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Abstract: This paper puts forwards a beforehand criterion for judging the effectiveness of supervision in capital
market, which makes use of agency by agreement model and concept of encouragement and consistent measure-
ment. Based on this criterion, this paper holds that the higher the encouragement and consistent measurement, the
more effective the supervisory policy. An analysis on beforehand criterion for judging has been made in this pa-
per. This analysis shows that if we lay down an effective supervisory policy, we must reform the system of en-
couragements and penalties to the investment institutions, impel them to do something which benefits the inves-
tors and development of the market, and make speculation declined steadily in Chinese stock market. This paper
not only makes an assessment by variation in super-profit, but also makes an overall assessment of the supervi-
sion policy in capital market through the estimation of fluctuating rate in the market around the exercising su-
pervisory policy, and holds that we must reduce the ratio of fluctuation. This is a goal of the supervisory policy.
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Figure 1. Incentive compatibility degrees and its state (figures on lateral cooperation represents incentive compatibility degrees)
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Table 1. The results of daily volatility in Shanghai Composite Index

calculations around February 1, 2004

% 1.2004 £E 2 A 1 HalE LGN BEETRER

F GARCH @%ﬂﬁ i H GARCH fﬁﬂ{a it

NI ES W B%
2004-1-6 1.436% 2004/2/2 1. 424%
2004-1-7 1.384% 2004/2/3 1.471%
2004-1-8 1.349% 2004/2/4 1. 470%
2004-1-9 1.354% 2004/2/5 1.519%
2004-1-12 1.379% 2004/2/6 1.463%
2004-1-13 1.457% 2004/2/9 1. 420%
2004-1-14 1. 402% 2004/2/10 1. 417%
2004-1-15 1.385% 2004/2/11 1.374%
2004-1-16 1.335% 2004/2/12 1.336%
2004-1-29 1.308% 2004/2/13 1.304%
2004-1-30 1.343% 2004/2/16 1.260%

Table 2. The results of daily volatility in Shanghai Composite Index
calculations around April 29, 2005 for two years
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] 5 TS AT S 2 AN RS IR o 3R A2 i 1 45 e A
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FARHERI N AR, ASCNN: BRI SRR AT 75
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Table 3. The results of daily volatility in Shanghai Composite Index

calculations around May 18, 2006 for two years

% 3.2006 ££ 5 A 18 BRI AE LiFEiaM Bl R HELER

H 1 GARVCI‘\-[ 1‘%32}{5% F GARClj f;-:%ﬁﬁ F GARCH fﬁiﬂﬁﬁr H GARCH ff}%@ﬁiﬁ
I Eh % M % H i B 2 ik Eh %
2005-4-14 1.628% 2005-4-29 1.479% 2006-4-26 1.167% 2006-5-18 2.011%
2005-4-15 1.611% 2005-5-9 1.457% 2006-4-27 1.169% 2006-5-19 1.950%
2005-4-18 1.614% 2005-5-10 1.573% 2006-4-28 1.137% 2006-5-22 1.987%
2005-4-19 1.628% 2005-5-11 1.524% 2006-5-8 1.171% 2006-5-23 1.922%
2005-4-20 1.576% 2005-5-12 1.507% 2006-5-9 1.497% 2006-5-24 2.063%
2005-4-21 1.574% 2005-5-13 1.550% 2006-5-10 1.549% 2006-5-25 2.011%
2005-4-22 1.554% 2005-5-16 1.501% 2006-5-11 1.513% 2006-5-26 1.943%
2005-4-25 1.509% 2005-5-17 1.491% 2006-5-12 1.477% 2006-5-29 1.905%
2005-4-26 1.491% 2005-5-18 1.445% 2006-5-15 1.774% 2006-5-30 1.911%
2005-4-27 1.449% 2005-5-19 1.400% 2006-5-16 1.956% 2006-5-31 1.849%
2005-4-28 1.465% 2005-5-20 1.357% 2006-5-17 2.076% 2006-6-1 1.812%
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