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On the Coordination of Internal Control and Business Objectives of
the Small and Medium-Sized Commercial Banks .

from the Perspective of Incentive Mechanism
GAO Yu',CHEN Fei’

Abstract: The contradictions between the internal control mechanisms and business objectives of small and medium-sized com-
mercial banks always cause operating risks that could not be neglected. The problem is not yet fully studied in academic cir-
cles. From the perspective of incentive mechanism, on the basis of the theoretical hypotheses of the coordination of the two-di-
mensional space of the internal control and business objectives, the paper studies the coordination interaction mechanism of in-
ternal control and business objectives in the small and medium-sized commercial banks. Applying 2009 and 2010 year public
data from 10 small and medium-sized commercial banks, the empirical analysis shows that the internal control and business
objectives in most small and medium-sized banks are not well coordinated. The root cause lies in their management philosophy
under present incentive mechanism, with risk management and internal control giving way to business development. To solve
this problem,banks need to scientifically coordinate the relations between internal control and business objectives, develop the
internal control culture, improve the internal control evaluation mechanism and build an incentive mechanism within the frame
work of comprehesnsive risk management.

Key Words: the small and medium-sized commercial banks; internal control; business objectives; incentive mechanism; fi-

nancial risks; financial supervision
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