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Abstract: Two conventional and well established business models in the integrated circuit (IC)
industry are integrated device manufacturing (IDM) and virtual integration (VI). However, neither
model has proven superior. This study aims to examine the relationship between stock return and risk
in IC companies and their business models. The subjects were IC companies listed in the Taiwan and
US stock markets from 2000 to 2007. Portfolios of IDM or VI firms were created and analyzed by
Fama-French three-factor model to compare stock return and risk. The comparison results showed
that the portfolio of Taiwanese VI companies achieved significantly higher returns with lower risk than
the portfolio of Taiwanese IDM firms. However, a trade-off between risk and return was observed in
the US market. In the US, VI companies significantly outperformed their IDM counterparts in stock

return, but the VI companies were more risk-tolerant.
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