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ABSTRACT

In the context of globalization and increasing industrial specialization, Taiwanese banks have actively sought
international market expansion to diversify risks and seize new growth opportunities. This study employs
qualitative research to explore the roles of cultural similarity, industrial clustering, and geopolitical stability in
influencing Taiwanese banks’ entry into the Japanese market. The research focuses on the industrial clustering
effect triggered by TSMC’s semiconductor plant in Kumamoto, Japan. Semi-structured interviews were conducted
with senior executives from four Taiwanese banks to collect data and test hypotheses. The findings reveal that (1)
cultural similarity reduces psychic distance and market entry risks, although institutional differences remain a
challenge; (2) industrial clustering has significantly increased regional financial demand, but intense market
competition limits further expansion opportunities; and (3) geopolitical stability enhances market expansion
willingness, though market maturity and saturation may diminish its overall attractiveness. Theoretically, this
study extends the applicability of cultural distance theory, location theory, and geopolitical stability theory in the
context of international financial markets. Practically, it suggests that Taiwanese banks adopt differentiated service
strategies, establish local partnerships, and enhance cultural adaptation through management training to optimize

market entry strategies.

KEYWORDS: Cultural Similarity, Industrial Clustering Effect, Geopolitical Stability, Taiwanese Banks,

Japanese Market.

1. INTRODUCTION
Amid the trends of globalization and increasing industrial specialization, Taiwanese banks have actively pursued
cross-border market expansion to diversify market risks and explore new growth opportunities. Recently, Taiwan
Semiconductor Manufacturing Company (TSMC) established a manufacturing plant in Kumamoto, Japan, leading
to a significant shift in the semiconductor supply chain and an increased demand for financial services. This shift

has drawn attention to Taiwanese banks’ strategic expansion into the Japanese market.
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Japan, as one of the leading economies in Asia, offers a stable economic environment and high-quality market
conditions. Additionally, Taiwan and Japan share cultural and business similarities, which, coupled with the
industrial clustering effect of the semiconductor supply chain, provides Taiwanese banks with favorable conditions
for market entry. However, rising geopolitical risks and intensifying global financial competition continue to pose

significant challenges to market expansion strategies.

This study aims to explore how cultural similarity and location theory influence the investment decisions of
Taiwanese banks in the Japanese market, with a specific focus on the semiconductor supply chain and geopolitical
risks as core factors. To test these relationships, qualitative research was conducted through semi-structured
interviews with senior executives from four Taiwanese banks, examining the following three key research

questions:

Does cultural similarity enhance Taiwanese banks’ willingness to invest in the Japanese market?
Does the establishment of a semiconductor supply chain (e.g., TSMC’s Kumamoto plant) increase market

attractiveness?

Does geopolitical stability positively influence Taiwanese banks’ international expansion decisions?

This study adopts cultural similarity theory and location theory as its theoretical framework to examine the
negative correlation between cultural distance and investment willingness, the positive correlation between the
establishment of a semiconductor hub and financial market attractiveness, and the positive relationship between
geopolitical stability and international expansion. Beyond theoretical implications, this research also extends the
applicability of psychic distance theory in international financial market entry contexts and applies location theory
to the expansion strategies of financial institutions within a semiconductor-driven economic landscape.
Furthermore, practical managerial insights are provided to assist senior executives in understanding the combined

influence of cultural factors and geopolitical risks on investment decision-making.

The scope of this study focuses on the period between 2023 and 2024, specifically examining the Kyushu and
Tokyo regions of Japan. Data collection involved interviews with senior bank executives and secondary document
analysis. However, it is important to note that the findings reflect a specific time and geographic context and may

not be fully generalizable to other markets or timeframes.

2. LITERATURE REVIEW
2.1 Cultural Similarity and Psychic Distance
Cultural similarity is a crucial topic in cross-border investment research, widely regarded as a key factor
influencing firms' success in entering international markets and achieving favorable operational outcomes.
Hofstede (1980) highlighted that cultural differences primarily manifest in value systems, social behavior patterns,
and management styles, which directly impact the efficiency of cross-cultural collaboration and the success rate

of market entry. Furthermore, Nagy and Konyha Molnarné (2018) found that cultural similarity can reduce psychic
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distance, mitigate communication barriers, and lower market adaptation costs, thereby facilitating smoother

development for firms in foreign markets.

Mechanisms by Which Cultural Similarity Reduces Investment Risks
Cultural similarity plays a significant role in mitigating investment risks, particularly in the context of Taiwanese
banks expanding into the Japanese market. Several mechanisms illustrate how this similarity facilitates smoother

market entry and operational efficiency.

Firstly, language commonality between Taiwan and Japan serves as a critical enabler. Both cultures incorporate
Chinese characters into their writing systems, which reduces the need for extensive translation in business
documentation. This linguistic overlap minimizes communication barriers, improving transactional efficiency and
reducing potential misunderstandings. As noted by Jakli¢ and Svetli¢i¢ (2003), linguistic commonality
significantly alleviates the negative effects of cultural distance on market entry, making cross-border interactions

more seamless.

Secondly, alignment in business etiquette further reduces investment risks. Both Taiwanese and Japanese business
cultures place a strong emphasis on formal etiquette and the cultivation of long-term cooperative relationships.
This shared cultural foundation enhances mutual trust, a vital component in finance-related transactions where
trust underpins contractual agreements and financial commitments. Beugelsdijk et al. (2018) emphasize that such

trust-based relationships are particularly important in reducing perceived uncertainties in foreign markets.

Lastly, management culture similarity strengthens organizational adaptability. Both Taiwanese and Japanese
management practices prioritize hierarchical structures and operational efficiency. This shared emphasis ensures
smoother integration for Taiwanese banks entering the Japanese market, reducing the likelihood of internal
cultural conflicts that can arise from differing management philosophies. As Bi et al. (2020) observe, cultural
alignment in management styles fosters greater cohesion and efficiency within organizations operating in foreign

markets.

By leveraging these mechanisms, Taiwanese banks can capitalize on cultural similarities to mitigate risks, enhance

operational efficiency, and build stronger relationships in the Japanese market.

Psychic Distance as a Mediating Factor in Market Entry

Psychic distance, an extended concept of cultural distance, reflects firms’ knowledge of and perceived
uncertainties about foreign markets (Johanson & Vahlne, 1977). When cultural distance is reduced, psychic
distance similarly decreases, thereby boosting firms’ confidence and willingness to enter foreign markets
(Bekkaoui, 2019). In other words, cultural similarity can lower psychic distance, thereby reducing market

uncertainty and investment risks.
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Hypothesis Development
Building on the theoretical insights above, this study posits that cultural similarity and reduced psychic distance
jointly enhance firms' confidence in investing in foreign markets. Accordingly, the following hypothesis is

proposed for empirical validation:

Hypothesis 1:
Cultural distance is negatively correlated with investment willingness. Specifically, the smaller the cultural

distance, the higher the willingness of Taiwanese banks to enter the Japanese market.

2.2 Location Theory and Industrial Clustering

Location Theory, introduced by Weber (1909), serves as a foundational framework for site selection in business
operations. It posits that geographical location plays a critical role in reducing transportation costs and enhancing
resource allocation efficiency. Marshall (1920) expanded on this concept with the Agglomeration Effect,
highlighting that geographic industrial concentration generates external economic benefits such as knowledge

sharing, resource complementarity, and access to specialized labor markets (Cvahte et al., 2015).

Agglomeration Effects in the Semiconductor Industry

The semiconductor industry, as a highly technology-intensive sector, relies heavily on close collaboration among
upstream and downstream firms within the supply chain and on the high concentration of real-time resources.
Chou, Chang, and Li (2014) noted that industrial clustering effectively reduces transaction costs and improves
supply chain operational efficiency. For example, TSMC’s manufacturing plant in Kumamoto, Japan, functions
as a hub for the semiconductor industry, attracting a significant number of supply chain-related enterprises. This
clustering has also driven increased demand for supply chain financing and corporate loans, further stimulating

local financial market activity (Hervas-Oliver et al., 2020).

Secondary Impacts of Agglomeration

In addition to directly optimizing supply chain efficiency, agglomeration effects create a range of spillover impacts
that further enhance local financial demand and economic vitality:

Labor Market Attractiveness: Industrial clustering attracts high-skilled technical talent, and the influx of
specialized labor leads to increased demand for payroll management, financial services, and personal credit.
Boost to Local Economic Activity: Agglomeration stimulates consumer spending and investment growth in
surrounding regions, creating a virtuous cycle of capital flow and demand for financial services (Cvahte et al.,

2015).

Research Hypothesis
In summary, the agglomeration effects of the semiconductor industry not only optimize supply chain collaboration
but also amplify regional financial demand through spillover effects, encouraging greater involvement of financial

institutions in local markets. The case of TSMC’s Kumamoto plant illustrates how a major semiconductor
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production hub can drive the growth of financial demand in neighboring regions. Building on location theory and

the theoretical framework of agglomeration effects, the following hypothesis is proposed:

Hypothesis 2:
The agglomeration effects of the semiconductor industry are positively correlated with financial market
attractiveness. Specifically, TSMC’s establishment of a production hub in Japan promotes Taiwanese banks’

willingness to invest in the region.

2.3 Geopolitical Stability and International Bank Expansion

Geopolitical stability is widely recognized as a critical factor influencing foreign banks' decisions when selecting
target markets. A stable policy environment and high market transparency can effectively reduce market entry
risks while enhancing foreign financial institutions' confidence in local markets (Cardim de Carvalho, 2000;
Globerman & Shapiro, 2002). Globerman and Shapiro (2002) further emphasized that stable geopolitical
conditions reduce policy uncertainty, thereby increasing market attractiveness. Similarly, Polovina and Peasnell
(2023) highlighted that policy transparency and long-term stability are decisive factors in determining the

sustained success of foreign banks in international markets.

Geopolitical Advantages of the Japanese Market

Japan's stable policy environment and high market transparency are key factors that attract foreign capital, as they
help mitigate market entry risks and bolster investor confidence (Cardim de Carvalho, 2000; Globerman &
Shapiro, 2002). Against the backdrop of escalating U.S.-China trade tensions, Taiwanese banks have been re-
evaluating their international business strategies to diversify market risks and seek growth in stable environments.
Given Japan's policy stability and market transparency, it has become an ideal choice for Taiwanese banks seeking

international market expansion.

Secondary Effects of Geopolitical Stability
Beyond directly reducing market risks and policy uncertainty, geopolitical stability generates several secondary

effects that further enhance the attractiveness of local markets for foreign banks:

Policy Support and Infrastructure Development: The Japanese government actively encourages foreign bank entry
by offering tax incentives and enhancing financial infrastructure, thus lowering operational barriers and risks for

foreign institutions.

Competitive Strategies of Foreign Banks:
Amid increasing global geopolitical tensions (e.g., U.S.-China trade friction), foreign banks tend to favor markets
characterized by policy stability and mature financial systems, ensuring long-term operational sustainability

(Dubauskas & Kowalski, 2005).

THEAJHSSR Journal Page |29



Establishing a Foothold: Taiwanese Banks' Entry into the Japanese...

Research Hypothesis

In summary, a stable geopolitical environment not only minimizes policy risks for foreign banks entering new
markets but also strengthens market attractiveness through proactive policy support and high transparency. Based
on the theoretical foundations of geopolitical stability and its influence on international bank expansion, the

following hypothesis is proposed:

Hypothesis 3:
Geopolitical stability is positively correlated with Taiwanese banks' market expansion willingness. Specifically,
the higher the level of geopolitical stability, the stronger the willingness of Taiwanese banks to enter the Japanese
market.

3. METHODOLOGY
3.1 Research Design and Sample Selection
This study adopts a qualitative research design using semi-structured interviews to explore the influence of
cultural similarity, industrial clustering effects, and geopolitical stability on Taiwanese banks' expansion into the
Japanese market. The sampling process followed a purposeful sampling strategy, selecting four Taiwanese banks
with prior investment experience in Japan. The participants were all senior executives, including international
business directors and market strategy managers, who possessed extensive market insights and direct involvement

in strategic decision-making, ensuring the depth and validity of the collected data.

A qualitative approach was chosen as it is particularly suitable for exploratory research, allowing for the in-depth
examination of managerial perspectives and the underlying logic behind market expansion decisions (Creswell,

2014).

3.2 Data Collection
Data for this study were gathered through semi-structured interviews, each lasting approximately 60 to 90 minutes.
The interview framework was carefully designed around the study's three core hypotheses to ensure a thorough

examination of the primary constructs while allowing for flexibility in participant responses.

The first set of questions addressed cultural similarity and psychic distance (related to Hypothesis 1). Participants
were asked how cultural similarities between Taiwan and Japan influenced their banks’ market entry strategies
and how these cultural factors impacted their market risk assessments and decision-making processes. This focus

aimed to uncover the role of cultural proximity in shaping strategic decisions.

The second set of questions explored industrial clustering effects and financial market attractiveness (related to
Hypothesis 2). These questions delved into the influence of TSMC's establishment in Kumamoto on the
participants’ interest in the Japanese market and examined whether the formation of a semiconductor supply chain
had enhanced their banks’ business potential in Japan. This line of inquiry sought to assess the interplay between

industrial dynamics and market entry strategies.
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The third set of questions focused on geopolitical stability and market expansion (related to Hypothesis 3).
Participants were asked about the extent to which Japan's geopolitical stability influenced their market selection
decisions. Additionally, they were prompted to consider whether Japan was prioritized for risk diversification
amid the U.S.-China trade tensions. These questions aimed to capture the strategic importance of stability in

international market expansion.

This structured yet adaptable interview framework enabled a focused exploration of participants’ perspectives
while allowing for the identification of patterns, commonalities, and variations in their strategic approaches. The
resulting data provided rich insights into the factors influencing Taiwanese banks' market expansion decisions in

Japan.

3.3 Data Analysis, Reliability, and Validity

The collected data were analyzed using content analysis to explore the perspectives of participants regarding
cultural similarity, industrial clustering effects, and geopolitical stability. This process involved a systematic
review of interview transcripts, which were thematically coded and cross-compared to identify patterns, recurring
themes, and divergences among participants' views. Through this approach, the study aimed to uncover nuanced

insights into the factors influencing Taiwanese banks' market expansion strategies in Japan.

To ensure the reliability and validity of the findings, several methodological measures were implemented. First,
the data underwent multiple rounds of coding by the researcher to ensure the consistency and robustness of the
thematic patterns identified. Second, independent cross-checking was conducted, wherein an external reviewer
examined the coding process to minimize potential researcher bias and enhance objectivity. Third, triangulation
was employed by cross-referencing the interview data with secondary sources, including market reports and policy

documents, to validate and strengthen the credibility of the findings.

These methodological strategies were designed to enhance the rigor of the qualitative analysis, ensuring that the
conclusions drawn were not only reliable but also reflective of a broader context. By combining multiple
verification techniques, this study provides a comprehensive understanding of the key factors influencing

Taiwanese banks’ decisions to expand into the Japanese market.

4. RESULTS
This chapter presents the findings based on interviews conducted with senior executives from four Taiwanese
banks, focusing on the influence of cultural similarity, industrial clustering effects, and geopolitical stability on
their market entry decisions in Japan. The analysis aims to verify the three proposed hypotheses and highlight

variations in the perspectives shared by the interviewees.
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4.1 Cultural Similarity and Investment Willingness
Cultural similarity emerged as a significant driver influencing Taiwanese banks' decisions to enter the Japanese
market, with multiple interviewees emphasizing its importance. Specifically, linguistic commonality and shared

business values were frequently cited as factors that reduced psychic distance and perceived investment risks.

The International Business Director of Bank A stated:
"The cultural similarities between Japan and Taiwan, particularly the emphasis on relationship-building and long-
term partnerships, allowed us to establish trust with local partners more quickly during the initial market entry

phase."”

This shared cultural foundation was seen as lowering adaptation costs during market research and initial business

communications.

Similarly, the Expansion Manager of Bank B added:
"The work ethic and management style of Japanese banking staff closely resemble ours, with a shared focus on
detail and process control. This cultural familiarity reduced the need for significant internal adjustments in our

organizational management."

These findings align with Hofstede's (1980) cultural distance theory, which posits that cultural similarities can

reduce cross-cultural management barriers and facilitate market entry.

However, a contrasting view was presented by a senior executive from Bank C:
"Although cultural similarity eased initial communication challenges, we observed that Japanese decision-making
processes are more rigid compared to Taiwan's flexible approach, creating certain barriers during market

operations."

This observation suggests that while cultural similarity can mitigate communication difficulties, institutional

differences may still present challenges during deeper phases of market entry.

Hypothesis Verification: Hypothesis 1

Hypothesis 1: Cultural distance is negatively correlated with investment willingness.

The interview findings indicate that cultural similarity plays a significant role in reducing psychic distance and
risk perception, thereby increasing Taiwanese banks' willingness to enter the Japanese market. However, it is
important to acknowledge that cultural similarity alone does not fully eliminate market entry risks, as institutional

differences may still pose significant challenges.
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Thus, Hypothesis 1 is partially supported:
While cultural similarity facilitates market entry, it is not the sole determining factor, as institutional disparities

continue to shape the overall feasibility and success of expansion.

4.2 Industrial Clustering Effects and Market Attractiveness

The establishment of TSMC's Kumamoto plant has significantly contributed to the industrial clustering of Japan's
semiconductor sector, generating considerable economic and financial effects. This development has emerged as
a key motivator for Taiwanese banks' market expansion strategies in Japan. The interview results reveal that the
agglomeration of semiconductor-related enterprises not only increased regional financial demand but also

prompted banks to reconsider their regional presence strategies.

The Strategy Director of Bank C observed:
"Since TSMC established its Kumamoto plant, we have noticed a significant influx of supply chain-related
companies, which has directly increased the demand for corporate loans and supply chain financing. This surge

has led us to consider setting up a local office."

This observation aligns with Marshall's (1920) and Hervas-Oliver et al.'s (2020) theories of agglomeration effects,

which suggest that industrial concentration fosters resource sharing and economic growth within the region.

A similar pattern was identified by the International Business Manager of Bank A, who noted:

"Beyond the semiconductor supply chain itself, we have also observed increased infrastructure development in
the area, which has driven demand for real estate financing and additional corporate loans."

This finding is consistent with Cvahte et al. (2015), who argued that clustering effects not only influence the core
industry but can also generate secondary spillover effects across sectors such as real estate and infrastructure

development.

However, Bank D expressed a more cautious stance, stating:
"Despite the evident clustering effects, we have not yet committed to entering this market. Financial demand

remains concentrated among large domestic banks, and the level of competition is relatively high."

This feedback highlights a limitation in the agglomeration effect: while it may enhance market attractiveness, its

impact can be constrained by factors such as market saturation and the strategic positioning of individual banks.
Hypothesis Verification: Hypothesis 2

Hypothesis 2: The establishment of TSMC's production facility in Japan is positively correlated with the market

attractiveness for nearby financial institutions.
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Interview findings indicate that the industrial clustering effects generated by TSMC's Kumamoto plant have
significantly enhanced the financial market's attractiveness, stimulating investment interest from Taiwanese banks.
For instance, since November 2021, 171 companies have made new investments in Kumamoto, a substantial
increase from the 90 reported in previous analyses. However, this positive influence is moderated by factors such

as market saturation and the strategic positioning of financial institutions within the region.

Thus, Hypothesis 2 is partially supported:
While industrial clustering positively impacts market attractiveness, the extent of this influence is constrained by

competitive market pressures and the strategic considerations of individual banks.

4.3 Geopolitical Stability and Market Expansion Willingness

The interview results revealed that geopolitical stability was widely regarded by participants as a critical factor
influencing Taiwanese banks' decisions to enter the Japanese market, especially against the backdrop of rising
U.S.-China trade tensions. Most interviewees emphasized that a stable political and regulatory environment helps

mitigate market entry risks while enhancing market attractiveness for foreign investors.

The Risk Management Director of Bank A highlighted this point by stating:
"Japan's market stability and policy transparency were among the primary reasons we chose to allocate capital

there, particularly given the current global geopolitical tensions."

This perspective aligns with the findings of Globerman & Shapiro (2002), who argued that a stable political and
regulatory environment effectively reduces policy uncertainty and enhances foreign market attractiveness.
Additionally, the Investment Manager of Bank B emphasized risk hedging strategies, noting:

"Our decision to expand into the Japanese market was partly due to its stability as a safe-haven investment

destination, with a stable yen and foreigner-friendly policies supporting our risk management strategies."

This statement indicates that geopolitical stability not only influences market entry decisions but also affects
capital allocation and risk management strategies among foreign banks.

The International Strategy Executive of Bank C further stressed the importance of proactive government policies:
"Japan’s International Financial City Initiative, which offers tax incentives and support for foreign banks, has

been a significant factor in our decision to explore market entry."

These perspectives collectively suggest that a stable policy environment combined with proactive market
incentives can positively influence foreign banks' expansion decisions.

Counterarguments and Limitations
However, some participants raised concerns regarding the limitations of geopolitical stability as a market attractor.
The Senior Executive of Bank D acknowledged Japan’s stability but added:

"While stability is undoubtedly an advantage, the Japanese market is already highly mature with significant entry
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barriers. This requires us to be more cautious in resource allocation."

This observation suggests that while geopolitical stability reduces political risk, it may not fully offset challenges
posed by market saturation and intense competition. Even in politically stable environments, high market maturity
can diminish expansion potential for foreign banks, indicating that market attractiveness is influenced not only by

stability but also by structural factors such as competition intensity and market openness.

Hypothesis Verification: Hypothesis 3
Hypothesis 3: Geopolitical stability is positively correlated with Taiwanese banks' willingness for market

expansion.

The findings confirm that geopolitical stability positively influences Taiwanese banks' willingness to expand into
the Japanese market by reducing policy risks and enhancing market confidence. However, this effect is moderated
by factors such as market maturity and competitive intensity, which can limit a market's overall attractiveness
despite its political stability.

Thus, Hypothesis 3 is supported; the impact of geopolitical stability is contingent upon market maturity and

competitive dynamics.

5. DISCUSSION AND CONCLUSION
This study employed semi-structured interviews with senior executives from four Taiwanese banks to explore
how cultural similarity, industrial clustering effects, and geopolitical stability influence Taiwanese banks'
expansion into the Japanese market. The findings suggest that all three factors positively impact market expansion
willingness but with varying degrees of influence. The effects were further moderated by contextual elements

such as market competition and institutional differences.

Cultural Similarity and Investment Willingness

Regarding cultural similarity, most interviewees highlighted that linguistic commonality and shared business
values significantly reduced initial market entry barriers, particularly by facilitating trust-building and early
cooperation with local partners. However, several participants also noted that despite the cultural closeness
between Taiwan and Japan, differences in managerial systems and decision-making structures remained
challenging. Specifically, Japanese firms' rigid hierarchical decision-making processes contrasted with the more

flexible approach preferred by Taiwanese banks, creating potential obstacles during market entry.
Thus, while cultural similarity effectively reduces psychic distance, it does not entirely eliminate market risks.

These findings align with Hofstede’s (1980) cultural distance theory, while expanding the framework by

emphasizing the limitations of cultural similarity in executive decision-making contexts.
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Industrial Clustering Effects and Market Attractiveness

The study also found that industrial clustering effects played a crucial role in influencing market attractiveness,
with TSMC’s Kumamoto plant acting as a major catalyst. The establishment of the plant stimulated regional
financial demand, particularly for corporate loans and supply chain financing. Several participants observed that
this clustering effect extended beyond the semiconductor supply chain, positively impacting demand for real estate

loans and infrastructure financing.

However, some interviewees highlighted the competitive challenges associated with clustered markets. For
instance, Bank D noted that while demand for financial services had increased, the market remained dominated
by large Japanese banks, making it difficult for smaller foreign banks to establish a foothold. This finding
complements Marshall's (1920) agglomeration theory but also introduces the nuance that over-concentration may

diminish market attractiveness due to heightened competition pressure.

Geopolitical Stability and Market Expansion Willingness

Geopolitical stability was consistently identified as a core driver for Taiwanese banks' expansion into Japan,

particularly in the context of U.S.-China trade tensions. Many participants emphasized Japan’s policy stability

and transparent regulatory environment as factors that reduced market entry risks and enhanced market confidence.
For example, Bank A cited Japan's policy transparency as a primary reason for capital allocation, while Bank B

highlighted Japan’s stable yen and investor-friendly policies as part of their risk diversification strategy.

Furthermore, Bank C noted that Japan's International Financial City Initiative, which offers tax incentives and

foreign bank support, also played a pivotal role in their decision-making.

However, Bank D offered a more critical perspective, acknowledging Japan’s stability but pointing out that the
market’s maturity and high competition intensity created significant entry barriers. This observation underscores
that while geopolitical stability can reduce political risk, it may not fully offset the challenges posed by a saturated

market.

Theoretical Contributions
This study significantly advances the theoretical understanding of international banking market entry strategies,

particularly by addressing the interplay between cultural distance, industrial clustering, and geopolitical stability.

Firstly, the research reinforces Hofstede’s (1980) cultural distance theory by affirming that cultural similarity
reduces market entry barriers. However, it also expands the theory by revealing that institutional differences, such
as rigid decision-making processes, can limit the full realization of the benefits brought by cultural closeness. This
is particularly evident in the financial services sector, where regulatory and procedural challenges often
overshadow cultural affinities, presenting a nuanced perspective on the role of cultural similarity in market entry

strategies.
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Moreover, the findings extend Marshall’s (1920) agglomeration theory, highlighting the multifaceted effects of
industrial clustering. While clustering undeniably stimulates financial demand in core industries, such as loans
tied to the semiconductor sector, this study demonstrates that its benefits extend further, creating spillover effects
in areas like real estate and infrastructure financing. However, the study also identifies a critical limitation: market
saturation in highly clustered regions can intensify competition to a level that reduces the attractiveness of even
the most dynamic clusters, challenging the conventional assumption that clustering always leads to advantageous

market conditions.

Additionally, this research builds on the work of Globerman and Shapiro (2002) by confirming the role of
geopolitical stability in enhancing market entry willingness. However, it introduces a previously underexplored
dimension by showing that the positive effects of stability can be moderated by factors such as market maturity
and competitive intensity. This insight adds depth to the literature on financial market expansion, suggesting that
stability alone does not guarantee market entry success but must be evaluated in conjunction with other market

dynamics.

Through these contributions, this study not only enriches existing theoretical frameworks but also provides a more
comprehensive understanding of the complex factors shaping international banking market entry decisions.

Practical Implications

The findings of this study yield valuable practical implications for Taiwanese banks aiming to expand into the
Japanese market. These recommendations are centered around cultural adaptation, strategic positioning within

industrial clusters, and managing geopolitical stability.

Firstly, cultural similarity management plays a critical role in ensuring a smooth market entry. Taiwanese banks
should prioritize cross-cultural management training for senior executives to navigate the nuanced cultural
dynamics between Taiwan and Japan. While cultural closeness offers an advantage, banks must also conduct
comprehensive regulatory assessments to identify and mitigate potential institutional barriers that may arise

despite cultural similarities.

Secondly, in terms of industrial clustering strategies, Taiwanese banks should adopt innovative approaches to
carve out a competitive edge. Offering differentiated financial services, such as supply chain financing and
project-based loans, can help them avoid direct competition with major Japanese banks. Additionally, forming
strategic alliances with large domestic banks in Japan presents an opportunity to share market resources and reduce

competitive risks, thus fostering a more collaborative approach to market penetration.

Lastly, geopolitical stability management is essential for long-term sustainability. Rather than viewing Japan
solely as a primary expansion target, Taiwanese banks can leverage its stable market conditions as a tool for risk

diversification. This approach enables banks to cushion against volatility in other regions. Furthermore, by
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concentrating on niche financial markets, such as lending to small and medium-sized enterprises (SMEs) and
providing financing for startups, Taiwanese banks can sidestep the challenges of competing in Japan’s saturated

mainstream banking sector.

These practical recommendations not only guide Taiwanese banks in navigating the complexities of the Japanese
market but also highlight the importance of strategic planning in ensuring successful market expansion.

Research Limitations

Despite its significant contributions, this study has several limitations that warrant consideration:
First, the sample size poses a notable limitation. The study focused on four Taiwanese banks, which may not

sufficiently represent the entire banking sector, thereby restricting the generalizability of the findings.

Second, the geographic scope of the research is limited. It was confined to the Japanese market, excluding other
culturally similar markets such as Singapore or South Korea. As a result, the applicability of the findings to these

markets remains unexplored.

Lastly, the research methodology presents some constraints. This study relied on qualitative interviews, which,
while insightful, lack quantitative validation. Consequently, the findings may not be as broadly generalizable.

Future research could integrate quantitative models to further verify and enhance the robustness of the results.

These limitations provide directions for future research and serve as a reminder for readers to consider the scope

and contextual constraints when applying the findings of this study.
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Future Research Directions
To further advance this area of study, future research could explore several promising avenues:
First, broadening the sample size to include banks of varying sizes and operational models would enhance the

generalizability of findings, offering a more comprehensive view of the banking sector's dynamics.

Second, conducting cross-country comparisons involving culturally similar markets, such as Singapore or South
Korea, could provide deeper insights into the broader applicability of the findings and reveal nuanced differences

across regions.

Third, future studies could incorporate quantitative methods to strengthen the robustness of the analysis. For
example, employing tools such as foreign direct investment (FDI) analysis or Structural Equation Modeling (SEM)
could help quantify and examine the causal relationships among cultural similarity, industrial clustering, and

geopolitical stability.

Finally, examining the long-term financial impacts of TSMC’s Kumamoto plant could provide valuable insights
into the sustainability of clustering effects over time. This would help assess whether such industrial initiatives

create enduring economic benefits for financial institutions.

By addressing these directions, future research can contribute to a more nuanced understanding of the interplay

between cultural, industrial, and geopolitical factors in banking sector expansion.

CONCLUSION
This study offers an in-depth exploration of how cultural similarity, industrial clustering effects, and geopolitical
stability influence Taiwanese banks' expansion into the Japanese market. The findings partially support all three
hypotheses, emphasizing the positive but contextually limited impact of these factors on market entry strategies.
Theoretically, the study extends several established frameworks while providing practical recommendations for
financial institutions seeking international growth. However, further quantitative validation and broader

geographic comparisons would strengthen the generalizability of these insights.
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