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. Preface

Since the 80s of 20th century, bank operation has be-
come more risky and unstable with the further development of
financial innovation and bank deregulation. Although higher
risky operation can bring the bank more benefits, it also cau-
ses bank depression and crisis. For the bank risks, we can not
simply eliminate them because risk elimination also means the
disappearance of bank benefit. In fact, no matter how perfect
the management is, bank risk can not be eliminated easi-
ly. The key point to bank is not its risky operations but the much
more excessive risk-taking.

The US bank sub-prime debt crisis occurred in 2006 and
caused huge damage to world economy was just based on the
excessive use of financial innovational tools represented by the
asset-based-securities. Further it reached to the deregulation of
bank credit criteria, the spread of bank credit scale and objec-
tives. Much more clients who can not usually get bank loans
under the strict criteria now become the important credit objec-
tives.

During a long period, with much stress to financial innova-
tion, government supervision has been finally ignored. Due to the

more attentions to bank efficiency, the function of market adjus-
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ting economic actions has had a bright coat. As the main parts of
bank regulation, although government supervision and market
discipline can efficiently limit bank’ s excessive risk-taking, their
actions and conditions are not the same. Market discipline is main-
ly based on the relative -benefit party’ s sensitivity to bank risk and
the error-adjusting ability of bank itself. When some banks or a
large number of banks are trying to seek self-interests deeply, the
functions of market discipline will be put a certain discount. This is
particularly like the theory of “Harting Fishing” indicated, If fish are
gotten limitedly, so people can get them continually. Otherwise,
there are no enough fish to get. Everyone realizes the bad effects
of excessive fishing, and also they know if others continue to fish
but they can not do so, finally they will get loss. This causes the
excessive fishing. When banks try more excessive risk-taking, this
certainly decreases the sensitivity to bank risk and makes bank er-
ror-adjusting ability in a wrong direction. In order to avoid the a-
bove, government supervision can be regarded as an useful and
efficient method.

With reference to bank regulation, if just basing on the gov-
ernment supervision solely, bank excessive risk-takings can not
be controlled effectively because government bail out and guaran-
tee motivate banks to take more risks in some certain. Therefore,
it is important to pay more attentions to market discipline. It can
help government supervision much stronger in controlling bank ex-
cessive risk -tanking.

This paper mainly uses the comparable and regression meth-
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ods to analyze bank risk, government regulation and market disci-
pline. The key points are on the harmony of regulation and market
discipline. Meanwhile, this paper provides some useful sugges-

tions in establishing effective bank regulation.
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