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Bank Stability and Financial Regulation

Young—Jin Kim*

This paper tries to review the regulations for the stability of banking system. First,
this papre discusses about the general financial regulations and the rationale behind
the regulations. More specifically, the effects of the adoption of deposit insurance
and solvency regulation including capital regulation for the prevention of banking
crisis have been discussed to find the desirability of these regulations. Although
these two regulations have contributed to the stability of the banking system, the
incentive problems from the regulations have led to the undesirable consequences.
Finally, the alternatives for the treatment of insolvent banks under financial distress
as a way to prevent inefficient closure decision have been discussed. This paper
shows the difficulties with the efficient execution of banking regulation, showing
that the market discipline should be adopted at the same time to improve the

stability of banking system.
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