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The Disequilibrium of Financial Supervision and
Systemic Risk Based on the Games
of Financial Supervisors

LI Cheng. ZHANG Wei, KUANG Hua

(School of Economics and Finance, Xi’an Jiaotong University » Xi’an 710061, China)

Abstract; By the research on game behavior of financial supervisors,
this paper indicates that cooperation costs between supervision institutions
under sub-sector supervision system become an important reason for the
loopholes of supervision system. The game result between supervisors and
participators reveals that supervisors achieve the equilibrium of supervision
game by the dynamic adjustment of supervision costs and punishment level.
The equilibrium analysis of supervision system meets the conclusion of mi-
cro formation mechanism, which shows that, in comparison with the pure
increase in penalties for financial institutions, the reduction in supervision
costs is more beneficial to the control of financial systemic risk. The analysis
of U.S.financial supervision activities responding to the global financial crisis
in 2008 and China’s financial supervision status quo effectively confirms the
conclusions of the model.
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