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ABSTRACT

In recent year, the Taiwan government has concluded that the rather low
competitiveness of Taiwan’s banking industry is due to overbanking. To enhance the
competitiveness in the banking industry, the government has aimed to lessen the market

competition by increasing bank concentration. This paper presents an empirical study on
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the impact of bank concentration on bank risk in Taiwan from 1996 to 2005, and uses the
equity market data to measure bank risks, which include total risk, systematic risk, and
unsystematic risk. It also applies the fixed effects two-stage least squares technique for
estimation. The results show that bank concentration is negatively correlated with both
total risk and unsystematic risk. Furthermore, the negative correlation between bank

concentration and total risk is due to unsystematic risk rather than systematic risk.
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