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ABSTRACT

The purpose of this study is to provide relative information on mergers & acquisition events of
banks in Pakistan. To evaluate the profitability and microeconomic factor of banks in Pakistan,
financials for thirteen years (2006-2017) were examined with the help of financial ratios. The
research applied secondary data which were gathered from the financial statements of banks, and
their websites. In this research, every financial decision-making process, ratio analysis by timeline
method is most often utilized. The outcomes illustrate that the pre-merger performance of banking
sector of Pakistan in the dimensions of profitability and loan/deposits was fairly satisfying. It
clarifies that merger activity was unsuccessful in increasing the financial productivity of the bank,
but banks become one with other small and the same sized banks simply to increase market
shares, to increase their assets and to reveal concealed morals.
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1. INTRODUCTION

1.1. Background of the Study

Mergers and acquisitions signify extensive capital reallocations with a projected total capacity of $1.34 trillion per
annum (Bonaime, Gulen, & lon, 2018). Merger and acquisition (M&A) are a common term used to denote to the
merging and joining of firms. A merger is a mixture of two firms to build a new one, while an acquisition is buying
of one firm by another one, in acquisition forming a new firm will not take place. Moreover, the structures can
consequence in the financial and economic merging of two business entities (Pangarso, 2014). Merger &
Acquisition activity may also be understood as a type of rearrangement and reorganization of firms with the purpose
of gaining value and growth. Merging of an industry or sector takes place when extensive Merger & Acquisition
activities focus the means of many small firms into a few greater ones (Bianconi & Tan, 2018).

The 1990s, Asian banks were mostly involved in promoting the activity of merger and acquisition. Strategic banking
businesses are encouraged by Asian Banks for their customers, but by using merger and acquisition activity, they
encourage bank policies and other strategies for their own selves (Shirasu, 2018). In a short time, merger and
acquisition bring a great effect on the effectiveness of banks, but its impact is lesser on the long-time period only if
banks make constant efforts to prove it. Government plays pivotal role in aiding firms by providing the platform to
function and make profits in the strategy. Many studies showed that these mergers and acquisition activities increase
the price value (Delaney & Wamuziri, 2004) and efficiency (Sheen, 2014) because ultimately this will result in
increasing the profits of banks. Various ratios analysis has been done and analyzed to find out the impact of merger
and acquisitions have on the outcome and performance of the banking sector in Pakistan. Due to merger and
acquisitions firms are in a situation to make the strategic decisions, banks make decisions regarding the price of
share and stock more efficiently (Al-Sharkas, Hassan, & Lawrence, 2008; Odeck, 2008) as these banks have
competencies as an outcome of the activity of merger and acquisitions, Alteration in management occurs and come
with some new strategies and techniques for responding to the market efficiently. Merging the Pakistani banks and
decreasing a particular number of banks was the focus of the state bank of Pakistan during the 1900s and to decrease
the number of banks. (Ahmed et al. 2018).

This research studies the impact of Merger and Acquisition announcements on profitability and other
microeconomic factors of the banking sector of Pakistan. The motive behind conducting the research on the impact
of merger and acquisition on profitability is that there has been a lot of content and research work has been
generated on this topic on an international level but in case of Pakistan very little population is known about merger
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and acquisition and its impact on profitability. This study analyses cases of Merger & Acquisition from only the
banking sector. Along with that, the key aim of selecting banking sector (financial sector) of Pakistan is newly
facing regulatory alterations in the industry by the Pakistani banking sector. (Mujahid, Hashmi, & Abbas 2014).

1.2. Problem Statement

Merger and acquisition have gained a lot of attention in Asian countries since last two decades. Most Asian
countries had started engaging in M&A activities after the time when the financial crisis took place in Asia 1997.
This strategy has been adopted faster by Pakistan firms especially in the banking sector for achieving growth and
value. The stock markets of firms are affected by the announcement of merger and acquisition. The banking sector
of Pakistan is the research’s basic interest because most of the M&A took place in this sector due to the increase in
capital requirement which compels the banks to either merge or to be acquired. The aim of the study is “to analyze
the impact of M&A on the profitability and some other microeconomic factors of the banking sector of Pakistan.”

1.3. Research Questions
What is the impact of ROE on the profitability of banks after being merged or acquired?
o What is the impact of ROA on profitability after being merged and acquired?
e What is the impact of merger and acquisition on EPS?
e What is the impact of merger and acquisition on bank deposits and advances?

2. LITERATURE REVIEW

Mergers and acquisitions (M&A) are widespread and popular means of development and growth for firms. 29,585
contracts were proclaimed internationally in the year of 2005, accounting for a collective deal worth of 1 trillion US
Dollars in the United States of America and 883 billion US Dollars in Europe (Luypaert & Huyghebaert, 2007a).
The figure and worth of M&A deals in the banking sector have speeded up over the previous decade in line with
other sectors (Beccalli & Frantz, 2013; Rahman, Lambkin, & Hussain, 2016). Many corporations believe that
mergers and acquisitions are the finest technique to grow their ownership margins (Dash, 2013). Organizations go
for merger and acquisition strategy to achieve efficiency and to increase profitability. This strategy has been
witnessed mostly in developed nations from decades but now developing nations are also looking forward to
adopting merger and acquisition strategy. Awan and Mahmood (2015) explained that financial institutions like
banks are interested in these kinds of strategies to achieve synergy to expand the business. Gaughan(2010) describes
that acquisition may take place because of a ‘diversification program which allows a firm to move in another line of
business.’

Mergers and acquisitions (M&A) are becoming well known amongst monetary as well as non-monetary sectors of
the business world. We discover numerous studies that have observed the influence and impact of mergers and
acquisitions in the financial sector. But the accessible researches for Pakistan are narrow in their scope, purposes,
and objectives (Ikram, 2016). We have realized that many tools and methods are easily accessible for evaluating the
impacts of merger and acquisition deals. Financial ratios and their analysis are extensively used by scholars to
discover the impacts of mergers and acquisitions (Amihud & Lev, 1981; Kemal, 2011). There are narrow practical
proofs and evidence on the impact of mergers and acquisitions on a monetary and financial performance of
companies in terms of profitability in Pakistan (Rashid & Naeem, 2017). A significant drive for Mergers &
Acquisitions is to provide progress and profitability of the firm or progressive shareholder worth. (Bianconi & Tan,
2018).

2.1. Mergers

Mergers have been a subject matter of enormous concern for researchers in terms of practical and theoretical
research over the past 40 years. Scholars have first and foremost focused on inspecting the reasons and results of
acquisitions (Yaghoubi et al., 2016). Merger activities can take place amongst the companies of similar businesses
as well as in diverse businesses. Based on this reality, mergers have primarily three categories. The three kinds of
mergers are as follows: vertical, horizontal and conglomerate mergers(Bauer, Matzler, & Wolf, 2016) When two or
more than two companies’ combined together in the same kind of businesses in finance such action is called as a
horizontal merger. (Zhu, 2012) The merger of two firms combined in the similar industry takes place as a horizontal
merger, which brings such synergies and gains for both the firms like improvement in market share, saving
operation costs, increased price of market share, and discovering new and efficient market opportunities. Likewise, a
vertical merger happens, when a particular company or firm purchases its own supplier or dealer from whom that
firm is engaged in buying its raw materials, etc. The main reason behind vertical mergers is to decrease the
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operational costs and to improve the operation process which is done only if the firm expands its economy of scale.
Conglomerate merger is the last and third kind of mergers. In conglomerate mergers two specifically unrelated
corporations from diverse industries become one entity (Rashid & Naeem, 2017).

2.2. Acquisitions

The buying of one firm by another in which no new corporation is shaped; this activity is known as
acquisitions.(Zhang et al., 2018) Either organization can result in the monetary and financial merging or linkage of
two businesses like mergers (Bianconi & Tan, 2018). Advantage should surpass the cost which incurred in
acquisition for recognizing a growth rate which adds additional worth to shareholders equity. In practice, it has been
realized that the supervision of a total of acquiring firms funded an excessive amount for acquisition to fulfill their
desire for higher growth and great size of their businesses (Huyghebaert & Luypaert, 2010; Joash & Njangiru,
2015). Merger & Acquisition can rise the market coverage of the buying firm through geographic growth, by
arriving new nation-state or markets, and/or by the entrance to supplementary market sectors. This extensive market
coverage should allow the merged company to trade current products to additional consumers, thus giving an
additional opportunity for the growth in sales (Ficery et al., 2007; Rahman et al., 2016). On a shorter time, merger
and acquisitions have more impact on the banking sector’s performance, on the other hand, it has less impact on a
long-term basis only if banks are engaged in constant hard work and efforts to prove it. A vital role in aiding
corporations to make available the platform to function and earn revenue in the policy is played by the regulatory
bodies like government. The acquisitions assist as a source to take hold of the effective gain potentially reducing
from economies of scale and scope, supervisory and financial profitability and cooperation, and greater
management. Also, a firm is more competitive as it upsurges its share in the market. The acquirer company can
attain a collection of target markets for real and potential products to be retailed in those markets; meanwhile, it
grips a foremost competitor and thus raises its market influence by catching an increased share of the market to fixed
prices (Bianconi & Tan, 2018)

2.3. Mergers, Acquisitions & Profitability

From the last few decades, growth, and existence in the field of banking; merger and acquisition tool are used by the
emerging economy states. Earnings per share (EPS), Return on Assets (ROA), Return on Equity (ROE) and Net
Profit Margin (NPM), Which displays the complete performance of the business (Ahmed et al., 2017). Future cash
flows can be predicted by the use of Earnings per Share (EPS) for the assessment of bank’s overall performance to
finding the effect of issuing common stocks (Joash & Njangiru, 2015). Calculation of the profitability of the banking
sector or any other sector, Return on Asset (ROA) has been commonly used in the studies. Revenue produced for
each dollar of assets is measured by the Return on assets (ROA) and reveals performance of bank administration
uses the bank’s actual investments assets to produce returns (Naceur, 2003; Alkassim, 2005; Naeem & Baloch,
2017). Return on Equity (ROE) calculates the amount of profit on the investor’s capital (shareholders' equity) of the
common stockholders (Vejzagic & Zarafat, 2013; Muda, 2017).

Net after-taxes and interests, profits or Net incomes is the profitability of a bank (frequently divided by a calculative
of bank size). To calculate the bank profitability Financial ratios are used to be the utmost normally used techniques
(Joash & Njangiru, 2015; Mamatzakis, 2007). It is revealing that the administration of a some of acquiring
businesses bears an unnecessary price for acquisition to please their desire for great progress and the huge size of
their corporations (Luypaert & Huyghebaert, 2007).

The explanation may depend on person to person, but a process that unsuccessful in increasing the shareholder
wealth and desire cannot consider being a success (Straub, 2007). The policies that developed to sustain for the
longer period are a part for successful acquisitions which contributes to the direction of organizational growth.
Companies were attracted by chance to completely make use of tax protections, rise leverage, and deed for extra tax
rewards. (Joash & Njangiru, 2015).

H1: There is a positive impact of merger and acquisition on Earning per Share (EPS).
H2: There is a negative impact of merger and acquisition on Return on Assets (ROA).
H3: Merger and acquisition impacts Return on Equity (ROE) negatively.

H4: Merger and acquisition impacts on Net Profit Margin (NPM) negatively.

2.4. Mergers, Acquisition & Microeconomic Indicators

Microeconomic factors include bank-specific contributing factor. The various bank-specific factors are explained as
follows:
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2.4.1.  Deposits

There is an inconsequential result of deposits on the liquidity of the banking sector (Moussa, 2012; Singh & Sharma,
2016). Scholars have claimed that as there is an increase in demand for deposits that will ultimately mean that there
is also an increase in liquidity asset holdings (Bonner, Lelyveld, & Zymek, 2014). They supposed that at a particular
known level of deposits if there is more risk for debtors as in the case of economic collapse, banks should also
increase its liquidity assets. The developing economies for the time between 1994 to 2004 and come to known that
as the deposit rate rises the liquidity of bank also declines. The calculation of Deposits (DEP) has been done as total
deposits over total assets. The most important source of funding for banking sectors is deposits. On the other hand,
banks are obligatory to keep sufficient liquidity to fulfill the demand of customers (Ikram, 2016). The banks which
are superior in size with lesser returns on asset (ROA), enlarged level of capital, extra non-performing advances,
greater core deposit ratio and loan concentration of loans revealed the greater possibility of being acquired
(Mehrotra & Sahay, 2018).

2.4.2. Advances and Loans

The foremost basis of revenue are loans and advances and is likely to have a positive influence banks’ performance.
Other things remain constant; the more deposits are altered into advances, the higher the profits and interest margin
(Barth, Caprio, & Levine, 2008). On the other hand, for having a higher ratio of loan to asset and for that purpose if
a bank wants to raise risk, then ratios of returns may decline. Furthermore, as bank advances are the primary source
of revenue, it is also imagined that non-interest bearing assets have a negative impact on the profits of banks
(Mehrotra & Sahay, 2018). We also suppose that the lesser the external financing needs means, the higher equity to
asset ratio and as a result higher profitability and growth. It is also an indication that banks which are well-
capitalized experience lesser costs of going bankrupt and then the cost of financing are reduced (Naeem & Baloch,
2017).

The microeconomic factors include the bank-specific factors that influence the performance of the banks (Rashid &
Naeem, 2017). These factors are mainly inclined by a bank ‘s supervision decisions and plan objectives and ideas;
consequently; the administration competence can influence all the factors. Many firms go for mergers and
acquisition activity for better management which ultimately results in higher profitability (Shirasu, 2018).
Management efficiency can be calculated as a ratio of operational expenditures over the revenue which has been
generated over a certain time. The risk of Liquidity is also a microeconomic factor that may arise from the potential
incapability of a bank to accommodate the decline in debts. Meanwhile it turns out to be difficult and challenging to
raise finances for the rising demand for advances and loans (Bonner et al., 2014). This indicates that the risk of
Liquidity is a serious aspect that has an immense impact on the performance and profitability of commercial banks.
It wants more examination in the nation specific status quo. This implies that growth in non-performing advances
and credits leads to an increase in loan loss provision and at last a negative influence of profitability, and therefore
rise in the risk of credit. (Singh & Sharma, 2016)

H5: There is a negative impact of merger and acquisition on Advances and Deposits.

The available studies for our nation Pakistan are constricted in their objectives. A major benefit of M&A’s is to gain
additional progress and profitability for a particular firm or to increase its shareholder value. Our study provides a
complete review of the practical evidence on the merger and acquisition of banks success with an exceptional focus
on mergers and acquisition that occurred in the last 10 years. Throughout this span of time, the study presented a
vast number of new observed outcomes which partly differ from older perceptions. We document the new results on
M&A success and the aspects which ultimately results in success. Overall, the emphasis of realistic studies is still
slightly narrow, as all methodologies mostly refer to success from the perspective of the owners of the acquiring
firm. The results of bank M&As for the financial system and its constancy are still unexamined.

3. RESEARCH METHODOLOGY

The purpose of this research is to explain the relationship between variables routes through positivist philosophy
(Schrag, 2007). The mono-method is used because it covers only the quantitative approach (Sekaran, 2006). We
have used secondary data (Glass, 2007) that was collected from the company’s’ financial statements. Financial
performance before and after merger was calculated through ROA, ROE (Ahmed, & Nadeem, 2015), EPS, NPM
(Ahmed, et al. 2018), Microeconomic indicator (Vennet, 1996).

e The sample of the study is identified from the population through considering the time limit of the research.
e The data collected for this research is secondary and is collected from the company’s financial statements.
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The Sample of this study covers all the banks of Pakistan, working as merged and acquired entities because these
banks experience the positive or negative consequences of mergers and acquisitions in terms of profitability and its
microeconomic factors. Their financial statement provides substantial data and its feasibility soon of Pakistan.

3.1 Variables
3.1.1. Independent Variable
Merger and acquisition

3.1.2. Dependent Variable

Profitability: The ability to earn profits for a certain business. Sub-variables are as follows:
1. Earnings per Share.

2. Return on Assets.

3. Return on Equity

4. Net Profit Margin

Microeconomic Factors (Advance to deposit Ratio).

4, RESULTS

Thirteen years’ data from 2006 to 2017 of merged banks has been analyzed by using descriptive statistics
specifically mean/averages and after those averages of pre- and post-merger has been analyzed for the purpose of
interpretation and conclusion of results. Each bank has been analyzed and results are discussed individually.

4.1, Merger of RBS and Faisal Bank Limited
Table 4.1. Year Trend of Faisal Bank Limited

2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017
EPS 343 | 276 | 1.35 | 1.46 | 1.45 | 155 | 1.08 14 1.88 3.2 3.26 | 3.42
ROA | 25 1.77 0.8 0.75 | 053 | 0.46 | 0.47 | 0.55 | 0.67 | 1.03 | 0.98 | 0.97
ROE | 32.67 | 23.33 | 10.89 | 11.18 | 851 | 7.43 | 7.76 9.4 | 11.68 | 17.63 | 15.59 | 14.38
NPM | 48.82 | 41.2 | 21.37 | 21.4 | 15.65 | 10.17 | 11.05 | 13.95 | 15.66 | 23.33 | 23.3 | 22.49
ADR | 91.71 | 91.69 | 83.41 | 77.22 | 70.65 | 68.76 | 70.38 | 69.65 | 66.16 | 63.21 | 61.02 | 61.17

Table 4.2. Average of before merger and after merger data (RBS and Faysal Bank Limited)

Before Merger After Merger
EPS 2.09 2.26
ROA 1.27 0.73
ROE 17.32 11.98
NPM 29.69 17.14
ADR 82.94 65.76

Table 4.1 shows the yearly trend of bank and table 4.2 shows pre- and post-merger effect on the performance of
Faisal bank limited. The Earning per Share of Faysal Bank has raised up with some slight difference of 0.17 as
compared to a pre-merger value which is 2.09. However, Return on Assets has declined with a major difference of
0.54 as compared to pre-merger value 1.27. Return on Equity has also decreased with a major difference from 17.32
to 11.98 after the merger. Net Profit Margin and Advances to deposits ratio both has decreased. NPM has decreased
from 29.69 to 17.14 which is a major downfall in profit of Faysal Bank. However, ADR was ideal before merger
activity as its value was 82.94 percent, but it also declined after the merger and went down to 65.76 percent, which
illustrates that merger has not resulted in favor of Faysal Bank.
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4.2. Merger of Atlas Bank Limited and Summit Bank
Table 4.3. Year Trend of Summit Bank

2006 | 2007 | 2008 | 2009 2010 2011 2012 2013 | 2014 | 2015 | 2016 | 2017
EPS 11 0.65 -0.38 | -4.13 -5.58 -1.53 -2.54 -152 1016 |0.15 -1 -0.51
ROA | 1.65 1.27 -0.77 | -541 -4.18 -4.51 -2.03 -146 015 |0.12 -1.01 | -0.49
ROE | 3.04 3.64 -3.11 | -50.84 |-83.98 |-27.9 -94.34 | -56.28 | 2.09 | 2.01 -20.59 | -12.02
NPM | 66.66 | 32.3 -44.41 | -209.84 | -779.84 | -203.57 | -185.73 | -54.22 | 461 | 3.74 -54.13 | -20.94
ADR | 56.37 | 8483 |94.83 |59.1 62.93 63.95 54.22 50.97 | 63.1 |58.87 |55.89 |58.69

Table 4.4. Average of before merger and after merger data (Atlas Bank Limited and Summit Bank)

Before Merger After Merger
EPS -1.67 -0.97
ROA -1.49 -1.32
ROE -26.25 -29.58
NPM -187.03 -72.89
ADR 71.61 57.96

Table 4.3 and 4.4 show pre- and post-merger performance results of Atlas bank with summit bank and results in
highlights that Earning per Share has been improved as compared to pre-merger, but it was already in negative after
merger of Atlas Bank Limited and Summit Bank, it has improved slightly from -1.67 to -0.97 which shows that its
Earnings per Share is on the path of improvement after merger. Same goes with Return on Assets as it is also
improving as compared to the pre-merger trend and it is also negative even after being merged. Return on Equity is
getting worse after the merger as it was in negative -26.25 before the merger and become -29.58 after being merged.
Net Profit Margin is also improving, but its value is also in negative after the merger. Whereas it has improved more
as compared to another negative ratio from -181.03 to -73.89. Advances to Deposits Ratio has been decreased from
71.61 to 57.96. It shows merger has not resulted in favor of summit bank through some of the profitability ratios are
improving. However, they are still negative in profitability ratios, and Advances-to-Deposits Ratio has also reduced.

4.3. Merger of Askari Leasing Limited and Askari Bank Limited
Table 4.5. Year Trend of Askari Bank Limited

2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013 2014 | 2015 | 2016 | 2017
EPS 748 | 892 | 095 | 2118 | 148 | 2.3 1.54 -5.9 3.19 4 414 | 4.18
ROA | 14 1.54 0.2 048 | 033 | 049 | 036 | -147 | 095 | 1.03 0.9 0.83
ROE | 226 | 2299 | 3.06 | 785 | 6.09 | 9.64 | 7.34 | -31.94 | 22.35 | 24.54 | 22.14 | 19.97
NPM | 1526 | 136 | 182 | 436 | 3.12 | 456 | 3.43 | -17.36 | 10.05 | 11.65 | 125 | 12.38
ADR | 75.23 | 70.46 | 76.83 | 65.56 | 59.7 | 51.7 | 46.83 | 48.79 | 43.99 | 46.16 | 49.74 | 49.2

Table 4.6. Average of before merger and after merger data (Askari Leasing Limited and Askari Bank Limited)

Before Merger After Merger
EPS 4.88 1.87
ROA 0.91 0.43
ROE 14.13 10.02
NPM 8.76 5.04
ADR 72.02 49.51

Table 4.5 and 4.6 represents that Earning per Share has been dropped from 4.88 to 1.87 as compared to pre-merger
after the merger of Askari Leasing Limited and Askari Bank Limited. Return on Assets has also decreased from 0.91
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to 0.43 along with that Return on Equity is also falling. Same goes with Net Profit Margin is also declining from
8.78 to 5.04. Advances and Deposits Ratio is also reduced after the merger which shows that the performance of
Askari Bank in term of profitability has gotten worse.

44, Merger of KASB Bank Limited and Bank Islami Pakistan Limited
Table 4.7. Year Trend of Bank Islami Pakistan Limited

2006 | 2007 | 2008 | 2009 2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017
EPS |-004 |-012 |-011 [-093 [0.09 |078 |058 |034 |057 |-024 |044 |155
ROA |-042 |-042 |-033 |-184 |012 |079 |046 |023 |033 |-014 [0.25 |0.79
ROE |-0.84 |-15 -1.33 |-993 099 [829 |578 |338 |535 |-237 |4.27 |13.46
NPM | -6.26 | -8.29 | -5.29 | -37.75 | 24 144 1089 | 6.26 | 7.87 |-457 |9.08 | 25.75
ADR | 53.94 | 39.57 | 50.83 | 37.36 | 43.64 | 39.77 | 42.72 | 50.92 | 455 | 44.89 | 50.4 | 66.47

Table 4.8. Average of before merger and after merger data (KASB Bank Limited and Bank Islami Pakistan Limited

Before Merger After Merger
EPS 0.13 0.58
ROA -0.12 0.30
ROE 1.13 5.12
NPM -1.75 10.09
ADR 44.92 53.92

Table 4.7 and 4.8 highlight significant changes in profitability and Advances to Deposits ratios of Bank Islami
Pakistan Limited after the merger. The Earning per Share of Bank Islami limited has increased with a major change
from 0.13 to 0.58 which shows a major improvement in the phase of earning per share. Return on assets has
improved with a significant change from the negative figure -0.12 to 0.30 which has improved more as compared to
the pre-merger trend. On the other hand, ROE has also increased with a greater difference from 1.13 to 5.12 which
also shows betterment after merger activity. Net profit Margin has also accelerated with a greater profit from a
negative figure -1.75 to 10.09 which is a big improvement in its profits. Advances to deposit ratio have also
increased from 44.92 to 53.92 which illustrates that in all the aspects either profitability ratios or ADR ratio, Bank
Islami has improved its performance after merger activity which shows a positive impact of the merger on Bank
Islami.

45 Merger of First Allied Bank Modaraba and Allied Bank Limited
Table 4.9. Year Trend of Allied Bank Limited
2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017
EPS 5.62 521 | 531 | 911 | 1052 | 11.79 | 10.17 | 12.79 | 13.11 | 13.2 126 | 11.12
ROA | 1.98 142 | 121 | 181 1.89 2.1 2.03 2.14 1.9 1.65 1.4 11
ROE | 30.2 235 | 21.2 | 305 28.8 295 | 28.44 | 29.96 | 25.94 | 23.26 | 20.26 | 16.63
NPM | 3415 | 27.12 | 22.8 | 28.88 | 29.12 | 31.56 | 18.39 | 22.94 | 18.83 | 18.47 | 19.03 | 17.07
ADR | 69.9 638 | 716 | 722 68.2 61.2 | 52.67 | 43.88 | 45.82 | 43.78 | 40.93 | 42.1

Table 4.10. Average of before merger and after merger data (Allied Bank Modaraba and Allied Bank Limited)

Before Merger

After Merger

EPS 3.95 10.05
ROA 1.78 1.72
ROE 27.60 25.68
NPM 31.50 24.03
ADR 68.90 56.34
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Table 4.9 and 4.10 show significant changes in profitability and Advances to Deposits ratios of Allied Bank Limited
after the merger. The earnings per share of Allied Bank have increased with a visible difference from 3.95 to 10.05
after being merged. However, Return on Assets shows a minor decrease of .06 from 1.78 to 1.72 in an average of
post-merger activity. Return on equity has also declined with a slight change from 27.60 to 25.68. Net profit Margin
has face declined after merger activity as it was 31.50 before the merger and after being merged, it has decreased to
24.03 which demonstrate a decrease in their profits after the merger. Advances to deposit ratio have also decreased
from 68.90 to 56.34 which shows that except an improvement in EPS all the other indicators are in declining phase
which shows that merger has not resulted in the profitability of Allied Bank.

5. DISCUSSION

The study revealed that whenever merger and acquisition in the banking sector take place, it will eventually increase
the earning per share of the bank. This result is very much like the previous literature. Particular research found out
the very same result in the banking sector which recognized that the mergers and acquisitions in banking sector
raised up the shareholder’s value through raising the earnings per share and price (Joash & Njangiru, 2015).
Additional research also revealed a similar result in the corporate sector which finds that most firms increased their
profitability such as returns and earning per share on an average after such acquisitions. (Kumar et al., 2009). The
findings of this specific research also established results in a similar way which says that the performance of the
bank in terms of shareholders’ earnings has a positive and significant change after merger and acquisition
(Kyriazopoulos & Drymbetas, 2015). On the other hand, there are various studies from diverse sectors which
contradict our findings. The stated study opposes our results in the agricultural sector which declares the average
mean return on shareholders’ value showed a statistically significant decline during the post-merger period. which
suggested that for the agricultural sector, mergers had caused a significant decline (Mantravadi & Reddy, 2008).
(Kemal, 2011) also in his research paper conflicts with our results which demonstrates that in an investor’s opinion,
the role of the financial ratios is sufficient to determine the financial condition of any firm. However, in the banking
sector, it is determined that the merger fails to pull up the shareholders’ value.

This study examined that whenever merger and acquisition activity occur, it will result in a slight decline in Return
on Assets as our research reflects that 60% of the results show a slight decrease in return on assets after merger and
acquisition. There are various studies which support the results. This particular study confirms the similar results in
the banking sector which show that Return on assets after merger activity is declining which is the clear indication
that the bank’s profitability was better before the merger (Kemal, 2011). One more study in the banking sector also
supports the results which indicate that the return on assets is reducing after the merger activity (Casu et al., 2016).
This research suggested the related results in Pharmaceuticals Sector; mergers had triggered a marginal decline in
return on assets and investments (Mantravadi & Reddy, 2008). Another study regarding the banking sector of
Pakistan also examines the similar outcomes which say that merger has a declining impact on the profitability of the
banking sector of Pakistan (Ahmed et al., 2017). However, there are some specific studies that conflict with the
results that say ROA exerts a positive impact on abnormal returns which can be understood as greater ROA target
banks appealing a positive market response to the announcement of Merger & Acquisition. (Kyriazopoulos &
Drymbetas, 2015). Assets are obviously flowing to improved performance of banks as an outcome of merger and
acquisition activity (Houston & Ryngaert, 1994).

This research observed that when merger and acquisition take place in the banking sector, it will give a declining
outcome in Return on Equity. Our results are consistent with the results of (Kemal, 2011) which illustrates that there
is an adverse influence on a firm’s profitability after M&As in case of Pakistan banking sector. Another research
also supports the results which show that greater ROE acquirer banks experience marginal losses both on the day of
the announcement and the post-event short-term period, however of a slighter scale (Kyriazopoulos & Drymbetas,
2015). Even though this particular research paper displays contradictory results as it declares that it is likely that
firms with a lower level of performance will succeed to increase their profitability after the merger (Central Bank,
n.d.).

This study observed that when merger and acquisition take place in the banking sector, it will give a decline or no
significant impact on the net profit margins of the bank. These particular studies show favourable results which says
that Net profit margin (NPM) declares statistically major decrease in the post-merger time period from 6.265% to
3.53% (Mantravadi & Reddy, 2008). Another research also revealed the same result says that there is no significant
impact of merger and acquisition on the net profit margin of the bank. However, it might give a negative effect on
the profit margins of banks (Ahmed et al., 2017). On the other hand, no contradictory research has been done so far.
This study examined that whenever merger and acquisition activity occur in the banking sector, the outcomes will
decrease the Advances to Deposit Ratio. This research also shows the similar results that Merger and Acquisition
activity results in a decrease of Advances to Deposits Ratio. The loans to deposits ratio have faced a major negative
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impact after merger and acquisition (Shirasu, 2018). However, no opposing research has been done so far. Some
previous studies partially support our results. A specific study declares that there is also a significant impact of
merger and acquisition on operating profit margin and gross profit margins (Mantravadi & Reddy, 2008).

6. IMPLICATION

The research will help academicians, acquirers, managers, investment institutions and financial institutions in the
decision-making process to evaluate the outcomes of merger and acquisition in the banking sector of Pakistan. State
Bank of Pakistan needs to consider the financials and offer funding and liquidity provisions to the suffered and
targeted bank before going towards the merger and acquisitions. Reestablishment and modernization policies should
be adopted by banks under the supervision of the State Bank of Pakistan and improve its position by getting fresh
funding, capital, shareholders, and a new investor. Accurate regulatory control analysis is requisite by a regulatory
body to recognize the economic aspects such as interest rate, inflation rate, labor that will reduce minimum capital
requirements (MCR) of banks, capital adequacy ratio (CAR) and need shelter to raise funds. This study reinforces
various previous studies such as (Kemal, 2011) enlightened that merger and acquisitions do not offer the assurance
of improvement and increase in bank’s performance in terms of liquidity, profitability, leverage and cash outflows
and inflows. (Rashid & Naeem, 2017) also declares the same results in his research.

7. RECOMMENDATIONS

The outcome of the research indicates that consequences after the activity of mergers and acquisitions do not result
in favor of the banking sector in Pakistan. The study suggests that before merger and acquisition banks should do
relevant measures on the top management of the targeted bank, as personnel contributes a significant role in the
efficiency of the bank. Banks which are acquiring other banks must study the upper management that generates
value addition after being merged and acquired. On the other hand, environmental aspects and timely merger and
acquisition are crucial. Therefore, acquirer banks must be assured and concentrate on time, at what time to merge,
and what types of issues are governing in the global market.

This has to explain the objectives and purposes that why do banks adopt the strategy of merger and acquisitions as
achieving profitability, increasing deposits and improving market share are not the only reasons behind the decision
of mergers and acquisitions, but other economic factors also put a great influence on the post-merger financial
performance of banking sector, all those aspects are requisite to be studied and examined before taking the decision
of merger and acquisition. There is a room for further research about the cost of deposits, monetary plans and bank’s
policies, interest and inflation rates and other ratios of loans and advances. It is also very essential to evaluate why
does State Bank of Pakistan permit banks to merge with and acquire smaller banks which eventually face failure in
maintaining Capital Adequacy Ratio and Minimum Capital Requirement, why does state bank not utilize its function
of lender of last resort and does not aid economically to debt-burdened banks. For future research, it would be better
to conduct studies from a diverse range of industries with larger samples of the population.

References

Ahmed, A., & Nadeem, M. (2015). Mergers & Acquisitions and Banks Performance in Pakistan. Journal of Business
Management and Economics, 3, 10.

Ahmed, F., Manwani, A., & Ahmed, S. (2018). Merger & acquisition strategy for growth, improved performance
and survival in the financial sector. Jurnal Perspektif Pembiayaan Dan Pembangunan Daerah, 5(4), 196-214.

Ahmed, F., Manwani, A., & Ahmed, S. (2018). Merger & acquisition strategy for growth, improved performance
and survival in the financial sector. Jurnal Perspektif Pembiayaan Dan Pembangunan Daerah, 5(4), 196-214.

Alkassim, F. A. (2005). The profitability of Islamic and conventional banking in the GCC countries: A comparative
study. Journal of Review of Islamic Economics, 13(1), 5-30.

Al-Sharkas, A. A., Hassan, M. K., & Lawrence, S. (2008). The impact of mergers and acquisitions on the efficiency
of the US banking industry: Further evidence. Journal of Business Finance and Accounting, 35(1-2), 50-70.
https://doi.org/10.1111/j.1468-5957.2007.02059.x

Amihud, Y., & Lev, B. (1981). Risk reduction as a managerial motive for conglomerate mergers. The bell journal of
economics, 605-617.

Barth, J. R., Caprio, G., & Levine, R. 2006a,“The Microeconomic Effects of Different Approaches to Bank
Supervision. In Stephen Haber, Douglas North and Barry Weingast, Editors Stanford University.

Bauer, F., Matzler, K., & Wolf, S. (2016). M&A and innovation: The role of integration and cultural differences—A
central European targets perspective. International Business Review, 25(1), 76-86.

Beccalli, E., & Frantz, P. (2013). The Determinants of Mergers and Acquisitions in Banking. Journal of Financial

39



Journal of Business Administration and Management Sciences
Jan 2022 Vol. 04 Issue No. 01

Services Research. https://doi.org/10.1007/s10693-012-0138-y

Bianconi, M., & Tan, C. M. (2018). Evaluating the instantaneous and medium-run impact of mergers and
acquisitions  on  firm  values. International Review of  Economics and Finance.
https://doi.org/10.1016/j.iref.2018.08.005

Bonaime, A., Gulen, H., & lon, M. (2018). Does policy uncertainty affect mergers and acquisitions? Journal of
Financial Economics, 129(3), 531-558. https://doi.org/10.1016/j.jfineco.2018.05.007

Bonner, C., Lelyveld, I. van, & Zymek, R. (2014). Banks’ Liquidity Buffers and the Role of Liquidity Regulation.
Journal of Financial Services Research. https://doi.org/10.1007/s10693-014-0207-5

Casu, B., Dontis-Charitos, P., Staikouras, S., & Williams, J. (2016). Diversification, Size and Risk: The Case of
Bank Acquisitions of Nonbank Financial Firms. European Financial Management, 22(2), 235-275.
https://doi.org/10.1111/eufm.12061

Central Bank, E. (n.d.). Mergers and acquisitions and bank performance in Europe: the role of strategic similarities.

Dash, A. P. (2013). Mergers and acquisitions. IK International Pvt Ltd.

Delaney, F. T., & Wamuziri, S. C. (2004). The impact of mergers and acquisitions on shareholder wealth in the UK
construction industry. Engineering, Construction and Architectural Management, 11(1), 65-73.
https://doi.org/10.1108/09699980410512674

Ficery, K., Herd, T., & Pursche, B. (2007). Where has all the synergy gone? The M&A puzzle. Journal of business

Strategy, 28(5), 29-35. https://doi.org/10.1108/02756660710820802

Fraker, G. T. (2006). Using Economic Value Added (EVA) to Measure and Improve Bank Performance. RMA-
Arizona. https://doi.org/10.1016/S1130-6343(07)75407-7.

Gaughan, P. A. (2010). Mergers, acquisitions, and corporate restructurings. John Wiley & Sons.

Houston, J. F., & Ryngaert, M. D. (1994). The overall gains from large bank mergers. Journal of Banking &
Finance, 18(6), 1155-1176. https://doi.org/10.1016/0378-4266(94)00065-4

Huyghebaert, N., & Luypaert, M. (2010). Antecedents of growth through mergers and acquisitions: Empirical
results from Belgium. Journal of Business Research, 63(4), 392-403.
https://doi.org/10.1016/j.jbusres.2009.06.003

Ikram, A., Su, Q., ljaz, F., & Fiaz, M. (2016). Determinants of non-performing loans: An empirical investigation of
bank-specific microeconomic factors. The Journal of Applied Business Research, 32(6), 1723-1736.

Joash, G. O., & Njangiru, M. J. (2015). The effect of mergers and acquisitions on financial performance of banks (a
survey of commercial banks in Kenya). International Journal Of Innovative Research And Development, 4(8),
101-113. https://doi.org/10.9790/487X-1908038490.

Kemal, M. U. (2011). Post-merger profitability: A case of Royal Bank of Scotland (RBS). International Journal of
Business and Social Science, 2(5), 157-162.

Kumar, S., & Bansal, L. K. (2008). The impact of mergers and acquisitions on corporate performance in
India. Management Decision, 46(10), 1531-1543.

Kyriazopoulos, G., & Drymbetas, E. (2015). Do domestic banks mergers and acquisitions still create value? Recent
evidence from Europe. Journal of Finance, 3(1), 100-116. https://doi.org/10.15640/jfobm.v3n1al0

Luypaert, M., & Huyghebaert, N. (2007a). Determinants of growth through mergers and acquisitions: An Empirical
Analysis, (October 2007).

Luypaert, M., & Huyghebaert, N. (2007b). Determinants of growth through mergers and acquisitions: An Empirical
Analysis, (July 2015).

Mamatzakis, E. C. (2007). An analysis of the impact of public infrastructure on productivity performance of
Mexican industry.

Mantravadi, D. P., & Reddy, A. V. (2008). Post-merger performance of acquiring firms from different industries in
India. International Research Journal of Finance and Economics, (22).
https://doi.org/10.1080/00365540600617009.

Mujahid, M., Hashmi, F. K. H., & Abbas, M. D. (2014). Impact of privatization of banks on profitability of banking
sector in Pakistan. Journal of Economics and Sustainable Development, 5(24), 101-110.

Mehrotra, A., & Sahay, A. (2018). Systematic Review on Financial Performance of Mergers and Acquisitions in
India. Vision, 22(2), 211-221. https://doi.org/10.1177/0972262918766137

Moussa, M. A. B. (2015). The determinants of bank liquidity: Case of Tunisia. International Journal of Economics
and Financial Issues, 5(1), 249-259. https://doi.org/10.1007/s12565-014-0261-y

Iskandar, M. (2017). Perception of capital, profit and dividends affect the stock purchase intention in Indonesia
public company. Junior Scientific Researcher, 3(1), 9-18.

Naceur, S. (2003). The Determinants of The Tunisian Banking Industry Profitability: Panel Evidence. Universite
Libre de Tunis Working Papers, 1-17.

40



Journal of Business Administration and Management Sciences
Jan 2022 Vol. 04 Issue No. 01

Naeem, M., & Baloch, Q. B. (2017). Factors affecting banks’ profitability in Pakistan. International Journal of
Business Studies Review, 3(2), 27-38.

Odeck, J. (2008). The effect of mergers on efficiency and productivity of public transport services. Transportation
Research Part A: Policy and Practice, 42(4), 696—708. https://doi.org/10.1016/j.tra.2007.12.004

Pangarso, A. (2014). Organization’s structure based on competing value approach and merger strategy. In 2014 2nd
International Conference on Technology, Informatics, Management, Engineering & Environment. Bandung.

Rahman, M., Lambkin, M., & Hussain, D. (2016). Value creation and appropriation following M&A: A data
envelopment analysis. Journal of Business Research, 69(12), 5628-5635.
https://doi.org/10.1016/j.jbusres.2016.03.070

Rashid, A., & Naeem, N. (2017). Effects of mergers on corporate performance: An empirical evaluation using OLS
and the empirical Bayesian methods. Borsa Istanbul Review, 17(1), 10-24.
https://doi.org/10.1016/j.bir.2016.09.004

Shirasu, Y. (2018). Long-term strategic effects of mergers and acquisitions in Asia-Pacific banks. Finance Research
Letters, 24, 199-220. https://doi.org/10.1016/j.fr.2017.07.003

Singh, A., & Sharma, A. K. (2016). An empirical analysis of macroeconomic and bank-specific factors affecting
liquidity of Indian banks. Future Business Journal, 2(1), 40-53. https://doi.org/10.1016/j.fbj.2016.01.001

Sheen, A. (2014). The Real Product Market Impact of Mergers. Journal of Finance, 69(6), 2651-2688.
https://doi.org/10.1111/jofi.12200

Straub, T. (2007). Reasons for frequent failure in Mergers and Acquisitions: A comprehensive analysis. Springer
Science & Business Media. https://doi.org/10.1007/978-3-8350-9637-0

Vejzagic, M., & Zarafat, H. (2013). Relationship between macroeconomic variables and stock market index:
Cointegration evidence from ftse bursa malaysia hijrah shariah index. Asian journal of management sciences &
education, 2(4).

Vennet, R. V. (1996). The effect of mergers and acquisitions on the efficiency and profitability of EC credit
institutions. Journal of Banking & Finance, 20(9), 1531-1558.d0i:10.1016/s0378-4266(96)00014-3

Yaghoubi, R., Yaghoubi, M., Locke, S., & Gibb, J. (2016). Mergers and acquisitions: a review (part 2). Studies in
Economics and Finance, 33(3), 437-464. https://doi.org/10.1108/SEF-07-2015-0165

Zhang, W., Wang, K., Li, L., Chen, Y., & Wang, X. (2018). The impact of firms' mergers and acquisitions on their
performance in emerging economies. Technological Forecasting and Social Change, 135, 208-216.
https://doi.org/10.1016/j.techfore.2018.05.015

Zhu, J. (2012). Impact of Mergers and Acquisitions on Employee Morale. Desautels Faculty of Management |
McGill University Montreal (Vol. 6). https://doi.org/10.24312/paradigms110213

Zou, Y. (2012). The impact of merger and acquisition on Canadian energy firms.

APPENDIX
List of Merged and Acquired Banks in Pakistan
List of M&A Banks Year of M&A Activity
Royal Bank of Scotland and Faysal Bank Limited 2011
Atlas Bank Limited and Summit Bank 2011
Askari Leasing Limited and Askari Bank Limited 2010
KASB Bank Limited and Bankislami Limited 2015
First Allied Bank Modaraba and Allied Bank Limited 2006
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