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Washingtan, 0.0, Effectve Daie: Decenber 24, 2000
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Clearing, 45 %1

market making i i
advance clearing$& i 45 5
intermediation 14}

Eb/R-Z% (1994) : Banking is neccessary, Banks are not,

BARGAT: WAHEWM S, ARBEARIRAT R, B EEEE B, B e
v POl ETE SRR RIE SR URAT P AT AR S5

Virtual banking: 6 &\ ZE[H., FHHE. KX WAL ER SERERIT M. Bax
SEVBIBIHLRAT A2 F ST+ T S 4 o 1) SR B+ B A
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XoGR 1T HilLegal Dual Banking System

E X 4B4TA National Charter M4B4TA State Charter

DFI

Safety and Soundness

Comptroller of the Currency
Administrator of Mational Banks

US Department of the Treasury

EEBE Controller of the Currency  JHBUR LRI HI 2R

to get a “National” Charter Department of Financial
https://www.occ.treas.gov/ Institutions for a “State” Charter

Choice of whether you wanted to be Federally of State Charter used to depend on different powers/regulations afforded
Federally or State Charters. Originally National Charters were attractive because a National Charter allowed you to issue
untaxed National Currency! State bank notes were taxed at 10%! Once everyone settled on using National Notes, many
banks, especially small banks, preferred a State charter because it was frequently more lenient and supervisory costs
were lower! Now the powers are generally the same so the issue is basically just cost. In general, State exams are
much cheaper so most small banks have a State charter.
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= . The Fed in
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Stylized Structure of a Large Bank Holding Company
FINANCIAL SERVICES HOLDING COMPANIES

Top-tier
financial holding
COmpany
(FR Y-aC)
IFRY-2LP)

Ei’:]kmh;;ﬁrg Nonbank holding c 2l bank
ommercial ban
compan
(FRY-8LP/SPF
| | | |

_ U.S. nonbank Foreign nonbank Nonbank Nonbank i

e || e || TG | i || e ||
(FR Y-11) (FR 2314) (FRY-11/2314) (FRY-11/2314)

About 600 FSHC'’s in 2008, 473 in 2012
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Number of FDIC-Insured Banking Organizations

MMumiker

1996 - 2012

15,000

10,000 |-

5,000

Thrifts amd Independent Banks

One-Bank Holding Companies

Multi-Bank Holding Companies

1296 1298 1200 1202 1204 1206 12/08 1210 1212

Thrifts* and Indpt Banks 3.058 3,381 3,153 2,857 2.58 2,442 2,288 2,085 1.682

Cne-Bank Holding Co.'s 4421 4,401 4,400 4,507 4,567 4,567 4,520 4,420 4.278

Multi-Bank Holding Co.'s 821 742 a9e 804 555 518 478 400 241

Total o.208 2,524 2,240 7088 7.706 7.527 7.284 6,215 6.501
TYPE 1980 1996 2012

Independents 77%
One Bank HC 20%
Multi Bank HC 3%

43% 29%
48% 66%—> Roleclearly
9% 5%

Increasing

liul@suda.edu.cn



Assets of FDIC—Insured Banking Organizations

16,000
14,000
12,000
10,000

8,000

6,000

$ Billions

1906 — 2012

rifis and Independent Banks

One—Bank Holding Companies

Multi—Bank Holding Companies

|

©?oes  Bas o0 o2 2o o5 o8 12710 12112

* Indudes thrifts cwned by unitary thrift heldng comganies o multi=thnft hodding  companies.

Because Bank of America, JPMorgan Chase and Citigroup are in here.


http://www2.fdic.gov/qbp/grtable.asp?rptdate=2012dec&selgr=DBNKORG2
http://www2.fdic.gov/qbp/grtable.asp?rptdate=2012dec&selgr=DBNKORG2

B RBE, T 1S BANKING A DECLINING INDUSTRY?

Tﬂﬁ;ﬁ, %Eﬁ'ﬁ%% Percentage Distribution of US Financial Assets h”ft: /\ij " :L\" ! ZEE
W SETA 3R fEEIRIT (savmgs bank)
. d
Commercial banks Ioans S & Ls)g9ftazia,
2 IsEs

50 1

SuperV|5|on

EETRES MI‘EL

40

E Bol—M

g
20 ./. o
10 N i

1950 1960 1970 1980 1990 2000

Year

=== Commercial Bank Share ==8== Thrifts === Credit Unions === Insurance/Pension Funds === Finance Companies, REITS, Mutual Funds, etc)




Top-Heavy U.S. Banking System

$10 Billion+ 80% of Indust
106 Banks/Thrifts Assetsu i
$1.0to $10.0 Billion 10% of Industry
561 Banks/Thrifts Assets

$100 Million to $1.0 Billion

_ 9% of Industry
4,279 Banks/Thrifts

Assets

Less than $100 Million

1% of Industry

2,490 Banks/Thrifts Assets

Source: PL Capital WWWAGORAFINANCIALCOM

Top 1% of banks control 80% of
iIndustry assets and income.

RBITHEEBT 7IRETIL. B Al

k] R H S E

The Herfindahl-Hirschman Index, or HHI

P E IR



US: More banks, historically smaller, lower market share

IS THE US DIFFERENT?

International Banking Comparison 1993

Country Number Bank Offices Average |Share of

of Banks Per Million Assets ssets 1n

opulation  Population ($Billions) {fop 3 banks

USA 1097 252 $0.30 13.30%
CANADA 60 2.1 271 $9.50 65.20%
FRANCE 425 7.4 189 $3.20 63.60%
GERMANY 330 4.1 98 $2.90 89.50%
ITALY 315 5.5 352 $3.10 35.90%
JAPAN 150 1.2 121 $40.90 28.30%
SPAIN 168 4.3 455 $3.50 50.10%
UK 491 8.5 228 $4.50 29.10%

Offices are banks and branches

Sourse: Barth, Nolle and Rice “Commercial banking structure, regulation and performance: An International
Comparison”, OCC Econ Working Paper 97-6, March 1997
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PELEEITRAAMKA 2005%12A31a £42: ARPET L
M4 29,905 #8414 & 4,739,765
7 K T KA 523,667| 1 3 474k & _
7 A Ak 16,095 @l 4.4 3% 201,725
A Ak 113,831] M@ k3F 29,709
4.4 % 853,765 £ #4154 # 833,816
b5k 1,960,316 & 47 4% # 5,351
A FEREES (83,168)| £ 111k £ 35,000
4.4 B8k 578,221 #-#u i 4k 274,981
X 1,480,299| £ # KA/ A 248,000
Ay B BR A RS (277)| R AA= -
B RA 115,572| & 4242 375
#: Rithm (5,889)| — A& A,Mef & 1,700
A B 2R A A ES (76)| 4 o874 3,641
.Y e 791,530 st AR B £ (272)
R~ & 6,373,791 Rtk AFAH LB E &+t 6,373,791
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PELARITRAE AL 2005%412A31a £4: ARPE T A
e £ 539,762 B & £ 1,035,541
M4 CASH 1-2% of assets 29,905 4.4 15 ¥ 4,739,765
K2 AT A 523,667 A 4G & 201,725
B # A Ak 16,095 P 833,816
%&£ 2,814,081 | 4% & % 40,351
# # A 4k 113,831 SEX 2 29.709
4.4 9 & 853,765 @) £ T4 K -
+ L4 4 & 1,960,316 £ 8 4 & 5,351
£ AT 1% & 35,000
#RE 2,058,520
4B R 578,221
ERBER 1,480,299
5 BOR A A 248,000
RAEXE 6,373,791 R4k A A H kB L &+t 6,373,791
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Selected balance sheet data

December 31, (in millions) 2008 Liabilities

Assets Deposits $1,009,277

Cash and due from banks $ 26,895 Federal funds purchased and securities loaned

Deposits with banks 138,139 or sold under repurchase agreements 192,546

Federal funds sold and securities purchased Commercial paper and other borrowed funds 170,245
under resale agreements 203,115 Trading liabilities:

Securities borrowed 124,000  pebt and equity instruments 45,274

Trading assets: Derivative payables 121,604
Debt and equity instruments 341,357 accounts payable and other liabilities 187,978
Derivative receivables 162,626

Beneficial interests issued by consolidated VIEs 10,561

Securities 205,943 Lona-t debt and trust preferred capital

Loans 744 g9g Long-term debt and trust preferred capita

Allowance for loan losses (23,164) debt securities 270,683
Loans, net of allowance for loan losses 721,734 Total liabilities 2,008,168

Accrued interest and accounts receivable 60,987 Stockholders’ equity 166,884

Goodwill 1= 48,027

Other intangible assets 14,984 Total liabilities and stockholders’

Other assets 121,245 _ equity $2,175,052

Total assets $2,175,052

. 23
liul@suda.edu.cn
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Interest Income

1980FEF] B AL 2B
K N [F15%, 20034F 429.6%

[e]

AN

i
Q
%

1981F93%
20034F-64.3%

R ARAT B R

B
AR

UEZF A
DL S
Hoh A &
FEFLE N

BENBAN

B

FE 2R
A KA
ENZEE/HPN IS,

HAEANTEHE

e B2 H
PRI R
BEFEHA

19814E74%, 20034F25.4%
Interest Expense

Provision



1[EH£R1T (2008)F)7

RN

EFIREA

Hi: FaBAAT2ERA

=W IA

gl

Hp: WEREER
RrERERK

= WA

HiE B3

FisHEH

A

H

i

2008
162,936
65,352
39,947
228,288
(142,135)
(71,957)
(45,031)
86,153
86,251
(21,178)
65,073

2007
152,745
41,450
35,935
194,195
(104,725)
(65,442)
(20,263)
89,470
89,955
(27,938)
62,017

B BATART

2006 F
121,371
25,381
20,566
146,752
(80,166)
(53,607)
(12,215)
66,586
67,630
(19,572)
48,058



EH

RATHA RS

B BATARD
5 B 2008 % 2007 % &3 W BEE BB R
MER % ESE S
FEHA
R 194,916 158,390 36,526 30,869 5,657
BERE 59,915 73,500 (13,585) (9,577) (4,008)
ey uint:cbes 13,036 7,645 5,391 5,860 (469)
iy (EN 19,060 22,336 (3,276) 1817 (5,093)
INGT 286,927 261,871 25,056 28,969 (3,913)
FEX
USENEEE 105,704 90,950 14,754 9,181 5,573
ERIZZIN 14,428 14,380 48 4117 (4,069)
HitfEAEE 3,859 3,796 63 79 (16)
INGT 123,991 109,126 14,865 13,377 1,488
AF| EIA 162,936 152,745 10,191 15,592 (5,401)
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Biy: ahAhxARS (BoEEERIN

2008 4F 2007 £F IRl
o B TR FOAE  ToRE FHAE FHRE T
£
£ BB~
B IEFR 3,185,227 6.12% 2,665,549 5.94% 519,678 18 BPs
fEEmE 1,649,727 363% 1,897,204 3.87%  (247,477) (24) BPs
IR RERTT 807,841 1.61% 456,955 1.67% 350,886 (6) BPs
rexiyidCil|l 548,459 3.48% 507,167 4.40% 41,292 (92) BPs
/NG 6,191,254 463% 5,526,875 4.74% 664,379 (11) BPs
+RAf5%s
MG W 225 4,866,677 217% 4,421,007 2.06% 445 670 11 BPs
ENZ=Z YN 736,422 1.96% 572,383 2.51% 164,039 (55) BPs
Hihg A5 83,771 4.61% 82,064 4 63% 1,707 (2) BPs
/N 5,686,870 2.18% 5,075,454 2.15% 611,416 3 BPs
FREE 2.63% 2.76% (13) BPs



201 14EBISK, &R ARAT AU B 227K T BEE A 2R T 40 B BE R 55 82 40 7

HEE
(%)
2016
2015
2014
2013
2012
2011

R
1.78
2.25
2.30
2.16

2.54
2.49

'H:E

2.42
2.956
2.69
2.67
2.71
2.81

R&E

1.86
2.26
2.99
2.49
2.94
3.14

R
2.03
2.45
2.50
2.46

2.98
2.60

)

[

2.07
245
2.48
2.44
2.64
2.49

BE

2.50
2.75
2.64
2.82
3.03
3.06

F{E

2
2.31
2.40
2.60
2.81
3.00

T
1.95
2.38
251
251

3.49
3.23

2.15
2.81
2.57
2.31

2.37
2.956

1T

2.12
2.12
2.25
2.24
2.15
2.12

B17
2.2
2.63
2.80
2.74

2.75
2.70

T17
2.16
247
2.66
2.57

2.66
2.68

RET

2.25
2.66
2.92
2.79
2.81
2.85

247

2.02
2.30
2.36
2.92
2.99
2.99



FEF BN & ELAERE

1EF 2
WANE AKX £E R4 BR X By $F tx 7K Fx 17 27 I Rf7 X7
tE (%)

32.7

2016 29.89 25.18 33.67 5 28.49 .35.61 30.98 20.23 27.85 25.86 36.72 19.59 20.55 17.97 18.74

2015 28 23 39 23 22 32 28 16 20 28 31 19 21 15 20
2014 24 16 32 20 23 29 24 13 13 24 30 19 20 15 18
2013 22 14 28 15 21 25 18 14 12 20 30 20 21 18 17
2012 16 11 25 12 18 22 16 11 11 14 30 20 20 18 15
2011 14 10 21 10 15 21 15 9 14 11 31 22 21 18 16



FHEBWVIRITHSREET

« F = EIREBEROA=FF]E/E =
« BRI 2R B3R EROE=4F)5[E/F &K

* %2 Z (net interest margin, NIM) = ($RfTEZF BN -RITEEB
MEXW) /BE”



B RITRF DM IETRIE R - -CAMEL(S)

o BAZEREE (capital adequacy)
« B’iERE (asset quality)

- EHIE/KIE (management)

- BT (earnings)

« wEItE (liquidity)

o RESHURMIEFR (sensitivity)
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EZEREITIAPEZR 12 (Basel Committee on Banking Supervision,
BCBS)

B3R P R IR

 Basel |, 1988,%{”%)% MB&%%}ZIK%EEK International Convergence of Capital Measurement and
Capital Standards

i :|.996$:t le] T X{l‘ﬂ?iﬁm IKTL\ El/‘J {J%:\ZIKEKE‘;J% Amendment to The Capital Accord to Incorporate Market Risks
- Basel Il
* 2004, NESHURRI BEAER, 0 733 KU B AZIR. Gntemational
Convergence of Capital Measurement and Capital Standards :A Revised Framework; i#f{BaselIl )
- 200631
« Basel lll. 20114+ sl 1 AU

o Basellll: International framework for liquidity risk measurement,
standards and monitoring 2010. 12 ymzhtEl=. WE

e Basellll: A global regulatory framework for more resilient banks
and banking systems  2011.6 #RA7FafEM:

o 201942 1] S5 it

o [EHPriEHFMFENAHZ (International Organization of Securities
Commissions ; I0SCO)

o [E PR WA FEE < (International Association of Insurance Supervisors
;  1AIS)
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investment banks

* http://www.careers-in-finance.com/ib.htm



http://www.careers-in-finance.com/ib.htm

Sell Side/Buy Side

+ Sell Side 2 & REIR S * Buy Sides il 5
» Agency Brokers Hedge Funds
ol t ¢ Bank * Pension Funds (Long Only)
nvestment banks « Private Equity
* Research Houses  Insurance Companies (Long Only)

* Interdealer Brokers (IDBs) Asset Managers (Long Only)

37



Roles on the sell side

* Research Analyst ({RZFA)

* — analyse companies, economies and asset classes to distribute their
conclusions to the market.

* Sales(7AB AT EES])
* - sell the company’s views to generate trading activity. Usually uses the

research material provided by the research analyst to speak to clients
and push new ideas and persuade them to invest their capital.

» Sales Trader

* —similar to a Sales person but more of an execution based role. The
Sales Trader will have a day to day relationship with institutional
centralized dealing desks. The Sales Trader will also provide trade ideas
to help the trader’s book or to bring more commission revenues to the
firm.

* Trader/Market Maker

* — quote risk prices to Sales Traders for their clients and manages the risk
by unwinding positions. Also executes trades in the market as per client
Instructions. 38



Hedge Fund

Investment Bank

v
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Aims of Traders

* Sell Side / Flow trading:
* Maximize commission
* Limit risk exposure
» Good relationship with client
« Buy Side / Prop trading H %2 7
* Maximize return on investment

 Best execution when dealing with broker



Order-driven vs. Quote-driven market

Order-driven: The order book#k 1/} ZX5)

 Order driven functionality
* Price matching examples
* Trading with clients

» Unwinding risk

PORUIE- SR b= N N S N TR 1 = /NI B BA TN
Quote Driven #5450 (fim)

» Trading with clients HIEAZ 70T, X rdb&55 K& H
* Unwinding / Hedging

* Inter-Dealer Brokers



I R N

Instruments

Advantages
Prices

Anonymity

Matching

Equities, Inv. Trusts, ETFs, FX, some
Commodities, Futures, some Options, etc.

Transparency, ease of trade
Individuals post limit orders

Anonymous orders

Automatic execution

Small Cap Equities, Bonds,
Credit Instruments, Structured
Products, etc.

Constant liquidity
Dedicated market makers

Always know who you have
traded with

OTC trade with MM



Order driven — why use an IB?

* Direct Market Access (DMA)
*Nowadays, most clients have DMA. This means they can post their orders
into a centralised order book.
*If a client wants to buy or sell an order driven security, why the need to deal
with a bank?

* Need for liquidity
* Typically, the volume of shares that is on the Best Bid or Best Offer is not
enough for a client to execute their entire order. They may choose to finesse
their order by “working “ it in the market, this can be slow.
*Usually a client needs some protection that they will execute a trade before
the price moves away.

* Trading “Risk Prices “
*Clients speak to the Banks to deal in Risk Prices or Blocks.
*Transfers the risk from the client to the Bank, in return for a commission fee

(usually 5-30bps).



________|Order-Driven | Quote-Driven ___

Commission Yes No
take bid-offer spread

Trade electronically Yes in exchange / order Sometimes with Market
book Maker quotes

Client has DMA? Yes can trade in No must trade with a
exchange Market Maker

Price transparency High Low

Liquidity High Low



Lehman stock price

10

2007 May Jun Jul Awg Sep Oct MNov Dec 2008 Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec 2000

Some others (Bear Sterns, Freddie, Fannie, AlG...) were bailed out with
government support.
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AN ER LY T N =D ER, RN EIRPINEE B 5 2R Rt 51
NG . TRRFEZLLHE (Top Tier Primes) %2 KAIZEEHAT U N A RE4RT, 2
RARLIRAN S5 B T2,  HPBMY S5 AR B — g K -F,  Hod R &0 s g 2 H B A v
oy R, BRI A TR B AR S T ORI e A, HX ) R
N DTk H 2R . XKLL T4 2 20 B H N2 P I % P24 BRI R 51438 Tt .

| B ERLEBNEERE

Morgan Stanley Credit Suisse
Goldman Sachs UBS

JP Morgan Top Tier Primes Deutsche
> 5{Z%T

SEB
Pershing

Jefferies
Interactive Brokers

Mid Tier Primes
S{ZETT2X2 20005 E7%

BTIG

Cowen Group
RIL Prime

Cantor Fitzgerald

Mini Primes and Boutiques Primes
<2000 =7t

PR EEERIR




S HPBIRSEAEE2014F8, EEE_TRHE, TAFEE, EHEE.

1. A=EE

2013F6 H1HIZTT (IRBZEX) BIEAHSEESHWNEEEE, 20145FHY2H7
H, FEESIMNSEEHST (WERAESEEAGICHIESSENNE) . WiE
AAESEE. EIRIEESHITTE, AR LR NREm, FFAFSE
EEESH XA,

IWEEE=NMER: (1) IFRFEE, FEATHER, FRerREAER, KRR,
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