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The Principal Framework of Compatible-incentive Financial

Regulation System

Zeng Baohua Wu Dingjie
(Guangzhou City Polytechnic, Zhongshan University; Guangzhou, Zhongshan;
510405,510275)

Abstracts: The theory of compatible-incentive financial regulation holds that the internal management of financial
institutions and the market restricts should be brought into the category of regulation and be used to achieve the
objects of regulation. The theory is based on uncertainty and information asymmetry that exit extensively in
economic activity. Noncompatible-incentive regulation will inevitably force the objects of regulation to pay high
cost of regulation deference, suppress financial innovation of the objects of regulation, and bring about severe moral
hazard. Syncretizing the internal management and the market restricts into the objectives of regulation, and
implementing different regulation to different objects of regulation are the core of the compatible-incentive
regulation. The compatible-incentive regulation should be designed fairly and consistently. The theory can be used in
wide range. The specific measures of compatible-incentive regulation include the prompt corrective action and the
pre-commitment approach.

Key words: compatible-incentive financial regulation, internal management, market restricts, differentiated
regulation, the prompt corrective action, the pre-commitment approach
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