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Strategic cooperation decision of the foreign bank and China’s bank
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Abstract: It is an important reform and open policy of the bank industry in China to introduce the overseas
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strategic investors by selling them minority stakes. Under sucha background, considering the strategic coopera—
tion between a foreign bank and one of the two local banks and the possibility of the foreign bank’ s acquiring
the major shares of her local partner in the future, this paper sets up decision models of real option of M&A
and minority stake cooperation to study the interaction between the foreign bank and the local bank. The re—
sults show that: (1) the possibility of acquiring her local partner in the future is the more important reason
that the foreign bank takes part in cooperation; (2) the existing mechanism of cooperation based on minority
shares can not effectively stimulate the foreign bank to make effort, and the possibility of acquiring her partner
further reduces her effort level; (3) the local bank cooperating with the foreign bank should add new binding
provisions in the cooperation contract to stimulate the foreign bank to make effort effectively. Relative to a
higher binding target in the cooperation contract, the lower binding target could stimulate the foreign bank to
improve effort level more effectively.

Key words: cooperation with minority stake; M&A of bank; real options; strategic decision
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