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The Principle and System Construction of Moderate Regulation for Fintech Innovation

Cheng Xuejun"*
(1. Law School, Tongji University, Shanghai 200092, P.R.China;
2. Research Center for Economic LLaw, Tongji University, Shanghai 200092, P.R.China)

Abstract: In recent years, Financial technology (Fintech), through the deep integration of finance
and technology, has played a constructive and disruptive role in innovation: On the one hand, fintech
is conducive to the optimal allocation of resources and the rapid development of the financial services
industry, demonstrating its constructive innovation role; on the other hand, fintech has a disruptive
innovation effect, reshaping the traditional financial trilemma from a fundamental theoretical
perspective and forming the fintech trilemma, that is, fintech regulatory authorities can achieve at
most two goals simultaneously rather than three (fintech innovation, prevention of fintech risks, and
simplicity of fintech regulation). In the context of fintech innovation, the fintech trilemma brings
about three practical dilemmas: the tension between fintech innovation and the prevention of fintech
risks, the logical divergence between fintech innovation and the simplicity of fintech regulation, and
the practical conflict between the prevention of fintech risks and the simplicity of fintech regulation.

By adopting the analysis method of law and economics, it is found that the regulatory resources
of fintech in any country are limited rather than infinitely supplied. Therefore, most countries adhere
to the concept of moderate regulation, such as the twin peaks regulatory system, precisely anchoring
the regulatory intensity in the moderate regulatory area through prudential regulation and behavioral
regulation, effectively achieving dual regulatory goals and resolving the fintech trilemma. By
applying the comparative analysis method and focusing on the similarities and differences in financial
technology innovation and regulation among regions and countries, it is found that developed
economies overseas (such as the United Kingdom, the United States of America, and Australia)
generally adopt a twin peaks regulatory system under the concept of moderate regulation: Firstly, by
implementing incomplete centralized regulation, promoting the transformation of the regulatory
concept towards moderate regulation. Secondly, taking the twin peaks regulatory system as the core
arrangement to solve the trilemma and building a moderate regulatory system. Thirdly, constructing
a compound regulatory system that combines legal constraints and technological empowerment, and
enhancing the precision and efficiency of fintech regulation through the coordinated efforts of
institutional guarantees and technological innovation.

In this regard, in light of the principle of moderate regulation and the national conditions of
fintech regulation in China, constructing a moderate regulatory system can start {rom the aspects of
the regulatory framework, concept, goal and means in the context of fintech innovation, thereby
promoting the stable development of fintech: Firstly, at the level of regulatory framework,
establishing a moderate twin peaks regulatory system framework. Secondly, at the level of
regulatory concept, transforming from sectoral regulation to the concept of moderate regulation.
Thirdly, at the level of regulatory goal, achieving dual regulatory goals through twin peaks
regulation. Fourthly, at the level of regulatory means, strengthening the dual regulatory means of
law and technology.

Keywords: Financial technology; Financial innovation; Triple paradox; Moderate regulation; Twin
peaks regulatory system
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