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The Power of Flexible Supervision: Literature Review on Inquiry Letters
YOU Jiaxing LYU Kefu
(School of Management,XiaMen University)

Abstract As a concrete manifestation of the "innovative supervision mode" of financial regulation, flexibility-
oriented regulatory reforms have become increasingly common. The most representative example of this trend is
the inquiry letter system. This kind of non-punitive supervision with inquiry letters as the vehicle for supervision is
an institutional innovation made by Chinese regulators based on international experience. Its use of consultation,
response and non-punitive review break the reliance on compulsory supervision. In order to test the effect of flexible
supervision, academic circles have carried out a series of fruitful discussions on factors that would trigger intervention
and the economic consequences of inquiry letters. This paper describes the origin and development of the inquiry
system and points out the practical implications of its implementation in China. The paper also reviews the existing
literature on the influencing factors and economic consequences of inquiry letters, and then explores a possible
rethink of flexible supervision in China. Lastly, this paper puts forward prospects for future academic discussion and
reforms.
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