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ABSTRACT 

This study examined the effect of mergers and acquisitions and the normative approach to 

commercial banks in the post consolidated era in Nigeria. The objective is to examine if 

mergers and acquisitions have any effect on the normative approach to commercial banks in 

the post consolidated era. Cross sectional data was sourced from financial statement of 13 

commercial banks from 2011-2020. Liquidity, return on equity and return on assets were 

modeled as the function of capital adequacy ratio, bank efficiency, asset quality, financial 

intermediation and percentage increase. After cross examination of the validity of the pooled 

effect, fixed effect and the random effect, the study accepts the fixed effect model. The study 

found that 85.1 percent variation on the liquidity of the post-merger commercial banks. The 

beta coefficients of the variables indicated that bank efficiency, capital adequacy ratio, and 

financial intermediation have positive effect on liquidity while assets quality and the number 

of commercial banks branch have negative effect on the liquidity of commercial banks.  From 

the estimated model two, the results found that 74.9 percent variation in return on equity of 

the post-merger commercial banks. The beta coefficient of the variables proves that number 

of banks branch, capital adequacy ratio have negative effect on return on equity while t 

financial intermediation, bank efficiency, and assets quality have positive effect on return on 

equity of the post-merger commercial banks. The effect of commercial banks merger and 

acquisition on the return on assets of the post-merger commercial banks indicates that the 

predictor variables explain 75.4 percent variation in return on assets of the post-merger and 

acquisition commercial banks.  Capital adequacy ratio and assets quality have negative 

effect on the return on assets of the commercial banks while  number of commercial banks 

branch, financial intermediation and bank efficiency have positive effect on the return on 

assets of the commercial banks.  The study recommends that the regulatory authorities should 

ensure total compliance to the consolidation reforms from Nigerian banks to leverage the 

challenges of banking sector crisis in Nigeria. 

Keywords: Mergers and Acquisition, Normative Approach to Banking, Panel Data Study, 

Post Consolidated Commercial Banks  
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SECTION I: INTRODUCTION 

Banking sectors play an important role in economic development by mobilizing savings into 

investment activities (Mordi, 2002) and in the creation of wealth by facilitating capital 

formation, enhancing economic growth and development, reducing information costs and 

offering risk management services (Dogarawa, 2011). Banking system reforms through 

mergers and acquisition policy are initiated by the government in developing, as well as 

developedcountries, to remedy any deficiencies undermining the banking system (Yusuf and 

Sheidu, 2015).The normative approach to the role of banks suggests that banks meet the 

expectation of the banking public such as profit maximization and liquidity. 

The Nigerian banking industry witnessedanother era in 2005 with the banking sector reform 

tagged consolidation by recapitalization through merger and acquisition. It was a strategy of 

meeting the 1150 percent increase in capital base from N2 billion to N25 billion. The 

economic objective was to reposition and restructure the banking sector for effective 

intermediation function and leverage the deteriorating market value of Nigerian banks. It was 

expected to increase the market value, increase return on investment, maximize shareholders 

wealth, increase return on assets and capital employed. 

However, in many cases, mergers and acquisitions are often used interchangeably. According 

to Ross, Westerfield, Jordan and Etling (2003) a merger is the complete absorption of one 

firm by another, wherein the acquiring firm retains the identity and the acquired firm ceases 

to exist. It is a corporate strategy usually done between two or more companies where by the 

acquiring firm and the acquired firm stands on a merger agreement. For instance, two firms 

may come to the agreement that they move together either individually or as a joint entity for 

their own mutual benefit and in this case, a merger occurs. 

The policy can said to have a two way effect on the market value of Nigerian banks. For 

instance the reduction of number of Nigerian banks from 89 to 25 and now to 20 while some 

banks Deposit Money Banks. The merger and acquisition policy was presented on the context 

of increased capital base, effective financial intermediation, corporate efficiency, 

management quality and increasednumber of bank branch (Lucky and Akani, 2018). While 

some banks merge others were wholly taken over by other banks. The consequences is the 

high rates of competition in banking system which tend to move Nigerian banking system 

into monopoly where few banks dominate the banking industry. 

According to the agency theory by Jensen and Meekling (1976) the agency problems arise 

when institutions merged and served to reduce agency costs borne by the majority of the 

owners. However the challenges in the deteriorating market value of Nigerian banks can be 

said to be that of management quality rather than merger and acquisition. In the capital 

adequacy, assets quality, management quality, earnings, liquidity and sensitivity (CAMELS) 

analysis of banking system soundness, it can be considered that management quality is more 

important as other variablesdepend on management quality. For instance, less than five years 

after merger and acquisition, market value of many banks are still very poor. The banking 

crisis of the 1980s and 1990s that damaged the market value of Nigerian banks was traced to 

poor management quality. 

The relationship between mergers and firm‘s performance has been the subject of abundant 

research in several fields and it has produced mixed results. Neha (2015) carried out a survey 

of experiences of mergers and found that mergers do not add significant value to the merging 

firms. Kithitu (2012) researched on the role of mergers and acquisitions on the performance 

of commercial banks in Kenya. The results revealed that mergers and acquisitions do add 
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value to shareholders wealth. Ireri (2011) conducted a survey on effects of mergers and 

acquisitions on financial performance of oil companies in Kenya and from the researcher‘s 

finding on respondent opinion on mergers and acquisitions financial performance were 

positively correlated with financial performance after the merger. Eunice and Ernest (2014) 

examined the impact of merger on the pre and post profitability and financial performance of 

the buying firms for the duration 1999 to 2009.Ismail, Abdou and Annis (2010) studies the 

impact of A&M on firms‘ corporate performance using selected Egyptian companies for the 

duration 1996-2005 in the technology and construction sectors. This study examined the 

effect of merger and acquisition on the normative approach to banking in Nigeria. 

SECTION II: LITERATURE REVIEW 

Mergers and Acquisitions  

Mergers and acquisitions have been used interchangeably in some literature. Other literature 

also considers mergers and acquisitions as am inseparable words and thus considers them as 

the same. Moctar and Xiaofang (2014) observed that the terms merger and acquisition are 

often used interchangeably. However, the authors argued that there are some differences. 

Moctar and Xiaofang (2014) thus defined a merger as the combination of two or more 

companies into one larger organization. Such actions are normally intentional and mostly 

lead to a new company name (often combining the names of the original organizations).  

Marfo and Agyei (2013) defined a merger as an arrangement whereby the asset of two 

organizations become vested in or under the control of one company (which may or may not 

be one of the original two companies), which has all or substantially all, the shareholders of 

the two companies. Gupta (2012) argued that a merger is the amalgamation of two firms in 

which only one firm survives and the merged firms ceases to exist, in which the acquiring 

company assumes the assets and liabilities of the merged company. In the same vein, Gupta 

(2012) defines merger as ‗a combination of two or more corporations in which only one 

corporation survives. On the other hand, according to Moctar and Xiaofang (2014) 

acquisition is a corporate action in which the acquiring company purchases all of the existing 

ownership shares of the target company in order to assume all the control and decision rights 

of the target company. According to the authors, once the acquisition is done, the target 

company becomes a part of the acquiring company.  

Selvam et al. (2009) contend that an acquisition is the purchase of one company by another. 

In literature, acquisitions are classified as either friendly or hostile depending on whether the 

target firm is willing to accept the acquiring firm‘s bid and whether the acquiring firm makes 

an offer to the target firm‘s incumbent board of directors and management before announcing 

its intentions publicly. Acquisition is considered hostile if the incumbent management of the 

target company is against the acquisition or the acquirer circumvents the incumbent 

management of the target firm and bids directly for the shares of the target firm. 

Theoretically, 2+2 5 is laudable, however, the reverse is almost certainly the case in reality. 

The success of mergers depends on how realistic the deal makers are and how well they can 

integrate the companies concerned while maintaining day-to-day operations. Acquisitions and 

mergers do not automatically lead to bigger companies, higher profit or efficiency (Ajogwu, 

2011). A&M deals can result in losses and redundancies as statistics show that over fifty 

percent of financial services A&M do not succeed (Financial Services Report, 2011). Recent 

proofs suggest that virtually all acquisitions are costlier than their worth and most mergers 

fail (Vos& Kelleher, 2001). Haeruddin (2017) contend that acquisition and merger 

implementation brings advantages and several disadvantages too. Therefore, benefits and 



International Journal of Advanced Academic Research | ISSN: 2488-9849 

Vol. 7, Issue 9 (September, 2021) | www.ijaar.org  

 

142 
 

gains to both acquiring and acquired firms out of acquisitions and mergers depend on 

extensive planning and a careful implementation. 

 

Approaches to Merger and Acquisition Policy   

Cost Benefit Approach or Economic Value Approach 

The cost benefit approach is also called capital budgeting approach or investment approach or 

economic value approach. The approach provides a comparison between what a company 

gains (benefits) and losses (cost) from going into a merger project, pre and post periods. This 

brings into focus the concept of synergy (Okereke, 2005). The values of the company as a 

single entity is subtracted from the values of the individual companies added together, to 

arrive at the benefits. The cost is determined by looking at the payments made for the target 

company and the market value of that same target (acquired) company. Take for instance, if 

two banks UBA Plc (U) and Standard Trust Plc (S) are into merger arrangement, the benefits 

(B)‘or gross present value of the merger is the value (V) or present value of the merged banks 

(U & S) minus the sum of the value or present value of the individual banks (U + S). This can 

be represented mathematically as: 

B = VU&S - (Vu + Vs)     1 

= VU&S - Vu + Vs     2 

 

The cost is the payments (P) made to the acquired (target) bank, Standard Trust Bank Plc(S) 

less the value (V) of the same target bank(s). 

Qualitatively, this is represented as 

C = Ps - V5      3 

This applies where the value of the target bank(s) is equal to the market price (MP) of S. But 

if the true value or intrinsic is greater than market price, may be because of a positive posture 

of the investing public to a merger deal, then the cost is determined thus. 

C= (Ps—MPs) + (MPu X s + Vs)      4 

From this equation, C tends to increase as market price (MPs) increases and this affects the 

buyer (acquiring bank) negatively while the effect is on a positive note to the seller (the 

acquired or target bank). For instance, if a merger arrangement between a weak bank and a 

very strong bank, say between Midas Bank Plc or Triumph Bank Plc and Union Bank Plc, the 

market prices of the weak bank(s) will go up in a bid by investors to benefit from the merger 

deal. 

Equation 4 applies very well in an acquisition project. But if it is merger, the determination of 

cost is difficult as it requires a lot of give-and-take in the course of negotiating the merger 

and so it depends on how the benefits derived above is shared between U and S as well as the 

mode of financing the merger (cash or ordinary share or both). If benefits are shared equally, 

then cost should be 

C = (Pu + Ps) – (Vu +Vs)     5 

This equation holds if Vu = Vs. Otherwise, the difference between Vu and Vs is calculated 

from the payments Pu and Ps are determined.  

If U is more stable in the merger arrangements then, S should make payments and this 

constitute cost which represent ‘‗premium‘ paid for the bank. This rearranges equation 7.3 to 
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Ps = Vs + C        6 

From here we see that U would always want to maximize its cost, Ps or ‗Premium‘ while the 

bank would want to minimize the premium, C. Generally, benefit (B) must be greater than 

cost (C) for a merger to be risk viable. 

Thus, the difference between equation 5 and 6; will inform whether to merge or not. Bringing 

the equations together, we have 

B – C   0       7 

= Vu&s - (Vu+Vs)  -  Ps-  Vs  0   8 

If the difference between B and C is equal to zero, it is an indifferent situation or breakeven 

value and it is advisable to demerge except there are other obvious tangible and outstanding 

convictions 

The net benefit (B - C) or Net Present Value (NPV) can be derived from equation as 

B - C=Vu&s - Vu  - Ps 0      9 

The determination of cost as in equation 7 and 8 and its application in equation 9 assumes 

that the mode of financing the merger is by cash. If it is by ordinary share (common stock) 

cost is best determined by determining the proportion of the target banks shareholdings in the 

shareholdings of ‗the merged banks (alpha) and multiplying it by the present Value of the 

merged bank( u & s) less the present value of the target bank (s), This is represented 

mathematically as 

C  =Vu&s - Vs       10 

Here, ceteris paribus, the greater ‗the benefits of merger, the greater the cost of stock 

financing this type of financing has the advantage of estimating either over valuation of the 

target bank (transferor). 

The Book Value Approach 

This approach used in determining the worthwhileness as of a merger project, applies either 

the book-value or adjusted book value of the transferor(s) arid transferee banks. The latter is 

mostly preferred because of the advantage of a more realistic posture and represents lower 

bounds in the valuation process. The book value approach is interested in determining the 

premium and exchange ratio of the book. Book-value premium (BVP) is determined thus 

11)(  

s

su

BV

BVERBVBVP  

Where: 

BVu  = Book value per share of UBA Bank, the acquiring bank 

BuVs = Book value per share of Standard Trust Bank, the acquired bank sold. 

ER = Exchange ratio which is the ratio a share of the acquiring bank would 

exchange for share(s) of the acquired bank. It is a function of the percentage premium on 

book value required by the acquired bank. 

The book value per share of the two banks determines the ratio e.g if book value of (U) sis 

N200 per share and that of Standard Trust Bank (STB) is N 100, the ratio is 1 share of U to 2 

shares of STB exchanged for. 
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12)1(  

s

s

BV

PBVER  

Where P premium (given or calculated as in equation 7.5 above, This model applies to 

nominal book value, but for adjusted Book value, the following model applies. 

aaa LABV   

Where  

BVa =  adjusted book value 

Aa = adjusted assets 

La = adjusted liabilities  

If for example, a bank‘s assets and liabilities are estimated to be N1200 – 110 = N100m. 

Market-to-Book Premiums 

This approach is similar to book value but only differ in its market value characteristics, as 

investors are always interested in the present value of stocks. Thus, the model in equation 

applies but the book value (BV) is substituted with market price (MP) since 

Book Value Premium (BVP) 13
)(




s

su

BV

BVERMP
 

Where MPu = market price of UBA bank (acquiring bank).  

In this approach, Exchange Ratio (ER) is 

14
)(


u

s

MP

HPBV
ER  

Variables as earlier defined. 

This approach is good because of its interest in the concept of going concern value of a bank 

but may be disadvantaged if the acquiring bank is not actively traded in the stock exchange 

market. Such inactive stock prices are very unreliable, as they are biasely priced upward, 

which gives a spurious result.  

Earnings per Share (EPS) Approach 

This approach is concerned with the income streams (earnings) which stand as a value for a 

merger project. It compares EPS received with EPS sold and the difference is the premium 

calculated thus 

15
)(

Pr 


s

su

EPS

EPSVEREPS
emium  

16
)1(




s

u

EPS

PEPS
ER  

The use of earnings power of the bank is an easy way of determining value of the bank for 

the merger arrangement. However, the current earnings of the bank may not be a good 

representative of their future earning power. The approach ignores the timing and riskiness of 

the earnings over time. 
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Premium under this approach can be improved by assigning weights to the earnings over the 

life period of the banks covered. This will provide a better indicator of future earning power 

of a bank. 

Revaluation Approach 

According to this approach, the assets and liabilities of the target bank are revalued. On the 

asset side, securities are valued at their current market prices and loans are revalued at an 

estimated market price reflecting both credit risk and interest rate risk. Other assets are also 

revalued at estimated market values. On the ability side, longer term certificate of deposits 

and capital notes re valued at estimated market prices (Okereke, 2005). The resulting 

revalued liabilities are subtracted from the revalued assets to give an adjusted equity value 

that should approximate a realistic market value for the target bank. Where the acquiring 

bank is not actively traded in the stock market, it should go through this same process like the 

target bank. Thus, the equity values of both banks (target and acquiring) should form the 

basis for a complete acquisition. This approach is a component of the Accounting Methods. 

Accounting Methods 

Accounting methods recognize either of assets, which involves the revaluation of asset and 

recognition of intangible assets (e.g. goodwill) or the pooling of interest. The choice of any 

one of these methods depends on the ability of the company to meet the relevant criteria 

(Okereke, 2005). However, the pooling of interest approach is simpler and less complicated 

than the purchase accounting approach. Another school of thought sees no difference in the 

choice of both accounting methods, since they are only accounting issues. This 

notwithstanding, the difference between the two methods is significant as we can see in 

illustration II below. 

The Price Earnings Approach  

17
)(

Pr 


s

su

EPS
MP

EPS
MP

EREPS
MP

emium  

18
)1(




s

u

EPS
MP

PEPS
MP

ER  

Where MP = Market Price, other variables as defined above. 

 

(8) Multiplier Approach 

This approach focuses upon the average earnings and the multiplier for determining the worth 

of a company. The worth of a company is a reflection of the market value at any given time 

and it is, the product of the average earnings (operating profit) of a company and the 

multiplier. This is mathematically presented as 

Wc = AE X Mp------------------------------- 19 

Where Wc = worth (value) of the company in N 

AE  = Average Earnings (Operating Profit) 

Mp = Multiplier  

But Multiplier (Mp) is the ratio of 100 realizations on a company to an average return on 

capital employed. This is represented quantitatively as: 
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20
.

100


ROCEAv
Mp  

Merger, Acquisition and Asset Quality  
Evaluation of assets to estimate their credit risk is asset quality. The asset quality of 

commercial banks directly has an effect on their financial and operational as well as the 

national financial soundness. According to Yin (2009), a drop in the value of asset quality 

due to commercial banks not keen on loan quality is likely a severe cause of future crisis. 

Michael (2010), on the other hand argues that the most prime determinant of the quality of 

asset is the loan portfolio value and the banks control of credit management. Loans and 

securities are forms of commercial banks assets but they pose the highest threat in amount of 

risks. Moreover, other assets such as real estate‗s, off balance sheet items and cash also affect 

asset quality of a commercial bank.  

 

According to Levine (2008) asset strongly determines the financial performance of any 

sectoral institution since it increases interest income and leads to a fall in the cost burden of 

bad debt management at the same time. Legally, banks are expected to keep aside cash 

deductible as an expense so as to cushion the bank against bad debts and other loan defaults, 

the higher the NPS ratio to the gross/net asset, the lower the asset quality. This therefore 

implies a negative trade-off between asset quality and the bank‗s financial performance.  

 

The quality of current and potential credit risks reflects the asset quality ratings indicate the 

quality and this is highly intertwined with the loan investment portfolios, real estates and off-

balance sheet transactions. This also reflects the bank‗s ability to identify and manage credit 

risks. According to (Abata, 2014), asset quality evaluation should be emphasized on how 

adequate the Allowance for Loan and Lease Losses (ALLL) are, the intensity of disclosure to 

counter-party, the issuer or borrower default under actual or implied contractual agreements. 

However there are other factors and risks to consider which actually stand to affect the bank‗s 

assets value or marketability, including, but not limited to; operating, market, reputation, 

strategic and compliance risks should be considered.  

Merger, Acquisition and Liquidity  

Bourke (2009) examined correlation between Banks profitability and Assets for North 

American Banks, Europe and Australia for 10 years. Economic framework was used as an 

equation in the presentation. Profitability was the dependent variable regressed against a set 

of control variables and a Liquid Assets with a nonlinear expression. Liquid assets were used 

as control variables in the study and there was no definite line on the estimated parameter. It 

was found out that a company experiencing high profitability and low liquidity will have to 

borrow more money, leading to higher costs. The interest rates will later increase since the 

cheaper option will have been exhausted. When their debts increases, credit risks increase 

leading to higher interest rates being charged by the financiers. The study shows that liquidity 

and profitability are essential conditions for a health existence of a company, and both should 

be held in high esteem when strategizing for the short and long term of the Company.  

 

Greuning, and Bratanovic (2014) noted that maintaining a relative degree of liquidity in the 

whole banking system is of extreme importance, because the registration of a liquidity crisis 

at a single bank can have severe consequences over the whole banking system due to the risk 

of infectivity through interbank settlements. The sophistication of liquidity management and 

liquidity risk depends on the size and characteristics of each bank as do the nature and 

complexity of activities held by it. The management of liquidity policies of a bank has to 

include a decisional structure for the risk management, a pattern (a strategy) for approaching 
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operations and funding, a set of exposure limits to liquidity risk and a set of procedures for 

planning liquidities after alternative scenarios including crisis situations.  

 

Bhunia (2010) refers to liquidity as the ability of a firm to meet its short term financial 

obligations. Liquidity plays a critical role in the successful functioning of an Organization. A 

study of liquidity is crucial to both the internal and external analysts because of its 5 close 

associations with normal operations of a business. Weak liquidity position poses a threat to 

the solvency as well as profitability of a firm and makes it insecure and unsound. Two 

common ways to measure liquidity of an institution are the acid test ratio and current ratio. 

The current ratio shows the relationship between current assets and current liabilities. 

 

 Normally, a high current ratio is considered to be an indicator of the firm's readiness or to 

promptly meet its short term liabilities. On the other hand, the acid test ratio establishes a 

relationship between quick or liquid assets and current liabilities. An asset is liquid if it can 

be converted into cash immediately or reasonably soon without any loss of value. Low 

liquidity leads to the incapability of a company to pay its creditors on time or honor its 

maturing obligations to suppliers of credit, services and goods. Also, the failure to meet the 

short term liabilities could affect the company's normal operations and most probably affect 

its reputation as well.  

Merger, Acquisition and Capital Base  

Pasiouras & Kosmidou (2007) on indicators of the best or the most competitive banks, 

employed trend analysis on the financial ratios for a period of time, they argue that the best 

performing banks are those who maintain a high equity level relative to their assets. Highly 

capitalized banks are stable and assured to be profitable even during economically difficult 

times. Furthermore, a lower risk increases a bank's creditworthiness and reduces its funding 

cost. In addition, banks with higher equity to assets ratios will normally have a lower need of 

external funding, which has a positive effect on their profitability. From this point of view, a 

higher capital ratio has a positive effect on profitability. Hence, mergers and acquisitions 

increase the capital base leading to good financial performance of commercial banks.  

 

Olalekan (2012) on inference of merger and acquisition of commercial banks in Nigeria on 

their profitability and other related measures of performance found out that there is 

noteworthy relationship between pre and post-merger and acquisition on capital base of 

commercial banks and profitability level. Merger and acquisitions have also increased the 

capitalization of commercial banks as evidenced in company's share ownership, increase in 

the cost of services and changes in bank lending rates, based on these findings, arrived at 

conclusion, that the merger and acquisition activity improved the in general performance of 

banks significantly and also has contributed immensely to the growth of the real estate sector 

for sustainable growth and development.  

 

Kemal (2011) conducted a study on factors affecting profitability of Commercial banks. By 

use of regression analysis in analyzing his data, he observed that the capital muscle of a bank 

is of paramount importance in affecting its profitability .A well-capitalized bank is perceived 

to be of lower risk and such benefit is converted to profitability. He adds that a well-

capitalized bank faces lower expected costs of financial distress and such advantage is 

reflected into high profitability.  

 

Merged firms have more access to financial markets that were not available initially to one or 

both of the said firms. The cost of capital reduces below premerger levels. For example, the 
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combined firm may have a lower probability of bankruptcy than the two separate firms if the 

cash flows of the two firms are not perfectly positively correlated. (Bruckner, 2015) did a 

study on the impact of mergers on bank performance and observed that mergers and 

acquisitions of commercial banks had accordingly increased the capital base of banks and 

that increase in capital base of commercial banks does not only enhance revenue generation 

but acts as a hedge against future losses, economic slow-down and to secure the capital of 

shareholders. 

 

Theoretical Review  

Pro-Deconcentration Theories  

Findings from a study carried out by Chong (1991) indicated that bank consolidation tends to 

increase the risk of bank portfolios. Proponents of banking sector deconcentration also argue 

that concentration will intensify market power and political influence of financial 

conglomerates, stymie competition in and access to financial services, reduce efficiency, and 

destabilize financial systems as banks become too big to discipline and use their influence to 

shape banking regulations and policies (Demirguc-Kunt and Levine, 2000; Beck, Demirgüç-

Kunt and Levine, 2004; and Bank for International Settlements, 2001). While excessive 

competition creates an unstable banking environment, insufficient competition and 

contestability in the banking sector may breed inefficiencies.  

In concentrated banking systems, bigger, politically connected banks may become more 

leveraged and take on greater risk since they can rely on policymakers to help when adverse 

shocks hurt their solvency or profitability. Similarly, large, politically influential banks may 

help shape the policies and regulations influencing banks‘ activities in ways that help banks, 

but not necessarily in ways that help the overall economy. For instance, concentrated, 

powerful banks may argue against granting generous deposit insurance since that levels the 

playing field for smaller banks that do not enjoy the too-big-to-fail policy of most 

governments in economies where concentration levels are high.  

Concentrated banks may also seek to stymie stock market development by pushing for higher 

taxes on capital gains and by discouraging regulations that protect the rights of small 

investors and promote accounting transparency. To boost the profitability of large clients, 

powerful banks may also seek to control ―unruly‖ markets by weakening anti-trust laws and 

other policies designed to promote competition. Furthermore, if concentrated powerful banks 

unduly influence the formation of policies and regulations, this may hinder political integrity 

and reduce tax compliance (Demirguc-Kunt and Levine, 2000). 

Pro deconcentration, there is evidence linking increase in banking concentration to reductions 

in credit supply. In the United States, Berger et al (1995) find evidence that the increase in 

the proportion of banking industry assets controlled by the largest banking organizations in 

the 1990s, due to the liberalization of geographic restrictions on banking in the United States, 

may have been responsible for part of the credit crunch observed in 1989-92. There is also 

growing evidence linking increased concentration in a banking market to reduced lending to 

small and medium scale enterprises. Peek and Rosengren (1996), combining a  single cross-

section data on lending businesses in the New England states for 1994 with some  

information on mergers and de novo entry, find that after banking organizations merged with  

smaller organizations, the consolidated organization typically reduced the amount of small  

business lending that was conducted earlier by the acquired institution. Berger and Udell 

(1996) found that large banks not only tend to have a smaller proportion of their loans made 

to small  borrowers, but also tend to charge lower average prices than other banks to small 
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borrowers,  indicating that large banks only issue business loans to higher-quality credits 

(Cañonero,  1997). 

It has also been argued that the higher the concentration in the local banking market, the 

higher prices is for financial services and consequently the higher the banks‘ profits. This is 

because banks in less competitive environments charge higher interest rates to firms. If 

concentration is positively associated with banks having market power, then concentration 

will increase both the expected rate of return on bank assets and the standard deviation of 

those returns (Beck, Demirgüç-Kunt and Levine, 2004). The policy implication is that higher 

market concentration is associated with lower socio-economic welfare and, therefore, higher 

concentration is undesirable. Hence, a country like the UK (Monopolies and Mergers 

Commission, 1996) is wary of a concentration ratio that is 25 per cent or more of the banking 

market in terms of total assets or deposits (Holden and El-Bannany, 2006).  

Another pro-deconcentration position is that a more concentrated banking structure enhances 

bank fragility. Advocates of this concentration-fragility‘ view note that larger banks 

frequently receive subsidies through implicit too big to fail‘ policies that small banks do not 

enjoy. This occurs when regulators fear potential macroeconomic consequences of large bank 

failures. The greater subsidy for larger banks may in turn intensify risk-taking incentives 

beyond any diversification advantages enjoyed by them, thereby increasing the fragility of 

concentrated banking systems (Boyd and Runkle, 1993). Proponents of the concentration-

fragility view disagree with the proposition that a few large banks are easier to monitor than 

many small banks. If size is positively correlated with complexity, then large banks may be 

more opaque than small banks, and therefore more difficult to monitor. This would tend to 

produce a positive relationship between concentration and fragility. Many theories have been 

advanced to explain why mergers and other forms of restructuring take place. Efficiency 

theories imply social gains from mergers and acquisition activity in addition to the gains for 

participants. Other theories in line with the theory are: 

Differential efficiency Theory: The differential efficiency theory says that more efficient 

firms will acquire less efficient firms and realize gains by improving their efficiency; this 

implies excess managerial capabilities in the acquiring firm. Differential efficiency would be 

most likely to be a factor in mergers between firms‘ related industries where the need for 

improvement could be more easily identified. 

Inefficient Management Theory: The related inefficient management theory suggeststhat 

target management is so inept that virtually any management could do better, and thus could 

be an explanation for mergers between firms in unrelated industries. The theory's main 

limitation is its implication that agency costs are so high that shareholders have no way to 

discipline managers short of costly merger. 

Pure diversification Theory: Pure diversification as a theory of mergers differs from 

shareholder portfolio diversification. Shareholders can efficiently spread their investment and 

risk among industries, so there is no need for firms to diversify for the sake of their 

shareholders. Managers and other employees, however, are at greater risk if the single 

industry in which their firm operates should fail their firm specific human capital is not 

transferable. Therefore, firms may diversify to encourage firm specific human capital 

investments which make their employees more valuable and productive, and to increase the 

probability that the organization and reputation capital of the firm will be preserved by 

transfer to another line of business owned by the firm in the event its initial industry declines. 
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Theory of Strategic Alignment: The theory of strategic alignment to changing environments 

says that mergers take place in response to environmental changes. External acquisitions of 

needed capabilities allow firms to adapt more quickly and with less risk than developing 

capabilities internally. 

Undervaluation Theory: The undervaluation theory states that mergers occur when the 

market value of target firm stock for some reason does not reflect net value in the hands of an 

alternative management. The q-ratio is also related to the under valuation theory. Firms can 

acquire assets for expansion more cheaply by buying the stock of existing firms than by 

buying or building the assets when the target's stock price is below the replacement cost of its 

assets. 

Empirical Review  

Goet (2020) used accountingratios to analyze the financial performance of Citizens Bank 

International Ltd. in Nepal before and after merger. I have analyzed their financial statements 

for six years by using various ratios. In spite of certain limitations, accounting ratios are still 

considered as a convenient and reliable analytical tool. Ratio analysis, being a time-tested 

technique, is most frequently employed in all financial decision-making processes. The 

results show that the financial performance of CBI Ltd. in the areas of profitability and 

stability has been most satisfactory after merger. It means that merger deal succeedsto 

improve the financial performance of the bank. 

Njambi and Kariuki(2018) examined the effect of mergers and acquisitions on financial 

performance of financial institutions in Kenya. Specifically the study sought to establish the 

effect of capital base upon merger on financial performance of financial institutions in Kenya, 

to determine the effect of income diversification upon merger on financial performance of 

financial institutions in Kenya, to evaluate the effect of asset quality upon mergers on 

financial performance of financial institutions in Kenya and to investigate the effect of 

liquidity upon merger on financial performance of financial institutions in Kenya. The study 

was guided by monopoly - market power theory, the value-increasing theories, hubris 

hypothesis and the Modigliani–miller theorem.  

Ojha, and Walsh (2016) have expected that merger and acquisition of money related 

relationship in Nepal has been advanced in the consistent years and is in expanding plan. It is 

in light of the way that Merger in the ceaseless years has helped a broad fragment of the 

money related establishments to build the capital likewise as help them to finish being 

powerfully commanding. The most gigantic outcome after a merger is the additional security 

of consumers‘ right. Together with it, the budgetary part itself has wound up being acceptably 

arranged to verify itself even in fundamental money related position. This demonstrates the 

achievability of merger and getting framework acknowledged in Nepal.  

Bhatta (2016) examined that the mergers incited changes in banks share ownership. Banks 

capability increases with continuously capable and mixed considerations. Excess of capital 

enables to fight decidedly with outside banks that are glad to go into the Nepalese market 

very soon. Krishnamurthy and Alkhathlan (2010) express that the results on the post-merger 

execution prescribe that banks are winding up progressively based on their high net premium 

pay practices and the guideline reason behind their mergers is relative up their exercises. 

Singh (2015) attempted to separate whether the ICICI Bank has accomplished money related 

execution capability in the midst of the post-merger period in the district of profitability, 

budgetary impact, liquidity, and capital market measures. The examination has followings 



International Journal of Advanced Academic Research | ISSN: 2488-9849 

Vol. 7, Issue 9 (September, 2021) | www.ijaar.org  

 

151 
 

destinations, to analyze the impact of the merger of Bank of Rajasthan on the financial 

performance of ICICI Bank. To separate the effect of merger of Sangli Bank on the money 

related execution of ICICI Bank. The Major disclosures were the examination of table present 

that, in Profitability, Standards expect ROE and Ratio of Operating Profit to Total Assets 

each other extent Net Profit Margin, ROA, ROI and Return on Advances the p-value is 

merely unmistakable than 5 percent. Along these lines the invalid hypothesis ―There is no 

huge distinction in Profitability Standards among pre and post-M and A‖ in regard of these 

proportions is recognized. It is contemplated that there has been a critical distinction in the 

estimation of ROE and Ratio of Operating Profit to Total Assets after converging with Sangli 

Bank.  

Malik et al. (2014) had led an examination on the critical targets were the principal objective 

of the examination is a firm behind going into the plan of merger and verifying is to work 

with various associations that can be progressively beneficial when appeared differently in 

relation to work alone in a market. Mergers and acquisitions are an overall business technique 

that enables firms to go into new potential markets or to another business zone. 

Muhammad, Muhammad, Muhammad and Waseem (2014) examined the impact of 

acquisitions and mergers on Pakistani banks performance using financial ratios like 

profitability ratios (ROE, ROA), ratios of liquidity (ATD, CTA, DTA), ratios of investment 

(EPS, ROI) and ratios of solvency (IC, DR, DE), the outcomes of their study demonstrate that 

A&M have adverse association with banks performance in Pakistan. Ahmed and Christian 

(2009) examines the performance of Egyptian banks that participated in acquisitions or 

mergers between 2002 and 2007. Their findings show that not every bank involved in A&M 

recorded significant enhancement on return on equity and performance compared to their pre-

A&M performance. They were able to show that business combinations fail to significantly 

improve the Egyptian banks profitability.  

Khurram (2014) studied the impact of business combinations on post-merger financial 

performance (absolute & relative) of non-financial companies in Pakistan using 16 selected 

firms registered on the Karachi Stock Exchange for the duration 2000-2009. Three ratios 

which include earning per share, return on equity and assets were employed to evaluate the 

post- merger financial performances. The study employed paired sample t-test to investigate 

whether relative performance improved following the business combinations. The outcome of 

this investigation show that that both relative and absolute performance on generally 

degenerated following the business combinations at significant level.  Most empirical studies 

only focused on mergers and acquisition and profitability of commercial banks, this study 

includes how the Nigeria commercial banks mergers and acquisition affect the also the 

liquidity of the post-merger commercial banks. 

SECTION III: METHODOLOGY 

This study was designed to examine the effect merger and acquisition on the normative 

approach to banking in Nigeria. The research design adopted in this study is the descriptive 

research method which is largely quasi- experimental. Relevant data were sourced from the 

publications of the Nigerian Stock Exchange, such as the Stock Exchange Facts book. 

Model Specification  

From theories, principles and empirical findings, the models below are specified in this study.  

LIQ = 0 CAR1 FI2   NBBAQBF 543   21 

ROE = 0 CAR1 FI2   NBBAQBF 543   22 
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ROA = 0 CAR1 FI2   NBBAQBF 543   23 

Where:  

LIQ        =              Liquidity of commercial banks 

ROE  =  Return on equity  

ROA             =            Return on Assets  

CAR  = Capital adequacy ratio 

BF  = Bank Efficiency proxy by cost to revenue ratio  

AQ  = Asset quality proxy ratio of non-performing loans 

FI                  =          Financial intermediation proxy loan to deposit ratio 

NBB =                Percentage increase in  number of bank branches 

0  = Intercept Term 

1   - 5  = Coefficients  

µ  = Error term 
Pooled Effect 

The study adopts the panel data method of data analysis which involves the pooled 

effect, fixed effect, and the random effect and the Hausman Test. 

Pooled Effect Model  

LIQ = 0 CAR1 FI2   NBBAQBF 543   24 

ROE = 0 CAR1 FI2   NBBAQBF 543   25 

ROA = 0 CAR1 FI2   NBBAQBF 543   26 

Fixed Effects 

The fixed effects focus on the allowance between bank consolidation and profitability of commercial 

banks differences by using a fixed intercept for each of the different cross-sectional structures. If we 

assume that the dummy variable for a bank is 1 or 0, then Di, which is the dummy variable for bank i, 

can be expressed as:
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= 0 CAR1 FI2   NBBAQBF 543   27 
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= 0 CAR1 FI2   NBBAQBF 543   28
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= 0 CAR1 FI2   NBBAQBF 543   29
 

Because the fixed effects account for both cross-sectional and time-series data, the increased 

covariance caused by individual-bank differences is eliminated, thereby increasing 

estimation-result efficiency. 

Random Effects 

Random effects focus on the relationship with the study sample as a whole; thus, the samples 

are randomly selected, as opposed to using the entire population. The total sample regression 

(a function of the random effect) can be expressed as: 

Hausman Test 

The Hausman test (YairMundlak 1978) is the most commonly used method for evaluating 

fixed and random effects. If variables are statistically correlated, then the fixed-effects 
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estimation is consistent and efficient, whereas the random- effects estimation is inconsistent, 

and the fixed-effects model should be adopted. Conversely, if the variables are statistically 

uncorrelated, then the random-effects estimation is consistent and efficient, whereas the 

fixed-effects estimation is consistent but inefficient, and the random-effects model should be 

adopted. 

A-priori Expectation of the Result  

The elasticity parameter also known as the a-priori expectation of the variables proposes that 

an increase in the independent variables mergers and acquisition will increase normative 

approach to banking. Therefore it can be mathematical stated as follows:- 0,0, 521  
30

 

Data Analysis Method  

In analyzing the data the multiple regressions with the use of software statistical package was 

adopted. This will enable us to examine the relationship between the dependent and the 

independent variables in the study and enable us to provide answer to research questions and 

hypotheses in the study. The study employed the Econometrics View. The student t-test was 

used to test hypotheses. 

 

SECTION IV: RESULTS AND DISCUSSION OF FINDINGS 

Table 1: Presentation of Results  
Variable  Pooled Effect Fixed  effect Random effect 

Model I: LIQ = 0 CAR1 FI2   NBBAQBF 543  

 β coefficient  T. stat p. value β coefficient T. stat p. value β coefficient T. stat p. value 

BF 0.091274 1.318013 0.1925 0.113930 1.588245 0.1188 0.091274 1.412600 0.1629 

AQ -0.008237 -0.137623 0.8910 -0.003827 -0.061929 0.9509 -0.008237 -0.147499 0.8832 

CAR 1.021232 12.73601 0.0000 0.919260 10.55331 0.0000 1.021232 13.65000 0.0000 

FI -0.063142 -1.020226 0.3117 0.034331 0.530273 0.5984 -0.063142 -1.093442 0.2786 

NBB -0.013663 -0.065251 0.9481 -0.461787 -0.235738 0.8140 -0.001129 -0.005114 0.9959 

C -2.179860 -0.824099 0.4131 -3.293854 -1.161363 0.2512 -2.179860 -0.883240 0.3806 
R-squared 0.840212   0.888715   0.840212   

AdjR2 0.829559   0.851620   0.829559   

F-statistic 78.87431   23.95786   78.87431   

 F- Prob 0.000000 
  

0.000000 
  

0.000000 
  

D W  1.969038   2.321190   1.969038   

Test 

Summary 

Chi-Sq. 

Statistic Chi-Sq. d.f. Prob.   

 

 

  

 14.922136 4 0.0049       

Model II: ROE = 0 CAR1 FI2   NBBAQBF 543  

NBB -0.082923 -0.542078 0.5898 -0.112973 -0.682450 0.4983 -0.103688 -0.683465 0.4970 

FI 0.095903 1.296533 0.1998 0.090318 1.212813 0.2313 0.092055 1.300482 0.1985 

CAR -0.141289 -0.772723 0.4428 -0.060374 -0.331658 0.7416 -0.092743 -0.532660 0.5963 

BF 0.807205 9.697676 0.0000 0.771616 9.141862 0.0000 0.789284 9.837925 0.0000 

AQ 0.057571 0.811607 0.4203 0.004019 0.056705 0.9550 0.028235 0.415732 0.6791 

C 9.119525 2.893267 0.0053 10.91374 3.308992 0.0018 10.07169   
R-squared 0.716855   0.816041   0.717023   

AdjR2 0.692860   0.749502   0.693041   

F-statistic 29.87481   12.26418   29.89944   

 F- Prob 0.000000 
  

0.000000 
  

0.000000 
  

D W  1.861191   2.835435   2.296191   

Test 

Summary Chi-Sq. Statistic Chi-Sq. d.f. Prob.    

 

 

  

 9.798072 5 0.0212       
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Model III: ROA = 0 CAR1 FI2   NBBAQBF 543  

NBB 0.042180 0.280827 0.7798 0.207965 1.201566 0.2356 0.042180 0.292021 0.7713 

FI 0.119401 1.644047 0.1055 0.097316 1.249855 0.2175 0.119401 1.709579 0.0926 

CAR -0.182590 -1.017054 0.3133 -0.217503 -1.142790 0.2589 -0.182590 -1.057593 0.2946 

BF 0.830807 10.16566 0.0000 0.753983 8.543885 0.0000 0.830807 10.57086 0.0000 

AQ 0.056370 0.809356 0.4216 -0.025037 -0.337868 0.7370 0.056370 0.841617 0.4034 

C 3.887627 1.256181 0.2140 6.198422 1.797479 0.0787 3.887627 
  

R-squared 0.755578   0.819932   0.755578   

AdjR2 0.734864   0.754801   0.734864   

F-statistic 36.47710   12.58896   36.47710   
 F- Prob 

0.000000 
  

0.000000 
  

0.000000 
  

D W  2.016094   2.515231   2.016094   

Test 
Summary 

Chi-Sq. Statistic Chi-Sq. d.f. Prob.        

 9.798072 5 0.0212       

Source: Extract from E/view 9.0 

Discussion of Findings  

The results shown in Table 1 arethe general model used as the introduction to explain the 

effect of mergers and acquisition on the normative approach to banking in Nigeria. Based on 

the validity of fixed effect model, the result from model I found that 85.1 percent variation on 

the liquidity of the post-merger commercial banks can be traced to changes on the post-

merger variables as specified in the section III of this study. The beta coefficients of the 

variables show that bank efficiency, capital adequacy ratio, and financial intermediation have 

positive effect on liquidity of the post-merger commercial banks. The positive effect of the 

variables confirms the a-priori expectations of this study and justifies the objectives of the 

mergers and acquisition. However, assets quality and the number of commercial banks 

branch have negative effect on the liquidity of commercial banks. The negative effect of the 

variables on the liquidity of commercial banks contradicts the expectation of this study. The 

positive effect of the variables is in line with the theory of synergy, empirically, it confirms 

the findings of Goet (2020) that the financial performance of CBI Ltd. in the areas of 

profitability and stability has been most satisfactory after merger and the findings of Njambi 

and Kariuki (2018) whose study was guided by monopoly - market power theory, the value-

increasing theories, hubris hypothesis and the Modigliani–Miller theorem.  

 

From the estimated model two, the results found that 74.9 percent variation in return on 

equity of the post-merger commercial banks can be traced to variation in the merger and 

acquisition variables. The beta coefficient of the variables proves that number of banks 

branch, capital adequacy ratio have negative effect on return on equity within the periods 

covered in this studyis contrary to the expectations of this study and the objectives of the 

mergers and acquisitions. However, the study found that financial intermediation, bank 

efficiency, and assets quality have positive effect on return on equity of the post-merger 

commercial banks, the positive effect of the variables confirm our a-priori expectation and 

the objectives of the banking sector consolidation and recapitalization. Theoretically, the 

findings confirm the synergy theory of bank merger and acquisition. Empirically, the positive 

effect of the variables confirm the findings of Bhatta (2016) that banks capability increases 

with continuously capable and mixed considerations, Krishnamurthy and Alkhathlan (2010) 

expressed that the results on the post-merger execution prescribe that banks are winding up 

progressively based on their high net premium pay practices and the guideline reason behind 

their mergers is relative up their exercises, Singh (2015)  that  huge distinction in Profitability 

Standards among pre and post-merger and acquisition in regard of these proportions is 
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recognized. It is contemplated that there has been a critical distinction in the estimation of 

ROE and ratio of operating profit to total assets after converging with Sangli bank.  

 

The effect of commercial banks merger and acquisition on the return on assets of the post-

merger commercial banks indicates that the predictor variables explain75.4 percent variation 

in return on assets of the post-merger and acquisition commercial banks. The estimated 

regression coefficient indicates that capital adequacy ratio and assets quality have negative 

effect on the return on assets of the commercial banks, this is not in line with the expectations 

of the study and the primary objectives of the mergers and acquisition policies. The negative 

effect of the variables could be traced to factors within the operating environments that affect 

performance of the post-merger commercial banks. However, the study established that 

number of commercial banks branch, financial intermediation and bank efficiency have 

positive effect on the return on assets of the commercial banks. Thefindings confirm the a-

priori expectations of the study and further validate the opinions of Toby (Toby, 2008). 

Empirically, the positive effect of the variables confirm the findings of  Muhammad, 

Muhammad, Muhammad and Waseem (2014) that not every bank involved in A&M recorded 

significant enhancement on return on equity and performance compared to their pre-A&M 

performance. Khurram (2014) that that both relative and absolute performance on generally 

degenerated following the business combinations at significant level.  

 

SECTION V: CONCLUSION AND RECOMMENDATIONS 

Conclusion 

This study examined the effect of bank mergers and acquisition on the normative approach to 

commercial banks in Nigeria. Panel data were sourced from financial statement of the post-

merger and acquisition banks.  From the findings, the study concludes that bank efficiency, 

capital adequacy ratio and financial intermediation have positive effect on liquidity while 

assets quality and the number of commercial banks branch have negative effect on the 

liquidity of commercial banks.  The study also concludes that number of banks branch, 

capital adequacy ratio have negative effect on return on equity within the periods covered in 

thisstudy is contrary to the expectations of this study and the objectives of the mergers 

andacquisitions whilefinancial intermediation, bank efficiency, and assets quality have 

positive effect on return on equity of the post-merger commercial banks. Furthermore,  

capital adequacy ratio and assets quality have negative effect on the return on assets of the 

commercial bankswhile number of commercial banks branch, financial intermediation and 

bank efficiency have positive effect on the return on assets of the commercial banks.  

Recommendations 

1. Based on the positive effect of the variables on the return on equity of quoted 

Nigerian post-merger banks, the study found that they are significant in the 

performance of the Nigerian banks in the post mergers and acquisition reforms. The 

study therefore recommends that more policies should be put in place to deepen the 

merger and acquisition to enhance the performance of Nigerian banks. 

2. The regulatory authorities should ensure total compliance to the consolidation reforms 

from Nigerian banks to leverage the challenges of banking sector crisis in Nigeria. 

The performance of the banks is a critical function of the bank business environment. 

Therefore the study recommends a comprehensive overhaul in the bank business 

environment to enhance the performance of Nigerian banks and the regulatory 
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authorities.  The regulatory authorities should partner with the banking management 

to manage monetary and macroeconomic shocks that can affect negatively the banks. 

3. The study recommend for corporate governance in the Nigerian banks to enhance and 

achieve the objectives of the banking consolidation reforms and the international 

monetary environment: the effect of the international monetary shocks cannot be 

underestimated, therefore the study recommends for policies that will manage 

external shocks for better performance and enhance the achievements of the mergers 

and acquisition objectives. 

4. Since the merger and acquisition policy brought about banks with adequate capital 

base as well as increase in credit to private sector, the management of banks on their 

part must ensure that they are not carried away by the act of granting of credit simply 

because banks are more liquid in recent times. To this end, banks and the CBN must 

work together to see that a very sound corporate governance framework as well as 

effective risk management systems are in place to check the level of non-performing 

loans which at the moment still seems to be predominant in the Nigerian banking 

industry and   efforts must be made also to improve the quality of advances as well as 

the recovery procedures of the growing amount of bank credit to the private sector of 

the economy. 
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