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Abstract
Mergers and Acquisitions (M&A) have become increasingly popular in the banking
industry, and especially the horizontal M&A of financial holding companies done for
diversification. However, there is considerable evidence that many M&A are unsuccessful.
Thus, studying factors that influence the result of diversification after M&A is a promising
field for academic research. This paper investigates the impact of diversification after
mergers and acquisitions on the performance of financial holding companies, using a sample
of financial holding companies in Taiwan. A model is postulated in which diversification
can influence financial performance through the two variables of cost and market-related
performance. We generate four empirical generalizations. (1) Diversification is significantly
positively associated with variable cost, thus reducing financial performance. (2)
Diversification is significantly negatively associated with market-related performance, thus
reducing financial performance. (3) The effects on market-related performance are greater
than the effects on variable cost. (4) There is a significant positive relation between market-
related performance and variable cost.
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Mirvis, 2001; Tetenbaum, 1999) 2001

14 ( 1)

(Market-related Performance) 

Porter (1985) Competitive Advantage

(Cost Behavior) 

(Market Power) 2005 

1 2001 2002 2005 

Srivastava Shervani Fahey (1998) 
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(Economic of Scale) 

(Economic of Scope) ( 2)

(Penrose, 1995)

Demsetz (1973) Peltzman (1977) 

(Anderson, Fornell, & Rust, 1997)

(Akhavein et al., 1997)

Walter (1997) 

1982 1993 22 

9 13 16 

5 

Amel Barnes Panetta Salleo (2004) 20 

Berger (2003) 

(Overinvestment) 

(Cross-subsidization) (Montgomery,

1994; Berger & Ofek, 1995)

(2003) 

Teece (1980) 

254

2 (Economic of Scale) 

(Economic of Scope) (Cost Complementarities) 
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(

) ( )

Coughlan Erin Stern Adel (2006) Marketing Channels

Charles Schwab Mutual Fund

Supermarket DIY Mutual Fund Supermarket 

(Credence Goods)

(Santomero & Babbel, 2001; Coughlan et al.,

2006) (Rajan,

1996; Kanatas & Qi, 2003)

40%-60% (Marks & Mirvis, 2001;

Tetenbaum, 1999) Vestring Rouse Rovit (2004) 

Walter (1997) 

(Hitt, Hoskisson, & Ireland,

1990; Urban & Pratt, 2000) Montgomery (1985) 

Kannan (1997) 1984~1990 

Homburg Bucerius (2005) 
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SEM 

(Structural Equation Model) 

(Joreskog & Sorbom, 1982)

Bagozzi (1980) (Constructs)

(Manifest Variables) SEM 

(Latent Variables) 

SEM 

(Montgomery, 1994; Berger & Ofek, 1995)

Teece (1980) 
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20 2

( 3)

1

1-1

1-2

(Vestring et al., 2004)

(Walter, 1997; Berger,

2003; Hitt et al., 1990; Urban & Pratt, 2000; Homburg & Bucerius, 2005)

2

SEM 

SEM 2
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Chen (2004) 

14 

Berger Ofek

(1995) 
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Srivastava et al. (1998) 

( ) 

(Return on Equity ROE) 

(ROE)

14 2001 14 

( 4)

SEM 14 15 Pooling Data

( 5) 2002 4 202

( 6) 56 146 2003

2005 (TEJ) 

( 7)

260

i=1

n

4

5

6

7

Pooling data SEM Phillips Chang Buzzell (1983) 

2002 2005 11 

15 91/5/17 2002/Q3 

91/5/9 2002/Q3 13 

92/1/2 2003/Q1 11 

11*15+13*2+11=202

100% 2005 7 
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20 2

2 2.75%

29.21% 55.67%

85%

36% ( 90%

87% )

20% 25% 

23% 86%

261

0.02750  0.02597  0.36247  0.21995

0.84880  0.53661  0.18657  0.26107

0.29217  0.26206  0.23026  0.86820

0.55663  0.66530

* p<0.10; **p<0.05; *** p<0.01

3 Pearson 

1.000

-0.623***  1.000

-0.163**  -0.306***  1.000

-0.439***  0.927***  -0.641***  1.000

-0.244**  -0.068  0.119  0.114 1.000

0.305***  -0.426***  0.227***  0.074 -0.226***  1.000

0.155* -0.042  -0.125  -0.175**  -0.012  -0.018  1.000
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SEM

SEM 

SEM 

SEM 3 

0.5126 0.95 Hair Anderson Tatham Black

(1998) GIF 0.9860 AGFI 0.9300

0.9 5.1956 3 P 0.155

Bagozzi Yi (1988)

H1

Porter (1985) 

Montgomery (1994) Berger Ofek (1995)
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20 2

**p<0.05; *** p<0.01.

SEM 4 

0.6735 0.95 Hair et al. (1998) 

GFI AGFI 0.9 

p 0.2696 AIC -2.0744

Bagozzi Yi (1988)

4 (-0.3358)

Akhavein et al. (1997) 

H1-1
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*p<0.10; **p<0.05; *** p<0.01.

SEM 5 

SEM 0.6118 0.95 Hair et al. (1998) 

GFI AGFI 0.9 

Akaike's Information

Criterion (AIC) -1.5234 Bagozzi Yi (1988)
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**p<0.05; *** p<0.01.    

5 

H1-2 Teece (1980) 

Porter (1985) 

( 8)

4 

264

8 Bagozzi (1980) SEM 3

Pearson (-0.641) 
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20 2

11 12 13 

265

(GFI)  0.9860  0.9893  0.9880

(AGFI)  0.9300  0.9467  0.9399

(RMR)  0.0211  0.0042  0.0189

(Chi-Square, 2)  5.2418  3.9256  4.4766

3  3 3

P 0.1549  0.2696  0.2144

Hoelter's (1983) Critical N  218  290  255

Akaike's Information Criterion  -0.7582  -2.0744  -1.5234

Standardized Parameter Estimates for Causal Paths

11 0.1660  -  -0.3358  ***  0.2260  **

12 -0.3253  ***  -0.3430  ***  -0.2951  ***

12 0.1600  -  -0.7815  ***  0.3639  ***

13 -0.6778  ***  0.2862  -  -0.6118  **

23 0.5126  ***  0.6735  ***  0.5820  ***

**p<0.05; *** p<0.01. 

3 4 5 

Montgomery (1985) Kannan (1997) Homburg 

Bucerius (2005) Walter (1997) Berger (2003) Homburg

Bucerius (2005) 

(Berger & Hannan, 1989; Hannan, 1991)
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( 9) Homburg Bucerius (2005) 
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Bowers Gibb Wong (2003) 

Banking in Asia: Acquiring a Profit Mindset

( ) 

-

266

9 (0.2951 0.5820=0.1717) 

(0.2260 0.6118 0.1383)
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