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The Performance of Vertical Integration

-An Empirical Study of the Formosa Plastics Group

Student : Yen-Chun Chen Advisor : Dr. Po-Young Chu

Department ( Institute ) of Management Science
National Chiao Tung University

ABSTRACT

This paper presents an empirical study exploring the performance of spin-offs through
vertical integration. Statistical analysis methods were adopted to examine the performance
of the Formosa Plastics Group. Following the theories of competitive advantages, vertical
integration, and resource-based views, along with the development of the Formosa Plastics
Group, the study conducts analysis of the strength and weakness of the vertical integration
strategy. The result of this study provides a valuable insight for the vertical integration

strategy for mature industries.

In this research, we did several casé studies on the spin-offs of the Formosa Plastics
Group in the petrochemical and textile industries. We use four financial performance indices
of these companies between 1999 and 2003, namely the return on equity, the return on asset,
the return on sales, and the salesgrowth rate.“The ‘means and standard deviations of these
indices are used as proxies for the returns and risks. Additionally, statistical testing is used
to validate and contrast the performance of the companies of the Formosa Plastics Group

versus that of other companies in the petrochemical and textile industries.

As a result, we find out that vertical integration does have significant benefits for the
Formosa Plastics Group case. But the vertical integration strategy cannot reduce the system
risk because of the turbulent business cycles. Moreover, vertical integration is not the only
strategy leading to success. Several examples that successfully use cooperate strategies or

put themselves with unique/valuable position also enjoy outstanding performance.

Key words : vertical integration, resources-based view, performance, risk
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