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Supervise Regulators: Anti—corruption and Hidden Financial Risks
Cheng Junguo' He Jing’

Abstract: The effective identification of financial risks is foundational to the governance of risks, yet supervisory corruption can dis-
tort their accurate representation in supervisory statements. This distortion gives rise to hidden financial risks, a topic that has been
neglected in both theoretical and practical domains. This study introduces a multi—agent game model that encompasses anti—corrup-
tion agencies, financial supervisors, and banks. Subsequently, an empirical analysis is conducted on the theoretical proposition using
panel data from 31 provincial administrative regions over the period from 2012 to 2021. The results indicate that financial anti—cor-
ruption not only curbs the hidden financial risks triggered by the dynamic interplay between supervisors and banks but also fosters
prudence within banks. This, in turn, advances the administration of financial risk governance, pushing its initiation to earlier stages.
Furthermore, financial anti—corruption also mitigates the potential spillover effects of financial risks. Based on these findings, the pa-
per highlights the importance of prioritizing the synergistic effects of corruption governance and financial risk governance. It recom-
mends intensifying efforts against corruption to prevent the surreptitious escalation of financial risks, thereby enhancing the efficacy
of supervisory oversight in managing these risks.

Key words: Supervisory Corruption; Anti—Corruption; Supervisor; Financial Risk; Hidden Financial Risk
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