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Research on bank self regulation and its imple mentation

LIANG Bimryin
(School of Business, Central South University , Changsha 410083 , China)

Abstract: As an inherent mechanism, bank self-regulation contract was established to reduce transaction
cost. Motivated by Bank s self-interest, the bank would endeavor to reduce the operation cost and apply
the self-regulation to improve the effectiveness and make more profit. On the other hand, imple mentation
of self-regulation contract also requires cost . It was considered from the bank s reputation, legal protection
and manage ment system before. Current research has indicated that imple mentation of self regulation con-
tract will be possibly realized through laws and has internal basis. Furthermore the real option model may
indicate that direct regulation can effectively reduce the efficiency benefit of strengthening self-regulation
and increase the incentives of risk-taking. To increase the level of bank self-regulation, we must change
regulatory restriction into risk-sensitive regulation and pay more attention to bank s self- regulation. The
market mechanism should play a more active role to achieve the balance of security and efficiency and the
effective allocation of resources by the bank and promote the economic development .

Key words :bank self-regulation ; inherent mechanism ; transaction cost ;production cost ; charter value ; real

option model; bank regulation
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