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Investment banks have played an important role in the capital market, especially, the direct
finance developed at present. Raising capital for corporations, providing advice on transactions
such as mergers and acquisitions, as well as trading securities are the main businesses of invest-
ment banks.

Because the financial engineering developed, investment banks have continuously created
securitized products such as Residential Mortgage-Backed Security (RMBS) and Collateralized
Debt Obligation (CDO) since 2000. The scale of securitized products climbed to $520 billion and
reached the peak at the end of 2006. Investment banks and other financial institutions got huge
profits from the capital market. But, the price of securitized products such as CDOs have plum-
meted to the ground when the subprime mortgage crisis happened, so hedge funds, mutual funds
and investment banks have suffered huge losses in the global financial crisis. Even if the fourth
biggest investment bank Lehman Brothers had to file for bankruptcy protection on September
15, 2008.

This paper will analyze the business model of investment banks, and examine whether an

excessively expanded business of investment banks connect with this financial crisis.
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Merrill Lynch 1,597 | Morgan Stanley 12,116
Lehman Brothers 1,013 | UBS 10,273
First Boston 929 | CS First Boston 7,355
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Morgan Stanley 911 | JP Morgan 6,031
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Dean Witter 759 | AG Edwards 2708
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Goldman Sachs 1,890.3 1 59 309 2,950.8 1 -359%
JP Morgan 1,543.6 2 48 353 2,246.3 3 -31.3%
Morgan Stanley 12675 3 4.0 298 24107 2 —474%
UBS 1,1985 4 36 305 1,830.1 4 —345%
Merrill Lynch 11377 5 3.6 313 1,407.0 7 -19.1%
Credit Suisse 1,1374 6 36 313 15379 6 -26.0%
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Barclays Capital 657.5 9 2.1 115 966.1 8 -319%
Lazard 5914 10 19 202 901.5 10 —34.4%
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