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Abstract

This paper analyzes the investment banking business conducted by foreign and
domestic commercial banks and their organization choices, proposes that commercial
banks have the tendency to operate investment banking business internally through in-
ternal department or subsidiaries other than financial holding company. Internal mod-
els are the most effective organization forms to utilize the resources of commercial
bank and obtain diversification and synergy effects. While facing regulatory con-
straints in some countries, the internal — operating tendency reveals at the form of in-
ternal department or subsidiary mixed with financial holding company.

Thereafter, this paper analyzes the relative competitive advantage of commercial
bank when doing investment banking business internally, finds that commercial banks
tend to focus some investment banking businesses which have the most synergy effects
with commercial bank, such as M&A, restructuring, syndicated loans, secondary
loan market, structured finance etc. Commercial banks could easily make a success
in these businesses when intruding into the investment banking business and compete
with famous investment banking companies. But the synergy effects will not be gained
with necessity, it also depends on the organization efficiency and the effectiveness of
cross — selling mechanism within a specific company. So, the commercial bank shall
have to adjust some organization elements to suit for the need of diversified operation.

After analyzing the capital market facing the most strict control in China and sys-
tematic defect in financial market, this paper proposes that the security business is
highly risky, and independent investment companies is highly fragile and hard to sur-
vive facing substantially systematic risk. On the contrary, the non — security invest-
ment banking business has show great vital force in the banking — dominant financial
market in China. The commercial banking suffering huge NPL should also seek to
transform its loan — dependent business model and diversify its businesses line
through operating investment banking business internally. So, this paper suggest that
commercial banks should first operate investment banking business internally, and
then adopt a model mixed the internal department with subsidiary to operate security

business when market enviroment is favorable if subsidiary model is allowed by the
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regulatory body, or financial holding company if subsidiary model is not permitted.
When operating investment banking business internally, the commercial banks should
implement a product strategy pursuing the highest synergy benefit. After analyzing the
problems exist in the state — owned banks conducting investment banking business at
the form of internal department, the paper suggests that commercial banks should
conformity its business structure, establish interest — conflict harmonizing mecha-
nism, transform marketing model in order to form the culture of cross — selling and
cooperation between investment banking department and commercial banking depart-

ment, and get the highest benefit of diversification.
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