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Cost-Benefit Analysis: the Technique to Make Better Financial Regulation

in Law Context

MENG Fei
( Shanghai University of Engineering Science School of Management Shanghai 201620 China)

Abstract: Before issuing a new regulatory policy the financial regulator must demonstrate that the pro—
posed regulatory action intends to address market failure problems. The major types of failures include market
power externality and asymmetric information. However the regulator often leads to regulatory failures when
correcting market failures. Then many financial regulators adopt cost-benefit analysis ( CBA) as governing
dual failures techniques. The UK and USA financial regulators have been applying this CBA for at least ten
years. The underlying principle is that CBA is a unique analytical framework different from private decision
making. When quantifying and monetizing anticipated benefits and costs the regulator should describe the
measure approach used and explain why costs and benefits cannot be quantified. The decision procedure of
CBA often includes five steps and involves public comment to some extent. To the present the financial reg—
ulator of China has not adopted the ex CBA when proposing regulatory policies. In order to improve high quali-
ty of financial regulation China’s regulators should conduct CBA on different levels. The financial regulators
form UK and USA such as FSA SEC CFTC provide many valuable practices that can be learnt by China’
s counterparts.

Key words: financial regulation; policy efficiency; cost-benefit analysis; distribution effect



