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This study is to analyze the impacts of the establishment of Financial Holding Company (i.e. FHC) on

the competition of domestic banking industry. In addition to measure year-to-year's changes on competition

of domestic banking industry, we will also compare the competition extent of domestic banking industry

before and after the establishment of FHC. Furthermore, this study would explore the interrelationship

among competition, concentration index, numbers of banks’ branch offices and interest rate spread. Based

on these analyses, those can be used to observe the changes of domestic banking industry before/after the

establishment of FHC, examine whether the competition extent decrease or not, and discuss whether the

competition extent will be reflected on the interest rate spread or not.

This study applies the Panzar-Rosse model. In empirical research, we firstly use panel data method,

which finds that domestic banking industry from 1996 to 2005 as monopolistic competition, while 4 years

before/after the establishment of FHC, i.e. 1996-1999 and 2002-2005, as well as 5 years before/after the

establishment, i.e. 1996-2000 and 2001-2005, are also monopolistic competition. Moreover, the degree of

competition after the establishment of FHC is lower, which means the condition of over-banking has
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improved. Secondly, we use Ordinary Least Square methodology to examine competitive environment year

to year, which finds that (1) in 1996, 1998, 1999, and 2000, the testing results cannot reject the null

hypothesis of the market in perfect competition; (2) in 1997, 2001, and 2004, the market is in monopolistic

competition; (3) in 2002, 2003, and 2005, the testing results cannot reject the null hypothesis of the market

in monopolistic competition or oligopoly with fully collusion. The changes of market competition year to

year demonstrate that H statistic, symbolizing the degree of competition, has declined. Accordingly it

shows the competition has mitigated.

This study then uses Pearson Analysis to assess correlations. The results show positive relationship

between concentration index and competition, meaning that a diminishing market concentration is not

necessary being able to foster market competition. The five major large-sized banks still dominate the

market prices. Meanwhile majority small-sized banks do not have substantial influences. Besides, the study

finds negative relationship between numbers of banks’ branch offices and competition, indicating the

increasing numbers of banks’ branch offices would not enhance competition condition. Finally, the

empirical result reveals a negative relationship between interest rate spread and competition, implying

banks could take strategies of expanding interest rate spread due to the reduce of the degree of competition.

Keywords: domestic banking industry, degree of competition, concentration index, interest rate spread,
Panzar-Rosse model, Pearson Analysis of Correlation.

JEL Classification: C22, G21, G28, E44.
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