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ABSTRACT 

Mergers and acquisitions (M&As) are means of corporate reconstruction. This paper 

was conducted to define the main motivations of M&As in the banking sector and 

the main factors that may lead M&As in the banking sector to succeed and examine 

the profitability change after M&As in the U.S banking sector. The variables used in 

the analysis to measure the profitability change are financial ratios including Net 

profit margin ratio and Return on capital employed. The sample was selected as the 

9 public banks at top M&As deals in the U.S in 2016. The data was analyzed using a 

descriptive statistical test and hypothesis test. This paper used paired difference in 

mean test to compare the financial ratios of the sample banks two years before and 

two years after M&As in Excel. The results from this paper show that the Net profit 

margin ratio has increased significantly after M&As, but the Return on capital 

employed has decreased significantly after M&As, which means the banks generated 

more money from its revenue but the efficiency of using the capital decreased. The 

significance of this paper is to let readers have better understandings and overall 

views about the M&As and help bank managers to decide whether they should do 

M&As or not.
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1 INTRODUCTION 

In general terms, merger is defined as a combination of two things, especially 

companies. An acquisition can be seen as one company purchases another 

company's shares in order to take control of that company. The means of mergers 

and acquisitions are important in today’s world. 

Nowadays, mergers and acquisitions (M&A) are becoming more and more common 

in the banking sector. There are various of basic reasons why firms do M&As, such as 

reconstructing the portfolio to reduce the risk, capitalizing on economies of scale and 

scope, getting benefit from synergy, gaining more market shares, and so on.  

This paper aims at providing more useful information about why banks do M&A 

activities and how to do a successful M&A to let readers have a better understanding 

and overall view about M&A in the banking sector.  

Therefore, the main motivations of M&A in the banking sector will be investigated in 

this paper. Besides, the factors that leads M&A in the banking sector to succeed and 

the impact of M&A on the profitability of banks will also be examined in this paper.  

In the next section, a detailed literature review about M&A will be discussed. 
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2 LITERATURE REVIEW 

In this section, the detailed definitions of M&A, the type of M&A, and the 

comparisons between M&A will be listed firstly as a preparation for discussing the 

research questions later. 

Merger. Hargrave (2019) declared that a merger is an agreement that combines two 

existing companies into one new company. Hanson (2019) classified three basic types 

of mergers, including horizontal mergers, vertical mergers, and conglomerate 

mergers. Focusing on the field of banking sector, Ross et al. (2003) described that a 

merger is a complete consolidation of banks, with which the acquired independent 

bank loses its separate identity and becomes a part of the acquiring bank with one 

headquarter and the same branch network. 

Acquisition. Subhashree and Kannappan (2018) said that acquisition means takeover. 

According to Singh (2019), it refers to buying all or more than 50% shares to take 

control of the target company. There are two basic types of acquisitions sorted, 

which are stock acquisitions and asset acquisitions. Furthermore, Firer et al. (2004) 

defined acquisition as a deal in which a bank (acquirer) takes charge of the assets of 

target bank and manages its operation, through acquiring its shares, taking control of 

the management, or becoming the owner of its assets. 

Comparisons between Mergers and Acquisitions. It is necessary to distinguish the 

differences between them before discussing the motivations. Surbhi (2019) listed 

some substantial differences between M&A: 

I. Definition/Separate identity. Merger is a strategy that includes the dissolution of 
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two companies and the formation of a new company. However, under the condition 

that two companies keep their identities or existences, an acquisition is that a 

company buys another company and takes charge of it. 

II. Size. In merger, two companies usually have similar size and nature. While, in 

acquisition, the company with larger size overpowers the smaller company. 

III. Minimum number of companies involved. It is three for mergers, while two for 

acquisitions. 

IV. Spontaneity. Merger is done of one's own accord while the acquisition can be 

forced. 

V. Legal formality. There are more legal formalities in mergers than those in 

acquisition. 

On the other hand, Focarelli et al. (2002) stated that mergers obviously reflect a 

technique of expanding the scope of the active bank's services. While, acquisitions 

show up to be meant toward expanding the worth of the passive bank by enhancing 

the quality of its loan portfolio.  

As can be seen from the differences listed above, the consequences of M&As are 

quite similar: one corporation gets control over another. Therefore, in this paper, the 

terms mergers and acquisitions are discussed together. (Halperin & Bell, 1992) 

2.1 Motivations for M&As in the Banking Sector 

2.1.1 Active Banks and Passive Banks. According to Focarelli et al. (2002), in merger, 

the banks which are comparatively larger and have a greater proportion of income 

from providing services are active banks. While the passive banks are less profitable 
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because of higher labor costs and generate less income from services comparing to 

the average. In acquisitions, the banks whose profitability (ROA) affects positively the 

probability of acquiring other banks are called active banks. The banks whose 

profitability (ROA) affects negatively the probability of being acquired are passive 

banks. 

2.1.2 Main Motivations. Maslak and Senel (2017) found out that the number of 

M&As in the U.S banking sector during the 2008 financial crisis was larger than those 

occurred in the period of stable economic climate. Furthermore, Alexandra and Ion 

(2016) also emphasized that “M&As have become a necessity in a banking sector 

following the adverse effect of a global financial crisis.” Therefore, minimizing or 

hedging the adverse effects of a global financial crisis can be seen as a motivation for 

M&A in the banking sector. But how M&A works to benefit banks step by step? It is 

important to list the main motivations for M&A in banking sector in detail. 

Synergy. Daniya et al. (2016), Gort (1969), Jensen (1993), Wadhwa & Syamala (2015), 

and Weitzel & McCarthy (2011) all discussed in their studies that the main 

motivations of M&A is to gain synergy. The synergy here includes operating and 

financial synergy. They can be achieved by reducing the cost or expanding the 

revenue through a larger operational area. In addition, Smirnova (2014) also stated 

that the purpose of M&A in banking sector is that the banks try to develop new 

strategic opportunities and overcome challenges through gaining synergies.  

Furthermore, Focarelli et al. (2002) clearly concluded how to gain synergy through 

M&A. A strategic goal for mergers is to increase revenues through expanding 

financial services. Specifically, before the deal, the active bank has a large weight of 
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income generated from services, which pushes it to offer its services to the 

customers of the passive bank which is less active in services providing. Nevertheless, 

the main idea for acquisitions is to restructure the loan portfolio of the passive bank 

or reform lending policies which can lead to higher profit. It can be traced back to 

credit management. In the deal, both of two banks have a high proportion of loans 

on total assets. Comparing to active banks, the bad loan of the passive bank weights 

more. Therefore, the objective of the active banks is to improve the quality of the 

portfolio of the passive banks by reducing bad loans. It can be seen as a synergistic 

transactions of former industry rivals. (Jensen and Ruback, 1983) 

Efficiency. Krishna et al. (2012) stated that benefits of bank M&As are gaining 

efficiency. Besides, Ullah and Seman (2018) used efficiency theory and resource 

dependency theory (RDT) to explain the motivations of M&A in the banking sector. 

Base on efficient theory,it shows that mergers are detailed planned and it will only 

take place when banks strongly believe that the attainable synergies that are 

expected to generate are enough to benefit both of active and passive banks in the 

deal. 

What’s more, Smirnova (2014), Cigola & Modesti (2008), Pasiouras and Zopounidis 

(2008), Guo and Yang (2013), and Antoniadis.et al (2014) claimed about the greater 

efficiency is achieved through economies of scale and scope, which is same as 

increasing market power. Through M&A, the competition from profitable areas of 

banks is eliminated and the resources available resources can be more effectively 

managed. (Baniya and Shah, 2016) 
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2.2 Main Factors that Lead M&As in the Banking Sector to Succeed 

Macroeconomic Success Factors. Vennet (1996) claimed that the realization of 

synergy relies on the latent capacity of economies of scale and scope. Laveren (2019) 

combine this idea with the legislation environment about M&A, and renamed them 

as the macroeconomic success factors which are hard to control for banks.  

Quality Planning and Communication Planning. Besides, Laveren(2019) and Zwikael 

and Globerson(2016) described that quality planning and communication planning 

between banks are critical for M&A since the unique trait of the banking sector is 

that it has intensive interaction with customers. Specifically, quality planning means 

the quality of financial service should keep at the same or higher level as the 

previous performance of two banks. Communication planning refers to the data 

exchanging like customer account information should be quick, secure, and 

completed. Since the industry’s unique characteristic requires intensive interaction 

with stakeholders. In order to keep good quality and communication planning, 

another important factor is the ability of top managers to manage the process and 

gain employee’s trust. (Goyal and Joshi, 2011) 

Functionality of the IT Infrastructure. Nowadays, as the development of technology, 

the usage of IT is common in the banking sector. Therefore, Virdi (2015) pointed out 

a main factory that banks need to ensure the functionality of IT infrastructure, since 

the customer satisfaction is affected at the first hand. The problem bank faces during 

M&A is whether to choose one of the IT infrastructures that are available now or 

create an entirely original one. It can save time and costs if the bank simply picks an 

existing IT infrastructure, since there will be some previous users or customers who 
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are familiar with the systems and some expertise that can be used to provide help in 

the process of merger. Besides, banks need to take into consideration actual cost, 

training requirements, data transformation and the flexibility of satisfying future 

usage. A good IT infrastructure should be flexible and elastic enough to connect each 

functional department and the essential operating processes in the bank. 

2.3 Profitability Change after M&As in the Banking Sectors 

According to the data from the U.S banking sector, Abbas et al. (2014) found out that 

there is a direct positive performance of the profitability of banks after a successful 

M&A. Similarly, Daniya et al. (2016) figured that there is a progressed financial 

performance due to M&A, which prompts higher financial efficiency in the Nigerian 

banks. Mantravadi and Reddy (2008) explored that the effect of M&As in the banking 

industry on the profitability seems to be positive but insignificant by examining the 

pre-M&A and post-M&A financial ratios and operating performance in different 

industries in India. Burki & Ahmad (2008) suggested that financial reforms improve 

banking sector performance and the efficiency levels of banks selected for M&A by 

government enables them to explore new opportunities to earning profits by 

analyzing the performance of commercial banks in Pakistan’s banking sector from 

1991 to 2005. Besides, Okpanachi (2011) illustrated that banks become more 

financially efficient during the post M&A period.  

After the previous review, it is easy to notice that the M&A in the many countries’ 

banking sectors increases the cost efficiency and improves profit efficiency. However, 

it varies with different policies followed by banks and market situations. (Kemal, 2011) 



 

9 

In the following part, methodology and data will be introduced and the profitability 

change after M&A in the banking sector will be examined. 

 

3 METHODOLOGY & DATA 

The objective of the next section is to investigate the profitability change after M&As 

in the banking sector. In this section, I am going to claim what kind of data I am going 

to use for the analysis, source of data set, sample period, and a brief discussion of 

methodology, model and hypotheses. 

3.1 Discussion and Explanation of the Dataset  

I measure the profitability change by using the net profit margin ratio (NPM) and 

return on capital employed ratio (ROCE) of banks before and after M&As. There are 

detailed explanations of two indicators of profitability change: 

Net Profit Margin (NPM) = Net Income / Sales Revenue 

NPM is the most commonly used ratio for measuring profitability position of a bank, 

which expresses how much net income is generated as a percentage of revenue. In 

addition, it is one of the most important indicators of a company's financial health. A 

higher NPM ratio is an indication of efficient management and good ability of 

generating net income.  

Return on Capital (ROCE) = Operating Profit / Capital Employed  

ROCE is a key financial ratio that evaluates the profitability of a company and the 
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efficiency with which its capital is used, which shows the amount of profit a company 

earns from its operations alone regardless of interest or taxes. A higher ROCE ratio 

implies that a bank is good at generating profit through operation and economical 

capital management.  

For both pre-M&A and post-M&A periods, both ratios of the acquirers will be 

collected. Pre-M&A data will be compared with the post-M&A data to investigate the 

profitability change following the M&A. The population of this analysis consists of 

the acquiring banks of the U.S in the M&A deals in 2016. Since the specific number of 

those kind of banks is unavailable, I am going to select some representative acquiring 

banks as the sample in the following part. 

3.2 Discussion of the Sample 

This analysis is based on secondary data and examines the profitability change in a 

short time period after the M&A in the public banking sectors of the U.S. I selected 9 

banks from the list of top 10 M&A deals of 2016, which was available on the site of 

American Banker. 9 Out of 10 banks were public listed bank and one was private bank. 

Due to the unavailability of that private bank, the remaining 9 banks were selected as 

the sample. As for the financial and accounting data of the banks, I collected the 

quarterly NPM and ROCE ratios of those banks two years before and two years after 

M&As as the data set for the analysis. The NPM and ROCE ratios were collected from 

the banks’ published quarterly reports from Bloomberg.  

This analysis is going to compare historical time-series data by using methodology to 

identify the profitability change after the M&As in the banking sector. Specifically, 
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the sample period here are from 2014 to 2015 and 2017 to 2018. The reason why I 

categorized two years as a period is that the effects of M&A like increasing the 

market shares works immediately as soon as the M&A is done. Thus, it is meaningful 

to see the change of profitability of banks after M&A in a short time period. It is also 

the reason why the quarterly data is chosen. Besides, the influence of global financial 

crisis in 2008 is profound. In order to mitigate the possible negative effect of that, I 

decided to set 2016 as a cut-off date. Additionally, it is the latest financial and 

accounting data I can obtain since two-year, including eight quarters, are 

comparatively more reliable than only one year.  

Totally, there are 288 observations in the data set. By setting the cut-off date at 

2016, I divide them into two categories in the same size:  

i. Quarterly NPM ratios of 9 banks from 2014 to 2015(before M&As) and 2017 

to 2018(After M&As) 

ii. Quarterly ROCE ratios of 9 banks from 2014 to 2015(before M&As) and 2017 

to 2018(After M&As) 

 

3.3 Discussion of Methodology 

Consistent with the research question, the analysis here is to investigate is there a 

significant change of profitability after the M&As in the U.S banking sectors. To 

process the data, I use Microsoft to sort and categorize the data. In order to firstly 

determine whether there is a significant difference after the M&As, I am going to run 

the paired difference in mean test. My expectation to the result is that there is a 

significant change of profitability after M&As in the U.S banking sector.  
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3.4 Discussion and Explanation of the Model and Hypotheses 

In my model, I set NPM and ROCE ratios, which are the indicators of profitability 

change, as the dependent variables and M&As as the independent variable.  

Since the analysis is trying to find out the profitability change after the M&As in the 

U.S banking sector, I developed hypothesis test. Here is the null hypothesis: 

Ho: there is no significant change of profitability after the M&As in the U.S banking 

sector. 

 

This thesis aims to identify the roles of M&As in the banking sector. In the literature 

reviews part, based on the three research questions, I have mainly addressed the 

main motivations of M&As and the main factors that may lead successful M&As, and 

the profitability changes of banks after M&As. Numerical method is used to find out 

the profitability changes of banks after M&As in the U.S banking sector. In order to 

further distinguish the profitability change after M&As in the U.S banking sector, 9 

U.S public banks which finished M&As in 2016 has been chosen as the sample and 

NPM and ROCE ratios were picked as the indicators of profitability change. The data 

set contains 288 observations in total and has been divided into two subsets in the 

same size - quarterly NPM ratios of the sample banks from 2014 to 2015 and 2017 to 

2018 (two years before and two years after M&As) and quarterly ROCE ratios of the 

sample banks 2014 to 2015 and 2017 to 2018 (two years before and two years after 

M&As). In the model, independent variable is M&A and dependent variable is the 

profitability change of banks. In the following section, analysis and interpretations of 

the methodology will be explained.  
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4 ANALYSIS & FINDINGS 

In this section, I am going to discuss and show the empirically descriptive statistics of 

the sample and the results of the paired difference in mean test to define is there a 

significant change of profitability after M&As in the U.S banking sector.  

4.1 Descriptive Statistics 

Table 1                 Change in Mean NPM of the Banks 

Acquiring bank Pre-M&As 
Mean 

Post-M&As 
Mean 

Chang in 
Mean 

Rerun increase 

/decrease 

Huntington Bank 0.228100 0.291413 0.063313 Increase 

Key Bank 0.218313 0.248825 0.030513 Increase 

Old National Bank 0.194525 0.210388 0.015863 Increase 

Chemical Bank 0.234925 0.288900 0.053975 Increase 

First National Bank 0.224700 0.243250 0.018550 Increase 

United Bank 0.292963 0.292450 -0.000513 Decrease 

First Interstate Bank 0.230475 0.247713 0.17238 Increase 

Simmons Bank 0.171500 0.253250 0.081750 Increase 

Independent Bank 0.217563 0.300950 0.083388 Increase 

The detailed data set is listed in the Appendix A. As can be easily seen from the 

above table, the NPM ratios of eight sample banks increased and one decreased. The 

highest increase is in the First Interstate Bank which got 17.238% increase in its NPM. 

The only acquiring bank that suffered a -0.0513% decline in NPM is the United Bank. 

The decrease is comparatively insignificant.  
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Table 2                Change in Mean ROCE of the Banks 

Acquiring bank Pre-M&As 
Mean 

Post-
M&As 
Mean 

Chang in 
Mean 

Rerun 
increase/decreas
e 

Huntington Bank 0.054650 0.053075 -0.001575 Decrease 

Key Bank 0.045813 0.046313 0.000500 Increase 

Old National Bank 0.039375 0.031450 -0.007925 Decrease 

Chemical Bank 0.056763 0.039900 -0.016863 Decrease 

First National Bank 0.038263 0.030600 -0.007663 Decrease 

United Bank 0.043788 0.040875 -0.002913 Decrease 

First Interstate Bank 0.058950 0.060438 0.001488 Increase 

Simmons Bank 0.047975 0.052288 0.004312 Increase 

Independent Bank 0.042350 0.050013 0.007663 Increase 

The detailed data set is listed in the Appendix B. The table shows four sample banks’ 

ROCE ratios increased and five decreased. The highest increase is in the Independent 

Bank which got 0.7663% increase in its ROCE. The Chemical bank suffered the 

highest decline in ROCE, which was -1.6863%.  

4.2 Paired Differences in Mean 

Since the null hypothesis is stated as there is no significant change of profitability 

after the M&As in the U.S banking sector, the two-tail P-values of t-test are listed in 

the following tables. Besides, the significance level is set at 0.1.  
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4.2.1 Net Profit Margin (NPM) 

Table 3                 Paired Differences of NPM 

 Mean T Statistic T-test: P-value 

(two-tail) 

Pre-M&As NPM 0.223673   

Post-M&As NPM 0.264126   

Paired Pre-M&As 

& Post-M&As 

(0 Hypothesized Mean Difference) 

 1.666600 0.000148 

The detailed result of paired differences in mean test of NPM is shown in the 

Appendix C. When the hypothesized mean difference is 0, the critical p-value from t-

test is 0.000148. Since the critical p-value from t-test 0.000148 is smaller than the 

significance level 0.1 and NPM is regarded as an indicator of profitability change, it 

means that the null hypothesis should be rejected. So, it is concluded that there is a 

significant change of profitability after the M&As in the U.S banking sector.  

In order to further define the direction of profitability change, I compared the means 

of pre-M&As NPM and post-M&As NPM. Since the post-M&As NPM 0.264126 is 

larger than the pre-M&As NPM 0.223673, I further concluded that there is a 

significant increase of NPM after the M&As in the U.S banking sector.  

This conclusion is consistent with the ideas of Abbas et al. (2014) who believed that 

there is a direct positive performance of the profitability of banks after M&As in the 

U.S banking sector.  
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4.2.2 Return on Capital Employed (ROCE) 

Table 4                Paired Differences of ROCE 

 Mean T Statistic T-test: P-value 

(two-tail) 

Pre-M&As NPM 0.047547   

Post-M&As NPM 0.044994   

Paired Pre-M&As 

& Post-M&As 

(0 Hypothesized Mean Difference) 

 1.666600 0.063291 

The detailed result of paired differences in mean test of NPM is shown in the 

Appendix D. When the hypothesized mean difference is 0, the critical p-value from t-

test is 0.063291, which is smaller than the significance level 0.1. Due to ROCE is an 

important measurement of profitability change, it states that the null hypothesis 

should be rejected. So, it is also concluded that there is a significant change of 

profitability after the M&As in the U.S banking sector.  

For the purpose of further investigating the direction of change, the means of pre-

M&As ROCE and post-M&As ROCE are compared. Since the post-M&As NPM 

0.044994 is smaller than the pre-M&As NPM 0.047547, the conclusion drawn here is 

that there is a significant decrease of ROCE after the M&As in the U.S banking sector.  

Because ROCE ratio stands for the ability of a bank to generate operating profit from 

its capital employed, it shows that the banks’ efficiency of using capital to generate 

operating profit decreased after M&As. It is not consistent with the assumption of 

Okpanachi (2011) who illustrated that banks become more financially efficient 
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during the post M&A period. There are two possible reasons. First, the increment of 

capital employed is much larger than the increment of operating profit resulting 

from M&As within two years, which causes the whole ROCE ratios decrease. In 

addition, the banks may not succeed to find a more efficient, effective, and suitable 

strategy within two years after M&As, which is a comparatively short time period. 

Since NPM and ROCE focus on different aspects of profitability performance, it is 

acceptable that they show the different results. The profitability change after M&As 

in the U.S banking sector depends on which indicators used to measure the 

profitability performance.  
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5 CONCLUSION 

Mergers and acquisitions in the banking sector are means of bank restructuring. 

Since the means of M&As is becoming increasingly common and important in today’s 

globalized world, the significance of this paper is to let readers have a better 

understanding and overall view about the M&As in the banking sector. Besides, it 

tries to help bank managers to decide whether to do M&As or not. Banks do M&As 

with certain motivations. The main motivations for M&As are gaining operating and 

financial synergies and getting greater efficiency. As for the main factors that lead 

M&As in the banking sector to succeed, in addition to the macroeconomic success 

factors that the banks are hard to control, the quality planning and communication 

planning between banks and functionality of IT infrastructure of banks are critical for 

the performance of M&As.  

This paper is intended to examine the profitability change of banks after M&As in the 

U.S banking sector. The sample used for the analysis includes 9 public banks of top 

M&As deals in the U.S in 2016. Net profit margin (NPM) and return on capital 

employed (ROCE) ratios are determined as the indicators of the profitability change. 

The data of those two ratios of the banks two years before and two years after 2016 

has been collected in the dataset for the purpose of running the difference in mean 

test. According to the results, both NPM and ROCE indicate that there is a significant 

change of profitability after M&As in the U.S banking sector. By comparing the means 

of each ratios before and after M&As, for NPM, there is a significant increase after 

M&As in the U.S banking sector, which means the banks can better control or reduce 

the cost after M&As. While for ROCE, there is a significant decrease, which proves 
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that the banks managed the capital employed less efficient than before. The 

conclusions are different for different measurements of profitability performance, 

since NPM and ROCE ratios focus on different aspects of profitability performance. 

One limitation of this paper is that only NPM and ROCE ratios are used as the 

indicators of profitability change when analyzing the profitability change after M&As 

in the U.S banking sector. Therefore, one recommendation for further research is to 

use more financial ratios such as ROA and ROE to measure the profitability change. 
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