry is core field in modern economy
so that it is very prompt to solve the problem for financial department with
great fluctuate and sway. Since 1970’s financial liberation is more and more
popular, governments in many countries have looking for the best economic
institution that can not only reduce controlling of government but also make
economy safe and order. Unfortunately such dreamy economic institution
could not be found, for financial regulation there is the same problem.
Hence it has be a key problem to innovate the institution of financial regu-
lation for all researches and practices since Asian financial crisis in 1997.

Before 1979 there is absolute centrally planned economic system in
China, which all resources and economic behaviors including production
exchange, consume and distribution had been allocated by central govern-
ment under the planned economic system which is “visible hand”. Since
reform and opening the planned economy has being moved away from the
historical stage gradually, Chinese government has fundamental established
socialist market economies. Although “invisible hand” has begun to shoul-
der more and more important rule, the stable increase of economy still need
the adjustment and management by government especially in financial field
that is under severe regulation by government as the finance is the key part

of national economic safety. At the end of 2001 China joined the World
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Trade Organization ( WTO) and Chinese financial market has been changed
at all. On the process of Chinese financial market opening it will make the
financial crisis break out. transfer and effect in the even more rapidly,
deeply and extensively because Chinese financial institutions cooperate with
foreign financial groups widely, and financial trade and financial deriva-
tives have too much international and complex. Before that financial regula-
tion only focused on Chinese financial institutions and now has to do some
changes for the need of managing and supervising international financial in-
stitutions in Chinese financial market in open economies. At the same time
financial regulation has to be released according to the rule of WTO. But fi-
nancial deregulation must make financial market going stable and perfect
for a long period. Chinese financial regulation and market are in transition
economies and it brings so many difficulties in a certain extent. The institu-
tional background of Chinese financial regulation in open economies is quite
different from traditional close economies. In open economies financial cri-
sis is too rapidly international infectivity during capital flowing, and the
firewall of traditional close economies must get powerless, even to disap-
pear, foreign financial crisis can directly impress Chinese financial regula-
tion as the stronger relevancy with Chinese financial market and Chinese fi-
nancial regulation must obey the international rules. Thereupon Chinese fi-
nancial regulation has to face the great challenge. In order to guarantee
Chinese finance and economy developing very well in open economies,
Chinese financial regulation will be reformed and innovated according to in-
ternational rules and the efficiency. It is a great problem that is no time to
delay for Chinese financial regulation in open economies.

At first the creation of the dissertation is to produce financial regula-
tion function and demand, supply function of financial regulation. Then
the dissertation studies financial regulation on macro and institution that is
different from foreign researches on positive way and Chinese studies almost

caring about financial supervision. At last the author hopes to emphasize fi-
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nancial regulation cannot be unalterable in institutional innovation and it
should perpetually alter and amend according to development of economic
situation and market condition in order to reduce the blight for financial re-
source allocation.

The dissertation mainly analyses basic characters and theory of finan-
cial regulation, and discriminate financial regulation from some concepts,
then reviews the development of financial regulation and sums up financial
regulation theory by the numbers. Afterward the author compares with some
different foreign financial regulation models at one time. The dissertation
wants to do normative research on financial regulation with economic partial
equilibrium method. At length, the dissertation analyses the essential char-
acter of transition economies , dual economies and open economies, intro-
duce the supervision in Chinese financial market including banking, secur-
ity. Then the dissertation points out rebuilding micro foundation and insti-
tutional innovation of Chinese financial regulation. The dissertation is com-
posed of a pandect and eleventh chapters. The pandect introduces the aim
and method of the dissertation. The first chapter to the fourth chapter is
normative analyses on financial regulation in economic method, the first
chapter construes the meaning of financial regulation from basic concepts,
then investigates inevitability and essence of financial regulation. The dis-
sertation points out the different function of financial regulation on economy
and financial market, and then discriminates the difference between finan-
cial regulation and macroeconomic adjustment, dissects financial regulation
from financial depression, also distinguishes financial regulation in market
economies from in planned economies. At last financial regulation the au-
thor wants to clarify is the precondition and guarantee for financial supervi-
sion, and financial supervision is the method and tool for financial regula-
tion at the same time. The second chapter reviews history of financial regu-
lation and development process of financial regulation theory. The third

chapter compares with main financial regulation models in the world on
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landscape orientation, such as United State, Britain, Japan, Germany,
North Europe and Australia. The dissertation hopes to find the trend of fi-
nancial regulation model and the most efficient model. In the fourth chapter
the author establishes financial regulation function and demand function
and supply function of financial regulation by economic partial equilibrium
method, later studies the benefit and cost of financial regulation by benefit
and cost function.

From the fifth chapter to the ninth chapter the dissertation investigates
Chinese financial regulation under transition economies and dual econo-
mies, then introduce the supervision in Chinese financial market including
banking, security. The fifth chapter analyses situation and influence on fi-
nancial regulation in transition economies, then it indicates Chinese finan-
cial regulation in open economies must adapt to not only transition economic
system but also variety and complexity in financial market. In the sixth
chapter the writer wants show Chinese dual economies and its effects on the
financial regulation. The seventh chapter studies Chinese financial regula-
tion in open economies and stresses. On the one hand, financial regulation
should learn and obey international rules as soon as quickly; on the other
hand, financial regulation must protect national financial dominion that is
the ultimate request of development of Chinese finance. Then it construes
the basic require of opening and joining world economy. In the eighth
chapter the author analyses bank supervision in China. In the ninth chapter
the dissertation studies security supervision in China. From the tenth chap-
ter to the eleventh chapter the dissertation analyses institutional innovation
in open economies in positive method. In the tenth chapter the dissertation
studies the international trend, standard, principle and objective model of
financial regulation institutional innovation, and put forward Chinese finan-
cial regulation in open economies must be institutional innovation so that fi-
nancial regulation can achieve its aim to stable financial market and im-

prove power of financial institutions, and promote Chinese economy develo-
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ping more quickly and steadily. The eleventh chapter distinguishes the re-
lationship of financial micro base and financial regulation, which is the
good financial micro base. It is the guarantee for financial regulation and fi-
nancial regulation is the institutional restriction for working of financial mi-
cro base. Moreover the dissertation clarifies the essence situation of Chi-
nese financial regulation and shows the problems such as low power of com-
petition and too much bad debt of state owned financial institutions. Ulti-
mately the author emphasizes it must recreate financial micro base in open
economies as soon as possible to help the development of Chinese financial

market.
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