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Abstract: This paper conducts an in-depth examination of the development status of investment banks in China, analyses
existing challenges, and proposes corresponding countermeasures. Through a review of relevant literature, it outlines the
developmental trajectory, business models, and market competition landscape of Chinese investment banks. Drawing upon
practical case studies and data analysis, it identifies deficiencies in risk management, innovation capabilities, and talent
cultivation within the sector. Finally, it proposes countermeasures to promote the sustainable development of Chinese
investment banks, focusing on improving the regulatory framework, strengthening innovation-driven approaches, and
enhancing talent quality.
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1.Introduction

Investment banks constitute a category of financial institutions distinct from commercial banks, representing the
quintessential form of investment-oriented financial institutions. Generally speaking, investment banks are financial
institutions that provide intermediary services in capital markets for enterprises issuing bonds and shares to raise long-term
capital. Their primary activities encompass securities issuance, underwriting, trading, corporate restructuring, mergers and
acquisitions, investment analysis, venture capital, and project financing.

The classification and nomenclature of investment banks vary across nations. In the United States and continental Europe,
they are commonly termed ‘investment banks’; in the United Kingdom, they are known as ‘merchant banks’; while in China
and Japan, they are referred to as ‘securities companies’. China’s four major investment banks are China International Capital
Corporation Limited (CICC), China Merchants Securities (a financial enterprise under China Merchants Bank), Guosen
Securities, and Haitong Securities. Among these, CICC is the sole institution holding an international investment banking
licence.

Internationally, four primary definitions of investment banks exist: First, any financial institution conducting Wall Street
financial activities may be termed an investment bank; second, only institutions engaged in some or all capital market
operations qualify; third, those specialising in securities underwriting and corporate mergers and acquisitions are designated
investment banks; fourth, solely those underwriting securities in primary markets and trading them in secondary markets are

classified as investment banks.
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Investment banks are distinct from commercial banks. The primary difference lies in their respective coverage of financial
markets. Commercial banks primarily operate within the money market, generating profits mainly through the interest rate
spread on deposits and loans. Investment banks, conversely, focus on the capital market, engaging in activities such as
securities issuance, underwriting and trading, corporate restructuring, mergers and acquisitions, investment analysis, venture
capital, and financing. Their profits are primarily derived from commissions (service fees).

As vital participants in financial markets, investment banks play a pivotal role in economic development. With China’s rapid
economic growth and the continuous refinement of its financial markets, Chinese investment banks have made significant
strides. Nevertheless, compared to internationally advanced counterparts, Chinese investment banks still face numerous
challenges in their development. Conducting in-depth research into the current state, issues, and countermeasures for Chinese
investment banks holds considerable significance for promoting the healthy development of China’s financial markets and

enhancing the competitiveness of its economy.

2.Literature Review

2.1 Research on the Current State of China’s Investment Banks

Numerous scholars have conducted in-depth studies on the development status of China’s investment banks. Wang Xiaoming
(2020) noted that while Chinese investment banks have achieved significant accomplishments in terms of business scale,
market competition, and business innovation, substantial gaps remain when compared to internationally advanced investment
banks. Li Hua (2021) contends that China’s investment banks face challenges including intense market competition,
insufficient innovation capacity, and talent shortages. Addressing these requires strengthening risk management, enhancing
innovation capabilities, and improving talent cultivation.

2.2 Research on the Problems Facing Chinese Investment Banks

Scholars have extensively examined the issues confronting Chinese investment banks. Zhang Yu (2022) highlighted
inadequate risk management capabilities, manifested in weak risk awareness, outdated risk assessment methodologies, and a
shortage of risk management professionals. Liu Min (2023) contends that insufficient innovation capacity—characterised by
limited innovation incentives, constrained innovation capabilities, and an imperfect innovation environment—constrains their
development.

2.3 Research on Development Strategies for Chinese Investment Banks

Addressing these challenges, scholars have proposed corresponding countermeasures. Zhao Qiang (2023) recommends
that Chinese investment banks should strengthen risk management by enhancing risk awareness, refining risk assessment
methodologies, and cultivating risk management talent. Wang Li (2024) contends that these institutions must elevate their
innovation capabilities through boosting innovation motivation, improving innovation capacity, and optimising the innovation

environment.

3.Current Development Status of Chinese Investment Banks

3.1 Continuous Expansion of Business Scale

In recent years, the business scale of Chinese investment banks has sustained growth. Regarding equity financing, with the
ongoing development of domestic capital markets, the volume of initial public offerings (IPOs) and refinancing activities has
increased annually. In bond financing, the issuance scale of corporate bonds and company bonds has continually expanded.
Concurrently, investment banks have actively broadened their business scope into areas such as mergers and acquisitions
restructuring and financial advisory services, providing enterprises with comprehensive financial solutions.

3.2 Intensifying Market Competition

Amidst financial market liberalisation and heightened competition, Chinese investment banks face fierce challenges from
both domestic and international players. Domestic financial institutions such as securities firms and trust companies have in-
creasingly ventured into investment banking, intensifying the battle for market share. Concurrently, internationally renowned
investment banks have significantly increased their investment in the Chinese market, exerting considerable competitive

pressure on domestic counterparts through their advanced technologies and management expertise.
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3.3 Continuous Advancement in Business Innovation
To meet clients’ diverse needs and enhance market competitiveness, Chinese investment banks are driving ongoing business

innovation. In product innovation, they have introduced novel financial instruments such as asset securitisation, convertible
bonds, and preferred shares. Regarding service innovation, they are actively developing internet finance and wealth manage-
ment services to deliver more convenient and efficient financial solutions to clients.

3.4 Accelerated Internationalisation

With China’s economic globalisation and financial market liberalisation, domestic investment banks have accelerated their
internationalisation. On one hand, they actively expand overseas markets by establishing branches abroad and participating in
international mergers and acquisitions to enhance global influence. On the other, international investment banks increasingly
enter the Chinese market, collaborating with domestic counterparts to jointly advance the internationalisation of China’s

financial sector.

4.Issues Facing Chinese Investment Banks

4.1 Inadequate Risk Management Capabilities

Some investment banks fail to recognise the importance of risk management, lacking effective risk management systems and
early warning mechanisms. In pursuing business expansion, they overly prioritise short-term gains while neglecting potential
risks.

Outdated Risk Assessment Methods

Currently, Chinese investment banks primarily rely on traditional financial analysis and experiential judgement for
risk assessment, lacking scientific and systematic risk evaluation models. This hinders accurate risk identification and
quantification, diminishing risk management effectiveness. Consider the bankruptcy of Lehman Brothers as an example.
As a globally renowned investment bank, Lehman Brothers exhibited severe deficiencies in risk management. On one
hand, it over-engaged in high-risk subprime mortgage-related activities, underestimating market risks. When the real
estate market crisis emerged, its substantial holdings of subprime-related assets rapidly depreciated, resulting in substantial
losses. Furthermore, its risk assessment framework failed to accurately predict and quantify risks, lacking effective early
warning mechanisms. Consequently, when the crisis struck, timely and effective countermeasures could not be implemented,
ultimately leading to bankruptcy.

This case offers profound lessons for Chinese investment banks. Firstly, investment banks must prioritise risk management,
avoiding blind pursuit of business expansion at the expense of potential risks. Secondly, they must establish scientifically
sound risk assessment frameworks to accurately quantify risks and promptly identify and alert against potential threats.
Finally, they should cultivate and recruit specialised risk management professionals to enhance risk governance capabilities.
Shortage of Risk Management Talent

Effective risk management requires personnel with specialised knowledge and extensive experience. However, Chinese
investment banks currently face a relative shortage of such talent, struggling to meet the demands of business expansion.

4.2 Insufficient Innovation Capacity

Constrained by traditional business models and regulatory policies, some investment banks lack the impetus for innovation.
During business expansion, they overly rely on conventional sectors while insufficiently exploring and innovating in
emerging areas.

Limited Innovation Capabilities

Chinese investment banks lag significantly behind their international counterparts in innovation. Regarding product
innovation, they lack independent R&D capabilities, often replicating foreign financial products. In service innovation,
they fail to offer personalised, differentiated services, struggling to meet clients’ diverse needs. Internationally renowned
investment banks such as Merrill Lynch, Morgan Stanley, and Goldman Sachs not only possess distinct advantages in core
businesses but also demonstrate formidable competitiveness in differentiation and personalisation.

Furthermore, international investment banks exhibit diversified and continuously innovative business portfolios, whereas

Chinese counterparts maintain relatively traditional business structures with room for improvement in innovation capabilities.
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For instance, foreign investment banks outperform their Chinese counterparts in complex product design, regional coverage
scope, and financial product diversity.

Incomplete Innovation Environment

Innovation requires a favourable policy and market environment. Currently, China’s financial market regulations are relatively
stringent, with insufficient support for innovation. Concurrently, market competition remains inadequate, lacking both the
impetus and pressure for innovation.

4.3 Pronounced Talent Shortage

Investment banking operations are characterised by high specialisation, broad knowledge requirements, and significant
technical complexity, necessitating professionals with expertise spanning finance, accounting, law, and other disciplines.
However, China’s investment banks currently face a relative shortage of such professionals, struggling to meet business
development demands.

Due to intense industry competition and factors like remuneration packages, China’s investment banks suffer significant
talent attrition. Top professionals are frequently poached by internationally renowned investment banks or other financial
institutions, adversely affecting the development of domestic investment banks.

Inadequate Talent Development Mechanisms

Presently, China’s investment banking sector lacks robust talent development frameworks. The absence of systematic training
programmes and career progression pathways hinders the cultivation of high-calibre professionals.

4.4 Regulatory Framework Requires Enhancement

As financial markets evolve and innovate, existing regulatory frameworks frequently fail to keep pace with market dynamics.
In emerging business domains, regulatory gaps or ambiguities create uncertainty for investment banking operations.
Investment banking activities span multiple financial sectors, necessitating collaborative oversight from various regulatory
bodies. However, coordination mechanisms among China’s financial regulators remain underdeveloped, resulting in
regulatory overlaps or gaps that diminish oversight efficiency.

China’s financial regulation currently relies predominantly on administrative measures and on-site inspections, representing
a relatively narrow range of tools. The absence of effective market discipline mechanisms and risk early-warning systems

hinders the achievement of robust oversight over investment banks.

5.Strategic Recommendations for the Development of Investment Banks in China

5.1 Strengthening Risk Management

Enhancing Risk Awareness

Investment banks should heighten their focus on risk management and cultivate a sound risk mindset. Robust risk
management systems and early warning mechanisms must be established to improve the identification, assessment, and
control of risks.

Refining Risk Assessment Methods

Advanced risk assessment techniques and methodologies should be adopted to develop scientific and systematic risk
assessment models. Quantitative analysis of various risks—including market risk, credit risk, and operational risk—should be
strengthened to enhance the effectiveness of risk management.

Cultivating Risk Management Talent

Strengthen the training and recruitment of risk management professionals to elevate the expertise of risk management teams.
Establish robust incentive mechanisms to attract and retain outstanding risk management talent.

5.2 Enhancing Innovation Capabilities

Boosting Innovation Drive

Investment banks should proactively transform their business philosophies, breaking free from the constraints of traditional
business models. Increase investment in innovation, establish incentive mechanisms for innovation, and encourage employees
to actively engage in innovative activities.

Enhancing Innovation Capabilities
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Strengthen research and development in financial innovation to improve independent innovation capabilities. Actively draw
upon the innovative experiences of leading international investment banks, adapting them to the realities of the Chinese
market to launch financial innovation products and services with distinctive Chinese characteristics.

Optimising the Innovation Environment

Government and regulatory authorities should increase support for financial innovation and refine the policy environment for
innovation. Strengthen the development of financial market infrastructure, enhance market transparency and efficiency, and
create a favourable market environment for financial innovation.

5.3 Strengthening Talent Development

Recruiting Specialised Talent

Investment banks should intensify efforts to recruit specialised professionals, attracting high-calibre individuals with
multidisciplinary expertise in finance, accounting, law, and related fields. Offer competitive remuneration packages and career
progression opportunities to attract and retain outstanding talent.

Preventing Talent Drain

Establish robust talent incentive mechanisms to enhance employee benefits and job satisfaction. Strengthen corporate culture
development to foster a positive working environment, thereby increasing staff belonging and loyalty.

Refining Talent Development Mechanisms

Develop systematic talent cultivation plans, intensify staff training and career planning. Establish internal talent mobility
mechanisms to provide employees with greater development opportunities and scope.

5.4 Enhancing the Regulatory Framework

Refining Regulatory Policies

Government and regulatory bodies should strengthen research and monitoring of financial markets, promptly adjusting and
refining regulatory policies. Intensify oversight of emerging business sectors, clarifying regulatory standards and norms to
prevent financial risks.

Strengthen Regulatory Coordination

Establish robust financial regulatory coordination mechanisms to enhance communication and collaboration among regulatory
bodies. Clarify the responsibilities and division of labour among regulators to avoid overlapping or gaps in oversight, thereby
improving regulatory efficiency.

Diversify Regulatory Approaches

Employ a comprehensive mix of administrative, market-based, and legal regulatory tools to strengthen oversight of
investment banks. Develop effective risk warning mechanisms and market discipline systems to achieve efficient regulation

of investment banking activities.

6.Conclusion

Chinese investment banks have achieved remarkable progress in their development, yet they also face numerous challenges.
Insufficient risk management capabilities, inadequate innovation capacity, talent shortages, and an imperfect regulatory
framework constrain the sustainable development of Chinese investment banks. To foster the healthy growth of these
institutions, efforts must be intensified in strengthening risk management, enhancing innovation capabilities, improving
talent cultivation, and refining the regulatory system. Concurrently, the government and regulatory authorities should
increase support for financial innovation, optimise the financial market environment, and create favourable conditions for the

advancement of Chinese investment banks.
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