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Determinants of Vertical Integration: An Emperical
Test of Taiwan Automobile Industry and Evaluating

Competition Policy

Hwang, Liang-Juo
Ph.D. of Economics, National Taiwan University
Wang, kung

Director General, Science Park Administration

In this paper we survey the literature of vertical integration and test a model of
vertical integration, with emphasis on incentives that from imperfect competition,
transactions cost, market variability and technological economy. The test is based on
a probit analysis of firms’ backward integration choices in a sample of Taiwan auto-
mobile industry. The results are consistent with the vertical integration theroies, and
strong supi)ort for imperfect competition and transactions cost theory, We also
suggest that the Fair Trade Commission should approve the applications of vertical

integrations of automobile firms in Taiwan.
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TRy {R#(t-ratio)
HOH -7.1571 (-0, 818)
FHHER Y -0. 78234 (-2. 7T %
FBHEAE 4.1279 (0.104)
R&D SRR 0.82262 (4.135) %
BT RE 0. 38208 (0. 805)
BAGHE 0. 64692 (0.734)
BURFIBGR 0. 25490 (0. 681)
Log-likelihood -30. 25226
Restricted Log-L | -63. 4305




B SEREERS CHEMAE— A PERE R 105

2E R

SBER987) (BB EEBRRBFTRIRE) » BdL ¢ BBEHHIE -

FHRM(1995) { P FHEHAETHAWIIARABR —ERRESTH) » SFKH5F
Fl» B4 =40 : 19-29 ¢

Anderson, E. and Schmittlein1(1984) "Integration of The Sale Force: An
Emperical Examination", Journal of Economics, 62:385-395.

Bain, J. S. (1956) "Barriers to New Competitive" Chambridge, Mass, Harvard Uni-
versity Press

Cartlon, D, W. (1979) " Vertical Integration in Competitive Market under
Uncertanity", The Journal of Industrial Economics, 27:189-209.

Crocker, K. J. (1983) " Vertical Integration and The Strategic Use of Private Infor-
mation", it Bell Journal of Economics, 14:236-248.
Klein, B. and R. G. Crawford (1978) " Vertical Integration, Apporiable Rents and
Competitive Contracting Process"”, Journal of Law & Economics, 21:297-326.
Langlois, R. N, and P.L. Robertson (1989) " Explaning Vertical Integration:
Lesson from The American Automobile Industry ", Journal of Economic His-
tory, 361-375.

Levy, D. T. (1985) "The Transaction Cost Approach to Bertical Integration”, The
Review of Economics & Statistics, 67:438-445.

Masten, S. E., J. Meehan and E. A. Snyder (1989) " Vertical Integration in The U.
S.A. Auto Industry : An Note on The Influence of Transaction Specific Asset”,
it Journal of Economic Behavior and Organization, 12:265-273.

McGee, J. S.and L. R. Bassett (1976) " Vertical Integration Revisited", Journal of
Law and Economics, 15:17-38.

Mentervende, K. and D. J. Teece (1982a) "Supplier Switching Cost and Vertical




106

N ¥R B ET BILEH

Integration in The Automobile Industry", Bell Journal of Economics, 13:206-2
13.

—— ,—— (1982b) "Appropriable Rent and Quasi-Vertical Integration", Journal
of Law & Economics, 25:321-328.

Perry, M. K. (1978a) " Price Discrimination and forward Integration", Bell
Journal of Economics, 9:209-217.

—— {1978b) "Vertcal Integration: The Monopsony Case", American Economic
Reviw, 68:561-570

——(1980) "Forward Integration by ALCOA 1888-1930", Journal of Industrial
Economics, 29:37-53.

—— (1989) "Vertical Integration: Determinants and Effect", in R. Schmalensee
and R. Willing, eds. Handbook of Industry Organization. Amsterdam: North-
Hall.

Salop, S. C.and P. T. Scheffman (1983) " Rising Rivals’ Costs", it American Econ-
omic Review, 73:267-271

Spiller, P. T. (1985)" On Vertical Mergers", it Journal of Law Economics and
Organization, 1:285-312.

Stigler, G.J. (1951)" The Division of Labor Is Limited by The Extent of Market",
it Journal of Political Economy, 59:185-193.

Tirole, J. (1988) The Theory of Industrial Organizatio, Cambridge , MA: MIT
Press.

Waterson, M. (1982) "Vertical Integration, Variable Proportions and Oligo-
loply", it Economic Journal, 92:129-144",

——(1984), Economic Theory of The Industry

Williamson, O. E (1971) " The Vertical Integration of Production:Market Failu-

re", it American Economic Review, 61:112-123.




