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Information Structure and Financial Regulation
Incentive: Theory and Policy Connotation

JIANG Hai, LIU Shao-bo

(Department of Finance, Jinan University, Gunagzhou 510632, China)

Abstract ; Financial regulation is designed to make up for financial mar-
ket failure and to protect interests of depositors and investors. But asymmet-
ric information always leads to a deviation from this basic social purpose and
results in insufficient incentive and low efficiency of regulation. Based on
this knowledge, the paper analyses the incentive mechanism in financial reg-
ulation through building up the supervision game model involving deposi-
tors, supervisory departments, supervisory authorities and financial institu-
tions. The result shows that information structure is decisive to the regula-
tion incentive, thus directly affecting the supervision effects and social wel-
fare. The more asymmetric the information, the lower the incentive and the
less efficient the financial regulation. The major problem in the current fi-
nancial supervision lies in the lower transparency and lack of supervision in-
centive in supervisors and financial market. Therefore the crucial reform of
financial regulation is to form a micro supervision entity to provide effective
supervision incentive through establishing information transparency by su-
pervisory authorities and financial market more than to strengthen or loosen
the macro-level financial supervision.

Key words: information structure; regulation incentive; transparency of

supervision

0340



