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to reduce moral hazard. Because of its shortfalls, DIS leads to higher rather than
lower banking system instability. A new DIS, which coverage is determined by the
market equilibrium between demand and supply,can help go out dilemmas led by
artificial coverage. Under the background of financial relative stabilization, advanta-
ges of coverage determined in market in DIS should be taken to increase market
discipline in China which should have post-development advantages. Furthermore,
the new DIS is easily feasible and practice with other financial reforms and institu-
tional constructions,
Key words: moral hazard;coverage; coverage determined in the market
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An Economic Study on Financial Regulation

LI Hong

(School of Finance , Shanghai University of Finance and Economics ,
Shanghai 200433, China)

Abstract; This paper studies financial regulation based on the general in-
dustry regulation model. After defining the financial regulation, the paper an-
alyzes financial stabilization function, financial resource allocation function
and financial regulation cost function to establish the financial regulation
function. At last the paper discusses Chinese financial regulation and related
problems.

Key words: financial regulation; financial stabilization; financial resource

allocation

(FiE%HE & B

. 83 -



