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Synopsis of Study on Chinese

Banking

Supervision System

World governments and financial regu-
latory authorities have always been at-
taching great importance to the super-
vision of banking industry as a special
economic sector. In 1930’s, a major eco-
nomic crisis broke out in the western
world, giving rise to financial crisis.
Althlough being used as tools to hedge
financial risks that appeared after the
collapse of the Bretton Woods system
in the early 1970, financial derivatives
themselves are highly risky. In the
1980’ and 1990’s, some. large interna-

tional banks went bankrupt in a row.

‘Y All these historic events have once

again proved that banking industry is a
highly risky sector. This fact has posed
a new problem to both national and in-
ternational banking suprvisors of how

to set up an effective banking supervi-
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sion and regulation system at both na-
tional and international levels and of
how to increase central bank ability to
effectively handle financial crisis. The
risks of China’s banking industry are
also increasing as we are marching
rapidly towards a socialist market e-
conomy, and therefore, the issue of how
to strengthen supervision over banks
has also been put on the top agenda of
the Chinese financial regulatory au-
thorities. It is against this background
that the author of this book discussed
the ways in which China can establish
“an effective banking supervision sys-
tem. This book focuses its thrust on

issues that can be roughly divided into

the following several aspects:

Firstly, the book analyses the kinds of

banking risks, their causing factors and
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 the role that banking supervision and
regulation play in the overall financial
Eregulatory system, and thoroughly e-
 laborates on the underlying theoretical
and legal basis for a scientifically justi-
 fied banking regulation system. Sec-
Eondly, for the purpose of designing a
Eproper Chinese banking supervision
 system, the author put forward his u-
Enique insight regarding the aim and
 targets’ of regulation, the supervisory
 and ‘regulatory body, the means in
which regulation is administered, the
Econtent of such regulation and the reg-
 ulation conducting mechanism. In addi-
 tion, comments are made with respect
 to the choice of a suitable type of reg-
ulation system for China. Thirdly, the

2 . . .
international practices in the area of

l : D .
| banking supervision is analysed with
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special emphasis given to Basil Agree-

ment, the basic guideline for the super-

vision of international banking busi-
ness., Furthermore, specific bank regu-

latory and supervisory measures of in-

dustrialized countries are highlighted

and supervision over financial deriva-

tives is elaborated. In these observa-

tions, the author, by summing up other

nations’ lessons in banking supervision
that merit our attention hopes to

demonstrate that international cooper-

ation in banking supervision is an in-
evitable future trend that Chinese bank

regulators can not afford to ignore. Fi-

nally, the author thoroughly elaborates

the present situation of banking super-

vision in China and its perfecting pro-

cess,. the operating mechanism of Chi-

na’s central bank as the bank supervi-
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! sory body and its reform, and both the
} general guidelines and specific mea-
} sures for the supervision over domestic
' and foreign commercial banks. The au-
} thor even advanced a tentative idea for
' 2 deposit insurance system in China.

I . The banking risks are analysed and
 theoretical basis for banking supervi-
} sion are put forward.

§ In this book, the author noted that, due
} to the special characteristics of banking
! business, the risks involved therein
\ which are different from those in other
industries, are risks of intermediaries.
i In other words, banking system turns

millions of depositors into loaners that

i lend to borrowers a special product

: that must be returned plus a certain

} interest at maturity date. Because of

# this nature, greater risks are involved
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in bankihg business. Specifically, bank-

ing risks are credit risk for individual

loans, liquidity risk for bank assets as a

whole, international risks for cross
border transactions etc. Because banks,
as intermediaries run on behalf of mil-
lions of depositors, -are threatened by
tremendous risks in their operations, it

becomes self-evident that banking in-

dustry must be subject to sound regu-

B P G S T PP

lation and supervision. In this context,

the following theories are advanced to

provide theoretical support for the as-
sertion of banking supervision.

1. Theory of Systematicness----philos-

ophy basis for banking supervision. As

crystallation of social sciences and nat-

AAS

ural sciences, philosophy expresses uni-

versal laws and the occurence and de-

velopment of all things can be ex-
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! plained and demonstrated by philo-
| sophical categories. However, when the
content of management sciences can
not be expressed in philosophical terms
| immediately and straightforwardly, a
general science is needed to act as an
} intermediary. Theory of systematicness
{is such a general science that can
bridge the philosophical science and the
: management science. By nature. bank-
t ing supervision and regulation is part
! of management science. It is the char-
! acteristic of the theory of systematic-
ness to solve problems of management
 sciences, for any management is tar-

} geted at a system. Banking supervi-

i sion, through the supervision and reg-

§ ulation of banking industry, a special

findustry, seeks to satisfy the require-

¥ ment of the society, a larger system,
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that financial market and the value of

currency be stabilized to serve the
overall economic development. To do

this, we must have an adequate under-

o e o s s,

standing of the general nature of the

regulation targets as a system. Only

when this has been done can we maxi-
mize the benefits of regulation of

banking industry, a sub-system of soci-

ety.

2. Theory of Macro Economic Adjust-

ment and Control----the economic basis

for banking supervision and regulation.

After the major economic crisis in

1930’, Keynes founded macroeco-
nomics and put forward the theory of

the intervention, that state has the

power to withstand the impact of eco-

nomic crisis and provide incentives for

PP PPy PR S Y

economic growth by adopting appro-
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priate fiscal and monetary policies. In
order to adjust the economic develop-
ment by using financial policy as a
leverage, states need to have a healthy
financial environment and a well-de-
veloped financial system, which in turn
calls for the presence of a mature su-
pervision and regulation system, so that
the management of economic activities
under a market economy can be
switched to one that assures the gov-
ernment adequate measures to control
the economy.

3. Management Science----the behav-
ioral basis for banking supervision and
regulation. Management is a series of

activities for the continuous improve-

ment of the efficiency of a system.
ﬁ; The tools with which management is
AR

implemented are institutions, legal sys-
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tems, human resources and informa-
tion, which constitute the basis for
banking supervision and regulation. As
to methodology, they are either general
or specific. Banking regulation use gen-
eral ways that are characterized by the
exchanges of management information.
Specifically speaking, the linking up of
information contained in banking su-
pervision has three basic features: au-
thoritative nature of a legal institution,
benificial nature of the economic lever-
age and the practical nature of self-
regulation.

I . Banking development is discussed
and a banking supervision and regula-

tion system designed.

Determined by the specific circum-

stances of different countries, the

banking supervision and regulation
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system typically consists of the func-
tions, the supervisor, the supervised
and the means in which supervision is
realized.

This book puts forward the general
purpose of banking regulation, that is,
to maintain a stable, healthy and highly
efficient banking system, as well as the
specific purposes seen in laws of most
countries, including the safety of busi-
ness operation, the fairness of competi-
tion and the consistency of policies.
Both of the general and specific objec-
tives serve the purpose of depositor
protection. This book also analyses the
principles according to which regula-
tion objectives are determined: general
objectives must make sure that banking
supervision is compatible with and

complementary to the existing eco-



