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ified investment goals for the benefit of the inves-
tors. Investors may be institutions (insurance com-
panies, pension funds, corporations etc.) or private
investors (both directly via investment contracts
and more commonly via collective investment
schemes eg. mutual funds). The investment man-
agement division of an investment bank is gener-
ally divided into separate groups, often known as
Private Wealth Management and Private Client
Services. Asset Management deals with institu-
tional investors, while Private Wealth Management
manages the funds of high net-worth individuals.
Sales & trading In the process of market making,
traders will buy and sell financial products with the
goal of making an incremental amount of money
on each trade. Sales is the term for the invest-
ment banks sales force, whose primary job is to
call on institutional and high-net-worth investors
to suggest trading ideas (on caveat emptor basis)
and take orders. Sales desks then communicate
their clients' orders to the appropriate trading
desks, who can price and execute trades, or struc-
ture new products that fit a specific need.
Structuring has been a relatively recent division as
derivatives have come into play, with highly techni-
cal and numerate employees working on creating
complex structured products which typically offer
much greater margins and returns than underlying
cash securities. The necessity for numerical ability
has created jobs for physics and math Ph.D.s who
act as quantitative analysts.

Merchant banking is a private equity activity of
investment banks.[2] Examples include Goldman

The palermo protocols

The United Nations Convention against Transnational Organized
Crime (UNTOC) is a 2000 United Nations-sponsored multilateral treaty
against transnational organized crime. The Convention was adopted by
a resolution of the United Nations General Assembly on 15 November
2000. It is also called the Palermo Convention, and its three supple-
mentary protocols (the Palermo Protocols) are:[1]

Protocol to Prevent, Suppress and Punish Trafficking in Persons, espe-
cially Women and Children.

Protocol against the Smuggling of Migrants by Land, Sea and Air.
Protocol against the lllicit Manufacturing and Trafficking in Firearms.

Sachs Capital Partners and JPMorgan One Equity
Partners. (Originally, "merchant bank" was the
British English term for an investment bank.)
Research is the division which reviews companies
and writes reports about their prospects, often with
"buy" or "sell" ratings. While the research division
generates no revenue, its resources are used to
assist traders in trading, the sales force in suggest-
ing ideas to customers, and investment bankers by
covering their clients. There is a potential conflict
of interest between the investment bank and its
analysis in that published analysis can affect the
profits of the bank. Therefore in recent years the
relationship between investment banking and re-
search has become highly regulated requiring a
Chinese wall between public and private functions.
Strategy is the division which advises external as
well as internal clients on the strategies that can
be adopted in various markets. Ranging from de-
rivatives to specific industries, strategists place
companies and industries in a quantitative frame-
work with full consideration of the macroeconomic
scene. This strategy often affects the way the firm
will operate in the market, the direction it would
like to take in terms of its proprietary and flow
positions, the suggestions salespersons give to
clients, as well as the way structurers create new
products.

Middle office

Risk management involves analyzing the market
and credit risk that traders are taking onto the
balance sheet in conducting their daily trades, and
setting limits on the amount of capital that they are
able to trade in order to prevent 'bad' trades having
a detrimental effect to a desk overall. Another key
Middle Office role is to ensure that the above men-
tioned economic risks are captured accurately (as
per agreement of commercial terms with the coun-
terparty), correctly (as per standardized booking
models in the most appropriate systems) and on
time (typically within 30 minutes of trade execu-
tion). In recent years the risk of errors has become
known as "operational risk" and the assurance
Middle Offices provide now includes measures to
address this risk. When this assurance is not in
place, market and credit risk analysis can be unre-
liable and open to deliberate manipulation.
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Finance areas are responsible for an investment
bank's capital management and risk monitoring.
By tracking and analyzing the capital flows of the
firm, the Finance division is the principal adviser
to senior management on essential areas such as
controlling the firm's global risk exposure and the
profitability and structure of the firm's various busi-
nesses. In the United States and United Kingdom,
a Financial Controller is a senior position, often re-
porting to the Chief Financial Officer.

Compliance areas are responsible for an invest-
ment bank's daily operations' compliance with
FSA or other government regulations and internal
regulations. Often also considered a back-office
division.

Back Office

Operations involves data-checking trades that
have been conducted, ensuring that they are not
erroneous, and transacting the required transfers.
While some[who?] believe that operations pro-
vides the greatest job security and the bleakest
career prospects of any division within an invest-
ment bank, many banks have outsourced oper-
ations. It is, however, a critical part of the bank.
Due to increased competition in finance related
careers, college degrees are now mandatory at
most Tier 1 investment banks.[citation needed] A
finance degree has proved significant in under-
standing the depth of the deals and transactions
that occur across all the divisions of the bank.
Technology refers to the IT department. Every
major investment bank has considerable amounts
of in-house software, created by the Technology
team, who are also responsible for Computer and
Telecommunications-based support. Technology
has changed considerably in the last few years as
more sales and trading desks are using electronic
trading platforms. These platforms can serve as
auto-executed hedging to complex model driven
algorithms.

Chinese Wall

An investment bank can also be split into private
and public functions with a Chinese wall which
separates the two to prevent information from
crossing. The private areas of the bank deal with
private insider information that may not be public-
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ly disclosed, while the public areas such as stock
analysis deal with public information.

Possible conflicts of interest

Potential conflicts of interest may arise between
different parts of a bank, creating the potential for
financial movements that could be market manipu-
lation. Authorities that regulate investment banking
(the FSA in the United Kingdom and the SEC in
the United States) require that banks impose
a Chinese wall which prohibits communication
between investment banking on one side and
equity research and trading on the other.

Some of the conflicts of interest that can be
found in investment banking are listed here:

e Historically, equity research firms were founded
and owned by investment banks. One common
practice is for equity analysts to initiate coverage
on a company in order to develop relationships
that lead to highly profitable investment banking
business. In the 1990s, many equity researchers
allegedly traded positive stock ratings directly for
investment banking business. On the flip side
of the coin: companies would threaten to divert
investment banking business to competitors
unless their stock was rated favorably. Politicians
acted to pass laws to criminalize such acts. In-
creased pressure from regulators and a series of
lawsuits, settlements, and prosecutions curbed
this business to a large extent following the 2001
stock market tumble.[citation needed]

Many investment banks also own retail brokerag-
es. Also during the 1990s, some retail brokerag-
es sold consumers securities which did not meet
their stated risk profile. This behavior may have
led to investment banking business or even sales
of surplus shares during a public offering to keep
public perception of the stock favorable.

Since investment banks engage heavily in
trading for their own account, there is always the
temptation or possibility that they might engage
in some form of front running. Front running is the
illegal practice of a stock broker executing orders
on a security for their own account before filling
orders previously submitted by their customers,
thereby benefiting from any changes in prices
induced by those orders |l
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Investment Banking
and its functions

Professor Emeritus of California State University and
executive consultant to world bank group M.T.Vaziri

The main activities and Investment banks

¢ On behalf of the bank and its clients, the primary
function of the bank is buying and selling prod-
ucts. Banks undertake risk through proprietary
trading, done by a special set of traders who do
not interface with clients and through Principal
Risk, risk undertaken by a trader after he buys or
sells a product to a client and does not hedge his
total exposure. Banks seek to maximize profit-
ability for a given amount of risk on their balance
sheet.

Investment banks help companies and govern-
ments raise money by issuing and selling securi-
ties in the capital markets (both equity and bond),
as well as providing advice on transactions such
as mergers and acquisitions. Until the late 1980s,
the United States and Canada maintained a sep-
aration between investment banking and com-
mercial banks.
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* A majority of investment banks offer strategic
advisory services for mergers, acquisitions, di-
vestiture or other financial services for clients,
such as the trading of derivatives, fixed income,
foreign exchange, commodity, and equity securi-
ties.

» Trading securities for cash or securities (i.e., fa-
cilitating transactions, market-making), or the
promotion of securities (i.e., underwriting, re-
search, etc.) is referred to as the "sell side."

e Dealing with the pension funds, mutual funds,
hedge funds, and the investing public who
consume the products and services of the sell-
side in order to maximize their return on invest-
ment constitutes the "buy side". Many firms have
buy and sell side components.

¢ An investment bank is split into the so-called
Front Office, Middle Office, and Back Office.

Front office

Investment banking is the traditional aspect of in-
vestment banks which involves helping customers
raise funds in the Capital Markets and advising on
mergers and acquisitions. These jobs tend to be
extremely competitive and difficult to land. Invest-
ment banking may involve subscribing investors to
a security issuance, coordinating with bidders, or
negotiating with a merger target. Other terms for
the investment banking division include mergers
and acquisitions (M&A) and corporate finance.
The investment banking division (IBD) is generally
divided into industry coverage and product cover-
age groups. Industry coverage groups focus on a
specific industry such as healthcare, industrials, or
technology, and maintain relationships with corpo-
rations within the industry to bring in business for a
bank. Product coverage groups focus on financial
products, such as mergers and acquisitions, lever-
aged finance, equity, and high-grade debt.
Investment management is the professional man-
agement of various securities (shares, bonds, etc.)
and other assets (e.g. real estate), to meet spec-
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