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Abstract

Mergers and acquisitions (M&As) are ever-lasting driving factors for the growth
of contemporary enterprises. Along with the progress of liberalization and globalization
of the world economy, M&A activities become more and more active. As the new en-
gine of the world economy, emerging markets experienced more frequent bank M&As
than ever. Both deal numbers and transaction amounts have reached historical peak lev-
els.

Bank M&A activities call for theoretical researches. The existing literature mainly
focus on M&As in developed European and American countries. The Studies on bank
M&As in emerging markets are very limited, with few research on financial sector for-
eign direct investment (FDI) and foreign bank entry. Are those empirical results for
developed countries applicable for Asian emerging markets? What are the motives for
bank M&As in Asian emerging markets? Have the M&A activities improved bank effi-
ciency? What are the effects of bank M&As on bank industry structure? What will be
the right strategy for bank executives, regulators, and shareholders? An in depth survey
on these questions is of great importance both practically and theoretically.

This dissertation analyzes the motives and effects of bank M&As in Asian emerging
markets, both in micro- and macro-perspective. The fundamental operating principals
for banks, as special enterprises operating money, are liquidity, safety, and profitabili-
ty. Hence this dissertation focuses on the bank efficiency from perspectives of profit-
ability, cost, and risk.

The research paradigm of 'this dissertation, Performance-Conduct-Structure (P —
C-S), is derived from the School of Activists in Industrial Organization Theory. The
author builds up a framework of “ Performance<«> Conduct<> Structure” (P<>C<S8) to
analyze the bank M&As. Its inherent logistics are follows: (1) Banks differentiate from
each other in terms of profit efficiency, cost efficiency and operational risk. The pursuit
for higher efficiency constitutes the micro-motive of bank mergers and acquisitions
(P—C); (2) By exploring synergies like scale economy, scope economy, and X — ef-

ficiency , bank M&As improve profit efficiency , cost efficiency and reduce operational
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risk. Those compose the micro-effects of bank M&As (P«—C); (3) The banking in-
dustry structure and macro-economic characteristics impose effects on bank M&As, thus
form the macro-motives for bank M&As (C«—S); (4) Bank M&As affect the industry
structure and competition situation, and impose effects on the overall profitability, cost
efficiency, operational risk as well as industry concentration, which form the macro-
effects of bank M&As (C—S), Above four dimensions constitute the analytical frame-
work of this dissertation, i. e. P<>C<>S,

The methodology applied in this dissertation is complicated. There are normative
and empirical analysis, static and dynamic analysis, micro- and macro-analysis. Norm-
ative analysis explores the relationship among M&A motives, M&A activities, and M&A
effects, starting with a review of the evolvement of M&A theory and Industrial Organiza-
tion Theory. Empirical analysis uses the panel data of bank M&As in Asian emerging
markets between 2001 and 2007 to explore the motives and effects of bank M&As , from
perspectives of profitability, cost efficiency and operational risk. Static analysis mainly
compares the characteristics of targets, acquirers and non-mergers, while dynamic anal-
ysis compares the efficiency of banks before and after M&As, and in short term and in
long term after M&As. Micro-analysis focuses on the profitability, cost efficiency and
operational risk characteristics of individual banks, while macro-analysis focuses on the
industry structure, competition situation and efficiency level of bank industry as a
whole.

Empirical studies of this dissertation prove that bank M&As are in line with the
paradigm of Performance-Conduct-Structure (P —C —S) . There are dynamic interac-
tions among performance, conduct, and structure in the bank industry, instead of the
static one-way relationship advocated by the traditional paradigm of Structure-Conduct-
Performance (S -C -P) . The major micro-motives for bank M&As in Asian emerging
markets are to enlarge the asset size, to improve profitability and to reduce operational
risk. M&A events have positive effects on the shareholder value of the targets as well as
the combined parties, while no significant effect on the acquirers. There are no obvious
changes for the acquirers’ performance while the targets’ performance is improved signif-
icantly. Empirical study on the macro-motives and effects of bank M&As in Asian emer-
ging markets shows that FDI has positive pulling effects on bank M&As. The industry
concentration and bank M&As are negatively correlated, i. e. , the more concentrated
the banking industry the less bank M&A activities. Openness of investment and capital
market capitalization are both negatively correlated with bank M&As. Bank M&As pose
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no obvious effects on bank profitability while intensify the competition in the industry
and cause the operational cost to increase, and at the same time cause the industrial op-
erational risk to reduce. Bank M&As have no obvious effects on the industry concentra-
tion.

Based on the empirical study results of this dissertation, the author provides sug-
gestions to bank executives, bank shareholders as well as bank regulators respectively.
Bank executives shall use their best efforts to enlarge asset size, improve profitability
and reduce operational risks, otherwise the bank will lose its room to survive in the
more and more competitive market, and will become the potential target for bank
M&As. The actual effects of bank M&As are not as positive as what the management
supposed to be. Bank executives should be very cautious when select the potential tar-
gets, define the deal structure, negotiate the offering price and implement post-deal in-
tegration. Careful due diligence and detailed research are important precedents to any
substantial M&A decision. For the M&A targets’ shareholders, they are advised to sup-
port reasonable M&A plans in order to improve the bank’s operational efficiency, reduce
its operational risk and hence improve the shareholders’ value. On the other hand,
shareholders of acquirers are advised to be prudential over the M&A suggestions raised
by the management. Thoroughly trade-offs between potential M&A synergy and integra-
tion cost are necessary to avoid any strategic failure which might cause great losses to
the shareholder value. Bank regulators are suggested to encourage certain degree of
bank industrial consolidation in order to improve the competence and reduce financial
risk of the whole bank industry. At the same time they should keep a close eye on any
negative effects of bank M&As to the bank industry of the host country.

Focused on bank M&As in Asian emerging markets, this dissertation is a new con-
tribution to the researches of bank M&As, both theoretically and practically. Its innova-
tions can be summarized into three aspects as following:

Firstly, a comprehensive analytical framework is built up in this dissertation. Ex-
isting literature in bank M&As mainly apply the paradigm of S — C — P of Harvard
School based on the Market Power Hypotheses. Some other researches apply the para-
digm of P — S of Chicago School based on the Performance-Structure Hypotheses, while
these researches explore only part of the relationship among structure, conduct and per-
formance. There is no systematic analytical framework for bank M&As in the literature.
This dissertation builds up a comprehensive analytical framework for bank M&As,

based on the paradigm of P — C — S of Activist School in the Industrial Organization
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Theory. It analyzes the micro- and macro-motives and effects of bank M&As in Asian
emerging markets, and tests the validity of the paradigm of P — C — S in bank M&A re-
search. That is the most important contribution of this dissertation.

Secondly, this dissertation fills the vacancy of bank M&A research in Asian emer-
ging markets. Existing literature mainly focus on bank M&As in developed European and
American countries. Research on bank M&As in Asian emerging markets are basically
blank. Under the background of booming bank M&As in Asian emerging markets, this
research is of practical importance for bank executives, shareholders and regulators.

Thirdly, this dissertation further develops the stochastic frontier model of bank effi-
ciency. Existing literature using stochastic frontier methods mainly focus on the profit-
ability and cost efficiency, and take the risk factor as explanatory variable or controlling
variable. In line with the characteristics of banking industry, this dissertation examines
bank efficiency from perspectives of profitability, cost efficiency as well as risk efficien-
cy. The risk factor is introduced into the stochastic frontier efficiency model along with
profitability and cost. The author sets up a brand-new frontier model of risk efficiency.
This is a new attempt in bank efficiency study and hopefully will be useful for future

studies.

Keywords: Emerging Markets; Bank M&A ; Motive; Efficiency
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