
Chapter 1 Introduction  

Merger and acquisition may impact competition and performance within the industry.1 

They might facilitate coordinated interaction, such as collusion or oligopoly, which 

incur high concentration in markets. The worldwide life insurance industry has 

experienced a wave of merger and acquisition during past decades. Global insurers 

grew mainly by merger and acquisition which accounted for two-thirds of the market 

share growth.2 Taiwan property-liability insurance industry is not exempt from this 

wave. The property-liability insurance industry is composed of 23 companies with 

total direct written premiums NT$ 112 billion in 2007 and the largest 4 insurers grab 

almost half proportion of the market for years according to Taiwan Insurance Institute 

(TII). During the period 2002 to 2007, there are 10 merger and acquisition 

transactions amount to nearly NT$ 29 billion. For example, AIG acquires Central with 

NT$ 6 billion stock swap and Mitsui Sumitomo gets Mingtai through a NT$ 8 billion 

cash acquisition etc. Nissan (1996) shows that concentration in U.S. property-liability 

insurance industry does experience increase, although not perceptible, after the 

mergers wave between 1985 and 1993. Concentration is the result of competition 

process. The focus of attention in this paper is to quantify the effects of merger and 

acquisition on concentration within the industry. 

The concentration effects of merger and acquisition have been studied whether impact 

firm performance or not by examining the relationship between market structure, 

either concentration or market share, and company profitability. Industrial 

organization economists proposed that market structure impacts firm behavior hence 

influences performance. Economists developed the structure-conduct-performance 
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2 See Swiss Re, Sigma No.1/2006 



paradigm to examine industrial organization economics (e.g., Scherer and Ross 

1990).3 This paradigm has been one of the most tested hypotheses in industrial 

organization literature. Numerous studies found the existence of a positive statistical 

relationship among industry concentration and firm profitability (e.g., Clarke et al. 

1984; Berger 1995; Choi and Weiss 2005). This suggests that the current wave of 

merger and acquisition in property-liability insurance industry might be motivated by 

the prospective benefits from greater market power induced by merger and 

acquisition.  

The purpose of this paper is to explore the concentration effects resulted from merger 

and acquisition activities in property-liability insurance industry. Moreover, a further 

analysis is also conducted to examine the relationships between market structure and 

company performance by testing structure-conduct-performance (SCP) hypothesis 

and relative market power (RMP) hypothesis as well. 

The post-merger performance valuation methodologies, such as event study and cash 

flow analysis, are applied in many literatures (e.g. Healy et al. 1992; Akhigbe and 

Madura 2001). These methodologies can only be performed using data such as stock 

price of companies. However, most property-liability insurers are not publicly traded 

companies. Therefore, these methodologies are not able brought into practice to 

examine performance of insurers in this paper.  

The industrial organization economics provides hypotheses to explain the relationship 

between market structure and performance. The traditional SCP hypothesis suggests a 

positive relationship between concentration and performance. 4  It is tested by 

                                                 
3 The development of structure-conduct-performance paradigm owed much to Mason E.S., Bain J.S., 

and Scherer F.M.. 
4 Insurance researches examine the existence of SCP relationship (e.g., Carroll 1993; Bajtelsmit and 

Bouzouita 1998). 



examining the relationship between profitability and market concentration. 

Concentration is taken as exogenous and a high concentration for noncompetitive 

behavior results in less favorable prices to consumers and higher profits under this 

hypothesis. The RMP hypothesis asserts that market share should also reflect market 

power (e.g., Rhoades 1985; Berger 1995). Firms with large market share are able to 

exercise market power in pricing products and earn higher profits. Therefore, market 

shares are expected to have positive relation with firm performance. The difference 

between SCP and RMP hypothesis is that the later need not to occur in a concentrated 

market.  

This paper is organized as follows: Chapter 2 provides fundamental introduction of 

merger and acquisition. Chapter 3 gives an overview of property-liability insurance 

market. Next section reviews the market structure and performance literatures in U.S. 

insurance industry. Following this, methodology and hypotheses tests used in this 

paper are presented. Then the empirical results are discussed, followed by conclusions 

of this research. 

 


