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Abstract

In stock-exchanged bank mergers, the determination of an exchange ratio is an
important issue. The purpose of this paper is to provide some empirica evidences of
exchange ratio determination for bank mergers in Taiwan. The paper is based on the
Larson-Gonedes merger exchange ratio moddl (1969) and extends it to take account
of market risk and more participants. In addition, we use Marsh-Merton dividend
behavior reduced form (1987) to estimate the expected post-merger price-earnings
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ratio. Our sample consists of 7 takeovers where only one has been announced and
others are presumptive mergers. We find that the L-G moded indicates the interval of
exchange ratios which will enhance, or at least not cause any diminution in, the
wealth positions of dl parties to a proposed bank merger. Also, the bargaining area
offers some information to help merger candidates to negotiate fina actua exchange
ratio.
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