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Market Competition and Innovation in
Taiwan’s Securities Industry

Tai-Hsin Huang
Department of Money and Banking, National Chengchi University
Ming-Tai Chung
Financial Research Institute, Taiwan Academy of Banking and Finance

Shih-Jhang Chen
Department of Money and Banking, National Chengchi University

This study investigates the relationship between market competition and
innovation for Taiwan’s securities industry over the period 2001-2012. The measures of
new Lerner index and price-cost margin are first estimated to reflect the degree of
competition in this industry. Innovation is measured by the gap between the group cost
frontier and the stochastic metafrontier cost function, developed by Huang et al.
(2014). We apply copula methods to estimate the new Lerner index, first applied by
Huang et al. (2018), and obtain the average value of it is equal to 0.402, implying that
this industry is monopolistically competitive. The average innovation measure of
security firms belonging to financial holding company is higher than that of
independent security firms. The relationship between market competition and

innovation is found to be positive, which supports the hypothese of escape competition.

Keywords: Securities Industry, Stochastic Metafrontier Cost Function, Copula

Methods, Market Competition, Innovation.
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