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THE IMPACT OF M&A TRANSACTIONS ON THE GROWTH
OF THE BANKS’ MARKET VALUE

Abstract. The globalization of markets, the need to comply with modern economic trends
and introduce new technological solutions to increase the profitability of the banking business have
significantly intensified the processes of mergers and acquisitions in the banking sector. M&A
processes are long and complex, their results are difficult to forecast in lack of actual detailed
research. The diversity of the results of the available research requires updating the data based on
larger volumes of transactions and larger time intervals. The purpose of the article is to substantiate
two hypotheses: first, the impact of M&A agreements especially on the increase in the value of
banks; and impact of factors that show economic development level on the value of banks. The
object of the study is the relationship between the value of commercial banks in domestic and
foreign financial markets, M&A agreements, as well as economic indicators published by the World
Bank and measuring the level of economic development of countries. The article uses statistical
modeling method. The constructed model of linear regression allows to state that the fact of
influence of M&A on growth of cost of consolidated banks is fair for 54.8% of cases. The study
shows that the M&A processes have the greatest impact on the value of banks in the interval of 3—
5 years after the conclusion of the agreement. Analysis of the relationship between economic
indicators and the growth of bank value shows that the greatest impact on the value of banks has
percent of the growth of GDP and GDP per capita, but the low value of the determinant at 22.9%
indicates a low dependence of bank value on the level of economic indicators in general. It was
found that external factors do not directly affect the growth in the value of banks in the process of
M&A transactions. The question of expanding the system of factors that will influence the M&A
processes and, as a consequence, the value of the banks, will be the subject of further research.

Keywords: globalization of markets, mergers and acquisitions of banks, consolidation,
M&A dynamic, market capitalization, bank value.
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BILIMB OMEPALIN 3JIUTTA I HOTJIUMHAHHS
HA 3POCTAHHSI PHHKOBOI BAPTOCTI BAHKIB

AHoTanis. ['moOamizamis pUHKIB, HEOOXITHICTH BIANOBIJAaTH CYYaCHUM €KOHOMIYHUM
TEHJICHIIISIM 1 BIPOBA/KYyBAaTH HOBI TEXHOJOTIYHI pIMIEHHS JIs IIJABUIICHHS NPUOYTKOBOCTI
0aHKIBCHKOTO Oi3HECY 3HAYHO AaKTHUBI3YBaJIM NPOIECH 3JIUTTS 1 TOTJIUHAHHA B OaHKIBCBKOMY
cektopi. [Iporecu 3MUTTS 1 MOTJIMHAHHS JOBT1 Ta CKJIa/HI, iXHI pe3yJbTaTH BAXKO MEpeI0aYuTH
32 BIACYTHOCTI (aKTHMYHHMX JETaJbHHUX JOCHIKeHb. PI3HOMAHITHICTh pe3yJbTaTiB HasBHUX
JIOCJIIJDKEHb BHMAara€ OHOBJICHHS JaHUX HAa OCHOBI OLIBIIMX OOCSTIB TpaHCAKIIM 1 OUTBIIUX
YacOBHMX IHTEpBaJiB. MeToI0 CTaTTi € OOTPYHTYBaHHS JBOX TiMOTE3: MO-TIEpIle, BIUIMB YToJ MPO
3IIUTTS 1 TIOTJIMHAHHS, OCOOJMBO Ha 30UIBIIEHHS BapTOCTi OaHKIB; Ta BIUIMB (DakTOpiB, SKi
MOKa3yIOTh PIBE€Hb eKOHOMIYHOT'O PO3BUTKY Ha BapTICTh OaHKIB.

OOG’eKTOM JTOCII/DKEHHSI € B3a€EMO3B’S30K MIDK BapTICTIO KOMEPIHHUX OaHKIB Ha
BHYTPIIIHBOMY 1 30BHIIIHBOMY (pIHAHCOBHX PUHKAX, YIOJaMU MO 3IUTTS 1 MOTJIMHAHHSA, a TAaKOX
€KOHOMIYHUMHU TIOKa3HMKaMH, OmyOyikoBaHUMU CBITOBUM OaHKOM 1 TaKMMH, IO BHMIPIOIOTH
piBEeHb €KOHOMIYHOT'O PO3BUTKY KpaiH.

Bukopucrano meTon cratucTUuHOTO MOJeoBanHs. [loOyoBana Mozenb JiHIIHOT perpecii
JI03BOJISIE CTBEPAXKYBATH, 110 (akT BIUIMBY M&A Ha 3pocTaHHsS BapTOCTI KOHCOJIIOBaHUX OaHKIB
cupasenuBuil y 54,8 % Bunankis. JlocnipkeHHs MMOKa3ye, 110 MPOLECH 3JIUTTS Ta MOTJMHAHHS
MalOTh HaWOINBIINI BIUIMB HA BapTICTh OAHKIB y MPOMIKKY 3—35 pOKIB MICHs YKJIAQAEHHS YTOJu.
AHaJi3 B3a€MO3B’ 13Ky MK €EKOHOMIYHUMU [MOKa3HUKaMH Ta 3pOCTaHHSAM BapTOCTI OaHKIB MOKAa3ye,
10 HAaWOUIBIIMII BIUIMB Ha BapTicTh OaHKIB Mae BimcoTok 3poctanHs BBII 1 BBII na mymry
HACEJICHHS, aje HHU3bKEe 3HAYEHHS JeTepMiHaHTH y 22,9 % CBIIYUTH NMPO HU3BKY 3aJICKHICTh
BapTICTh 0AHKY Ha PIBHI €KOHOMIYHHMX IMOKA3HUKIB B IIIIOMY. Y CTaHOBJICHO, 1[0 30BHINTHI YUHHUKH
HE BIUTMBAIOTH OE€3MOCEpeHhO Ha 3POCTAHHS BapTOCTiI OAHKIB MpH 3AiMCHEHHI omepamii M&A.
VY KOPOTKOCTPOKOBIi NMEpPCHEeKTUBI MOKHA CTBEp/DKYBaTH, 110 OaHK 3a3HAa€ 3pOCTAaHHS BUTpAT,
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30UTBIIEHHS CYMH KOPOTKOCTPOKOBOI 1 JOBTOCTPOKOBOi 3a00proBaHOCTI 1 30LIBIICHHS 0OOCATY
noptdenss MIHOpUTApHUX I[IHHMX mamepiB. OpHaK I1e TiTbKH 30LIBIIMTH BapTiCTh OAaHKY,
MO3HIIIOHYIOYH HOTO SK 3HAYMMOTO TpaBIlsl Ha pUHKY. [IMTaHHS pO3IIMpPEHHS CUCTeMHU (haKTOpiB,
SKI BIUTMBATUMYTh Ha mpoueck M&A 1, sSK Hachmiok, Ha BapTiCTh OaHKiB, OyJe NpeaMeToM
MOJAJIBIINX JTOCIIKEHbD.

Kntouoei cnosa: tnobanizaiiss pUHKIB, 3MUTTS 1 TOMIMHAHHA OaHKIB, KOHCOJIiJAILis,
nuHaMika M&A, prHKOBa KariTajizarlis, BapTiCTh OaHKY.

dopmyi: 2; puc.: 4; Tabn.: 4; 6161.: 14.

Introduction. Banking system in both domestic and foreign markets is no longer a separate
system providing financial services, a modern commercial bank is mainly focused on the customer
offering new products. Flexibility of global and local markets encourages banks to maintain overall
economic trends, introduce new technology solutions into their operations, as well as develop new
units to increase their business profitability. A rather productive approach for implementation of all
above-mentioned activities is to search for related competitor banks in order to consolidate capital,
increase market share and resulting value. M&A processes are the key processes that determine the
ultimate value of banks in the outcome of consolidation. In general, bank management considers the
M&A transaction not only as an option to expand the target market, but also as a catalyst for many
processes aimed at stabilizing the portfolio, expanding the range of services, simplifying customer
services, acquiring the right to participate in the portfolio of shareholders holding the object of the
transaction.

The financial markets of both economic zones and individual countries are in a state of
permanent transformation. The dynamics of economic development also influence the dynamics of
capital consolidation processes, which, in turn, encourages scientists and businesses to more deeply
analyze M&A transactions and their relationship to value. And a change in the market situation also
changes the opinion about the impact of M&A on the value of commercial banks. The large volume
of transactions carried out during the period 1960—2019 indicates an increase in trends in the
M&A processes of the financial sector, which often do not correlate with the results of many studies
about the decline in the value of a consolidated bank after the conclusion of the agreement.
Therefore, the current dynamics of the M&A market of the banking sector and the relationship of
transactions with the value of banks need to update research.

Literature review and the problem statement. Within the context of research of M&A
processes, the connections of mergers/acquisitions with changes in the value of the consolidated
bank have been covered in many sources. As to the impact of M&A transactions on the value,
opinions of scientists and experts are not identical. In general, scholars tend to believe that over the
five-year study periods, until the subject of the transaction has left from the merger process, the
value of the enterprise overall decreases due to the burden of Standart Debt Paydown, although the
wish of participants to increase it (Gaughan, 2015) is not precluded. A range of the experts agree
with the decrease in value.

Michael McGrath (2011), revealing the impact of M&A on participating entities, notes that
approximately 70—80% of transactions do not reach their intended goals and have no logical
completion. However, the author also points out that the most part of the negative effects caused by
M&A are the result of a superficial analysis and unprofessional approach to the process of
implementation of the transactions.

F. Fiordelisi and P. Molyneux (2006) noted in their study of value of the banks that overall
M&A processes have a significant positive impact on the value creation for the banks in the United
States. They also noted that conducting M&A would have a greater positive effect on the value of a
bank if the target bank, being the object of M&A, has lower stock returns as compared to the banks
of their segment in the market.

PwC analysts conducted a market survey based on 600 companies. They concluded that only
61% out of the 92% of the surveyed owners, who planned to increase the value of their own
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companies, said that the value had increased since the moment of the last performed transaction.
Only 21% of the surveyed respondents saw a significant increase in the value; moreover, 57% of
the respondents acknowledged that the value initially decreased over the first 24 months (Lloyd,
2019).

The problem of assessing the value of banks has been well studied by Western authors and
adapted to the business practice of Western countries. But differences in opinions of scientific
thought and information provided to the public from the business side necessitate reanalysis of the
impact of M&A deals on the value of banks and conduct research on large amounts of data, at large
intervals.

Although publications on this topic have been appearing more and more often in Ukraine
recently, in our opinion, the issue of the possibility of adequate use of Western methods to assess
the value of Ukrainian banks has not been sufficiently covered in the domestic space.

Some aspects of bank valuation were also considered in the studies of such domestic
scientists as G. Azarenkova (2015), L. Gorbatiuk (2015), 1. Ivasiv (2010), A. Nikitin (2013),
L. Prymostka (2018), O. Chub (2009). However, the existing research needs to be deepened in
terms of the need to assess the value of the bank on the results of mergers and acquisitions in
determining the consolidation strategy.

In particular, the issues of identification and consideration of the influence of factors on the
formation of the value of a consolidated bank remain relevant.

The study aims to confirm the fact of an increase in the market value of banks as a result of
M&A transactions, not first considering any of the factors other than the transaction and analyze
whether there is a direct influence of factors that globally change the economy on the value of
banks in the M&A process.

Methodology. The globalization of markets has significantly intensified the banking sector
in the processes of consolidation. It will be useful to analyze the statistics generated by the tested
rating agencies in their databases. In total, since January 1, 1965, as of April 30, 2019, 26,886
mergers and acquisitions of the banks in various forms were recorded in 146 countries.

The United States hold the leading position among the countries where mergers and
acquisitions processes have been active in the banking sector. A country has, at an average, about
445 transactions a year, with a total average value of 59.5 billion USD (Fig. 7). Curiously enough,
the United States are also the most active lobbyist of such processes, since they have 48.14% share
of the total consolidation market, while this share increases up to 64.63% relating to the number of

transactions.
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Fig. 1. Top 25 countries by the total number of M&A transactions from 1965

till April 30, 2019. M&A transactions by other countries are provided by geographical areas
Source: Compiled by the authors based on data by Eikon Refintiv.
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It is interesting that the peak period in the banking consolidation processes was the period
from the early 2000s to the end of 2010. It was during this period that 50% of all transactions
occurred, in particular, according to the company Refintiv (Thompson Reuters), since the early 70’s
of the twentieth century, and this period was the most significant in terms of total transactions —
about 3.6 trillion USD, or 74.3% of the total value of all investigated transactions.

The reasons for such a boom should be considered comprehensively. Such reasons include
the consolidation of capital in the real economy sector, which required transnational support from
the financial sector and, accordingly, territorial representative offices of partner banks in the
countries where business was not considered as a target (for example, the Central and Eastern Asia,
where the industry was actively developing and capacities of transnational corporations were
expanding), the development of the digital industry, the emergence of smartphones, the
development of the next generation of the Internet, the emergence of online payment systems — all
these factors have incentivized the banking sector to introduce structural changes so as to compete
with electronic payment systems in relation to new means of conducting financial transactions.
Merger and acquisition processes continued at high speed even during the financial crisis (2008—
2009) — most banks used consolidation to avoid insolvency, capitalize using their partners, and
maintain the network. The growth dynamics remained and in the period 2010—2018 (Fig. 2).
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Fig. 2. Dynamics and M&A growth rate in the world (USD billions and percentage)
Source: Compiled by the authors based on data by Eikon Refintiv.

In order to determine the impact of consolidation on the bank value, a sample of 960 unique
observations, including 165 banks, irrespective of the country of their origin, size of capital, target
customers’ portfolio, market positioning, was generated based on the general aggregate data
(26,900 M&A transactions for the period from early 1990s to 2018).

The general aggregate was evaluated by 2 parameters: Market CAP and Enterprise value.
The general aggregate data survey has showed that in 83.03% of all bank observations in the M&A
process, the Market CAP indicator increased, while Enterprise value increased in 70% of the
observations (Fig. 3).

Market CAP Enterprise value
® South/Latin America 92% Whole part ® Scuth/Latin America YWhole part
® North America a5% ® North America
= Europe 85% m Europe
® Asia & Parific 73% 8 u Asia & Pacific W 7
Arab States 3 Arab States ﬂ o
Africa % Africa ﬂ %

Fig. 3. Share of banks with increased value/market capitalization by regions
Source: Calculated by the authors based on data by Eikon Refintiv.
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Let’s consider the breakdown of the above-mentioned percentages by economic zones. It is
worth noting that when assessing the specific weight of banks by Enterprise Value (EV), it is a
metric estimate, being an alternative to traditional market capitalization, which reflects the market
value of the whole business. This is the amount of the claims of all preferred shareholders, debt
holders, securities holders, equity holders and minority shareholders [3].

The formula for calculating the Enterprise value is written as follows:

Enterprise Value = Market Cap + Cur.Portion of Long Debt +
+ Non - Cur. Portion of Long term Debt + Book Value of Preferred Stock +
+ Book Value of Minority Interest - Cash and Short term Investments. (1)

The survey was conducted based on the formed selection, since only 5% of the banks from
the described general aggregate had provided information on the relevant indicator in their
reporting. As we can observe, despite a rather high proportion of banks that have increased their
own value in the M&A process, the distribution of this share in the regional context is not uniform.
This situation may be caused by both external factors that cause changes in the economy as a whole,
and internal factors acting locally in certain industries, niches of the market, individual banks with a
significant share of the banking services market.

The analysis is structured as follows:

a. Research project. The data from public reports obtained from commercial banks
consolidated by Refintiv (Tompson Reuters) were used in the study. Data from all geographical
regions of the world were taken into account for the representativeness of the selection. The sample
included banks of the world with different capital sizes;

b. Formation of the selection: The sampling stratification method was used;

c. The scope of the selection: 960 observations on M&A transactions, based on the data
obtained from 165 banks in 6 geographical regions in percentage: Africa (1%), the Arab States
(8%), Asia and the Pacific region (31%), Europe (36%), North America (17%), South / Latin
America (8%);

d. Instruments: R-studio, (packages of ggplot 2, desctools, others).

A linear regression model was constructed to analyze the relationship between M&A and
increase in the value of the banks. Before constructing the model, the prior selection in the amount
of 960 observations was analyzed for the time intervals between the date of the execution of an
M&A agreement and the fact that the value of the bank increased.

The Shapiro-Francia test was used to evaluate the adequacy of the distribution of the
selection.

Average value of the dependent variable has been calculated at the level of 10.8761, the
value of the SIRV = 59.9196. The test result showed that the set of observations has been
distributed adequately (p-value > 0.05):

Shapiro Francia Test (rnorm (960, mean = 10.87603, sd = 59.91963))
Shapiro-Francia normality test

data: rnorm (960, mean = 10.87603, sd = 59.91963)

W=0.99712, p-value = 0.07757.

In order to update the input data, the selection did not include observations for the M&A
transactions performed before 2005, due to the significant time lag between the date of execution of
the agreement and the actual disclosed financial results. The resulting selection consisted of 634
observations, in which the bank’s value was estimated within the interval of no more than 10 years
from the date of performance of the transaction.
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In order to substantiate the hypothesis that M&A transactions affect the value of banks, it
was recorded for each of the banks in the selection, whether the EV increased and whether they had
M&A transactions within the 10-year interval before the moment and within the increase of the EV.

In order to evaluate the impact of the M&A transaction on the bank’s value growth,
2 fictitious variables were included in the selection:

e s _ent value_increase — a variable that characterizes the fact of an increase of the EV (the
difference between EV values of the first financial year and the last financial year, according
to the banks’ reports provided by Refintiv).

e Is MA on_interval — a variable fixing the fact of availability of an M&A transaction
within the interval of not more than 10 years before the first financial year in which the EV
of the bank was evaluated.

Results. The results of modelling showed a close relationship between M&A transactions
and the increase in banks’ value. The p-value for the variable of Is MA on_interval is less than
a = 0.001, characterizing the criterion as significant, which is true for 54.8% of observations
according to the coefficient of determination (7able 1).

Table 1
Impact of M&A on the value of the selected banks
Coef / var: Estimate Std. Error t value Pr(>|t) significance

(Intercept) 16.56311 5.74467 2.883 0.00407 o
is MA on_interval 0.736035 0.02687 27.391 <2e-16 oAk
deal year -0.0081 0.00286 -2.834 0.00475 o
Signif. codes: 0 “*** 0.001 “** 0.01 “** 0.05 > 0.1 < “ 1

Multiple R-squared: 0.5494, Adjusted R-squared: 0.548

Source: calculated by the authors based on data by Eikon Refintiv. The target selection was supplemented by the above
indicators, respectively, by the years of submission of financial statements by value indicators by each individual bank
participating in the selection.

The relationship with the year of the transaction is less close, the value approaches
a = 0.001, which indicates that the length of the transaction interval is important in increasing the
resulting value of the bank, but with the increase of the interval, this relationship is weakening. The
calculated intervals between the years of the transactions and the years of the financial reports in the
observations were grouped by year: «0—3», «3—5,» «5—7» and «7—10» (Table 2).

Table 2
The likelihood of an increase of the EV of a bank after the M&A, at time intervals
Detail deal interval Observations, n Increase part
0—3 years (included) 43% 66%
3—S5 years (included) 13% 72%
5—7 years (included) 13% 62%
7—10 years (included) 31% 53%

Source: calculated by the authors based on data by Eikon Refintiv.

The most likely increase of the EV is observed within the group of «3—5», being about
72%. The proportion of the group «7—10» is about 31%, with the probability of the price increase
in this group being the lowest one and constituting 53%, which explains the less close connection
on the increase of time intervals. These results coincide with the C. Loderer study (2010), which
found that 5 years after the M&A deal, the market value increased by 1.5%.

Further attention within the study was focused on external economic factors to account for
or eliminate the main impact on changes in bank value. In order to assess the impact on the value of
each particular bank, indicators published by the World Bank in its annual country reports [14],
have been added to the selection (7able 3).

ISSN 2306-4994 (print); ISSN 2310-8770 (online) 5 1



OIHAHCOBO-KPEIUTHA [IANbHICTb: MPOBJIEMM TEOPIT | MPAKTUKM 2021 N2 5 (40)

Table 3

Description of external economic factors
IBRD Classification Series Name
FS.AST.DOMS.GD.ZS Domestic credit granted to the financial sector (% of GDP)
BX.KLT.DINV.CD.WD Foreign direct investment, net inflow (US §)
NY.GDP.MKTP.CD GDP (at current prices)
NY.GDP.MKTP.KD.ZG GDP growth (annual %)
NY.GNP.PCAP.PP.CD GNI per capita, PPP (current international $)
NE.GDIL.TOTL.ZS Gross accumulation (% of GDP)
NY.GDP.DEFL.KD.ZG Inflation, GDP deflator (annual %)
TG.VAL.TOTL.GD.ZS Commodity trade (% of GDP)
GC.TAX.TOTL.GD.ZS Tax revenues (% of GDP)
IC.REG.DURS Time period necessary to start business (days)
DT.TDS.DECT.EX.ZS Total amount of debt service (% of export of goods, settlement)
SP.URB.GROW Urban population growth (annual %)

Source: formed by the authors based on data of IBRD.

Initially, scatter plots were constructed on the basis of target selection for surface visual
assessment of the impact of the above-mentioned factors. The results below are only those factors
that reflect the change in the scattering of value of the banks across the whole scale of growth of the
factor (Fig. 4).
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Fig. 4. Distribution of impact of external economic factors on the value

of the banks within M&A process
Source: calculated by the authors based on data of IBRD and Eikon Refintiv.

Based on the results of the formed charts, it was preliminarily determined that the value of
the bank directly depends not on all factors within the M&A process. The scattering density on the
charts indicates that banks, while changing most of the above-mentioned global factors, did not
receive a significant impetus in the operational process. Hypothetically, the impact can be explained
by organic growth, which, in the short-term interval (up to 5 years), causes increase in the value, but
does not characterize the impact of factors as significant.

Only the results of the impact of the general GDP growth indicators, GDP per capita, as well
as urban population growth were separately identified, which make it clear that they have a link and
more dynamically affect the value of banks.

In order to confirm the impact of the above-mentioned factors on the increase in the value of
the bank, a multiple regression model was constructed. The simple linear multiple regression model
was selected for analysis:

y =B+ Brx1+. + Brxx +u. (2)
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The results of the model calculation showed that the most influential factor in increasing the
value of banks in the formed selection is the % of the growth of GDP and GDP per capita.
However, given the value of the coefficient of determination, these statements are true only for
28.9% of the selection (22.9% for the value of the adjusted coefficient of determination), Table 4.

Table 4
Assessment of impact of external economic factors
Coefficients: Estimate Std. Error t value Pr(>|t) significance

(Intercept) 22.92548 4.76972 4.806 1.78E-06 HEE
NY GDP MKTP KD ZG to FY 0.58283 1.10912 0.525 0.5994
NY GNP PCAP PP CD to FY 176.354 103.518 1.704 0.0888 .
NE GDI TOTL ZS to FY -1.26439 0.26101 -4.844 1.48E-06 HAE
NY GDP DEFL KD ZG to FY 0.65257 0.51002 1.279 0.201
IC REG DURS to FY 0.08383 0.15859 0.529 0.5972
SP URB GROW to FY 2.18477 1.88163 1.161 0.2459
Signif. codes: 0 “***’0.001 “**’ 0.01 “**0.05°°0.1°°1
Multiple R-squared: 0.2898, Adjusted R-squared: 0.2287

Source: formed and calculated by the authors according to the data of IBRD and Eikon Refintiv

The results of modelling confirm the fact that external factors do not have a direct impact on
the increase in the value of the banks in course of performance of M&A transactions.

At short-term intervals, it can be argued that the bank will incur an increase in costs,
increase in the amount of total short-term and long-term debt, and increase in the scope of minority
securities portfolio. However, this will only increase the value of the bank, positioning it as a
significant market player.

Conclusions. M&A is a strategic level process that not only leads to functional and
structural changes in the bank, but also affects its market value.

Studies have shown that M&A processes are closely related to the results of implementation
of the bank’s value-added strategy and overall have a positive impact. However, if we deepen the
analysis to the level of factors of direct impact, and also consider the banks at different time
intervals, in different economic zones, the distribution of results will be uneven.

Therefore, the question of specifying the factors that will influence the M&A processes and,
as a result, the value of the bank, remains open and will require further research. It is now clear that
the link between the consolidation process and the value of banks is direct and requires constant
administration by the management. The strategy of increasing the bank’s value as a result of
consolidation must not only take into account the results of the consolidated statistics at the level of
financial indicators, but also affect as many factors as possible, whilst having indirect, but
sometimes a fatal impact on operating activities.
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