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Abstract

With the development of economic and financial globaliza-
tion, multinational banks have played an increase role in the
global economy. Especially, since the 21st century, with the ap-
pearance of information technology and knowledge economics,
multinational banks are experiencing great development. Reform,
acquisition, cooperate competition, and development are becom-
ing the theme of the development of multinational banks that
make efforts to obtain sustainable abilities through enhancing
overall international competitivity. Thus, study in the international
competitivity of multinational banks has significant theoretical
and realistic meanings.

The article consists of six parts and contains the following
basic content and ideas:

The main reason of the appearance and development of mul-
tinational banks is that the international financial market is im-
perfect, which results in the inefficiency of mid-prod-
ucts. Multinational banks are able to convert the external trans-
action to internal transaction through its effective structure. In

order for internal transaction, multinational banks need to set up
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subsidiaries or affiliates abroad. While with the union of interna-
tional market and the free flow of capital, multinational banks
take the advantage of area and make good use of its products,
technology and competition advantage to conduct business world-
wide in order that costs decrease and profits increase. On the oth-
er hand, multinational banks generally follow the “clients-fol-
lowing” strategy. The development of international trade and
investment,as well as the existence of client relationship, leads
to the development of multinational banks in the country.

International competitivity of multinational banks is the core
abilities of them, which includes the competitive efficiency and
the limit of development abilities under the surroundings of
financial globalization. Its study objective contains: pure compe-
tition model, monopoly bank Monti-Klein model, double Ber-
trand competition, monopoly competition, and cooperate compe-
tition theory. The theoretical source of multinational banks com-
petition advantage and sustainable competition advantage is the
result of both exogenous factors and ingenious factors. Thus, the
international competitivity of the multinational banks can be up-
graded as long as we penetrate into the theoretical root of the
multinational banks.

In the light of current trend and feathers in the development
of multinational banks, developed countries set up clear strategy
and choose various development strategies according to their
characteristics and power. They achieve the goal of international-
ization and globalization in order to rapidly increase the interna-

tional competitivity through international acquisition. Mean-
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while, multinational banks in developed countries actively change
the business strategy in order to change from the strategy “prod-
uct central” to the strategy of “clients central” as well as provide
“market-oriented”, “single-station” and omni direction financial
service. They emphasize the core business and rebuild structure
and business process, as well as change from wholesale bank to
retail bank. They also actively bring forth new ideas of financial
product and service and emphasize on the emerging market to en-
hance international competitivity. Multinational banks especially
pay attention to strengthening the structure and risk manage-
ment system, including the perfect risk management, strict in-
ternal control, enhancing capital management, setting up the
culture of capital management and perfect regulation system as
well as financial regulation department. This leads to the leading
and advantage position. First National City Bank in the USA and
HSBC in U. K. are the best examples.

According to the developing counties especially the emerging
countries, and with the development of financial globalization
and the improvement in the investment environment in develo-
ping countries as well as the openness of banking, developing
countries including Latin America, middle and eastern European
area and Asian area, have attracted large inflow of capital since
90s in the 20" century. Although Latin American attracts the
most foreign capitals, the capitals of acquisition in Asia have in-
creased rapidly. The factors that determine whether foreign cap-
ital will enter are: the economic relationship between host coun-

try and home country, the way multinational banks enter, the
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profit opportunity and broad market as well as the level of com-
petition in the development market, and the openness and regu-
lation. Currently, the portion of assets of foreign banks in GDP
increases continuously, which leads to the financial development
in the developing countries. The effects of foreign banks entering
into China are: Foreign banks have addressed on the foreign ex-
change business, but currently are conversing to RMB business;
foreign banks implement varied marketing strategies to broaden
and strengthen core business; Profitable power of Foreign banks
is increasing and they have qualitative assets. This is related to
the risk management and regulation in the developing coun-
tries. The comparison of robustness index shows that foreign
banks enter into more of emerging markets which have better ro-
bustness index. Thus, the participation of foreign banks has
great effect of improving the international competitivity.

The study in multinational banks competitivity is as well the
study in competition effectiveness in multinational banks. As to
the relationship between property right structure and bank com-
petitivity or competition effectiveness, whether and how the ef-
fectiveness of multinational banks is impacted by the property
right structure is under consideration and has no consistent con-
clusion. As to the relationship between property right structure
and the effectiveness of banks, the property right structure and
market competition practice at the same time and they are com-
plementary instead of substitute relationship. Property right
structure is the most important factor impacting China’s banks

and commercial banks in China implement moderate concentra-
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tion property right structure. The conclusion of the relationship
between the market structure of multinational banks and compet-
itivity is; Currently the banking in World has the trend of con-
centration and the concentration of European and American
banks is increasing; Concentration can both improve and baffle
economic development but there is no clear result on the better
effectiveness of competitive market than that of concentrated
market; Currently the market is monopoly market; The phase of
economic development has great impact on banking concentra-
tion. SCP theory argues that banking concentration is related to
the market price, resulting in higher profits. While ES theory
states that there is no relationship between concentration and
price as long as there exists no oligarch; The analysis on home
and abroad banks shows that there is no evidence of negative re-
lationship between banking concentration and competition; From
the prospective of division of work, if large companies are in the
leading position of bank loan market, so are large banks in bank-
ing system. This results in high concentration, and on the con-
trary reverse; Because of the acquisition among large banks in
developed countries, the banking concentration is high. There are
acquisitions among middle-sized banks in middle European and
Asia, the concentration decreases; the development strategy is
related to concentration. As to the relationship between multina-
tional financial stability and banking concentration and competi-
tion, financial stability is related to concentration and competi-
tion. The improvement in technology, regulation, law is related

to banking concentration and competition. Factors above all im-
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pact on the effectiveness of multinational banks.

According to the above analysis of structural factor, the ar-
ticle studies and implements empirical test on the international
competitivity of commercial banks in China and argues that the
effectiveness of stated-owned banks is lower than that of share
holding banks and foreign banks, whether from the prospective
of return on assets or of return on capital. The banking systems
in China is monopoly competition and is moderate concentration
and foreign banks have impact on banking system in China,
whether seen from the study on the banking concentration index
or on HHI index. At the same time, the empirical analysis apply-
ing DEA method to 1994—2005 effectiveness of China commer-
cial banks shows that the performance of Chinese commercial
banks generally increased and has the trend of increasing. The
further analysis on factors impacting the effectiveness of com-
mercial banks in China shows that competition degree and the
basic business ability have impact on the effectiveness. Budget
constraints and financial innovation are insignificance, and prop-
erty right and market structure altogether determine the effec-
tiveness. Additional analysis shows that the non-performing loan
rate has decreased rapidly since 1999 and this reflects the im-
provement of qualitative of bank assets in China. However, there
are still problems of lack of capitals, high NPL rate, weakness of
financial innovation, weakness of profit ability and the low de-
gree of internationalization of banks. All these lead to the low in-
ternational competitivity of banks in China. Thus, commercial

banks in China ought to upgrade international competitivity as



12 Abstract

soon as possible.

The objective and strategy of upgrading the international compet-
itivity are: Formulate clear goals of financial system reformation and
development, maintaining the moderate concentration, setting up in-
ternational huge banks and associating in the globalization of economy
and finance reasonably in the context of openness. Meanwhile, the
commercial banks in China should have accurate market orientation
and clear development strategy and actively take the advantage of cap-
ital in order to raise the international competitivity of Chinese
banks. The strategy of upgrading the international competitivity is:
Improving financial ecological building and establish healthy macro-
economic environment; Expediting the step of stock-holding system
reformation and realizing effective structure of corporate governance;
Establishing flattened and matrix structure and reengineering bank
structure and business process; Implementing financial innovation
continuously and upgrading core business and middle business;
Strengthen overall risk management and effectively deal with NPLs;
Expediting the development of capital market, and upgrading capital-
adequacy rate through multi-ways; Strengthening the cooperation of
Chinese and foreign banks and upgrading core competitivity; Actively
implementing acquisition across countries and expediting the step of

internationalization of banking.
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