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The relationships between financial consolidation and financial instability have long been mixed

among academic research. Some claimed financial consolidation could promote financial instability, but

there exist opposite opinions. From 2001, with permission of establishing financial holding co., Taiwan

financial industry experienced structural change. Based on Taiwan 14 financial holding co., we adopt De

Nicolo and Kwast(2002) s methodology in measuring financial instability and find whether the setup of

financial holding co. could significantly change financial instability. There are two mechanisms working

together after setup of financial holding co., competition effect and risk effect, which could influent

financial instability. In sum, we find after setup, these holding companies’ stock return volatility decrease,

which shows individual risk decrease. Second, financial holding co.’s Tobin ’s q decrease, which indicate

significant competition effect. Third, both risk and competition effect lower financial instability, but the

former has stronger than the latter. We find the setup of financial holding co. could lower financial

instability instead on increase it.
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