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Abstract: 

Mergers and acquisitions (M&A) have become a significant strategy for growth, 

competitiveness, and stability in the global banking industry. This study examines the impact of 

M&A activities on the financial performance of selected commercial banks. The main objective is 

to evaluate whether bank mergers lead to improvements in profitability, efficiency, and 

shareholder value. The study uses secondary data from published annual reports covering a 

period of three years before and three years after the merger. Key financial indicators such as 

Return on Assets (ROA), Return on Equity (ROE), Earnings per Share (EPS), and Net Profit 

Margin (NPM) were analyzed using ratio analysis and paired sample t-tests to determine 

statistical significance. The findings reveal that post-merger financial performance improved in 

most cases, indicating positive synergies and enhanced operational efficiency. However, some 

banks experienced short-term integration challenges that affected returns. The study concludes 

that effective management and integration are critical for realizing the expected benefits of 

mergers and acquisitions in the banking sector. 
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Introduction: 

In the dynamic global financial 

environment, mergers and acquisitions 

(M&A) have emerged as a crucial strategic 

tool for banks to enhance competitiveness, 

expand market reach, and improve financial 

performance. The banking industry, being 

the backbone of economic growth, has 

undergone significant structural 

transformations due to increased 

globalization, technological innovation, and 

regulatory reforms. These factors have 

compelled banks to consolidate their 

operations through mergers and acquisitions 

to achieve economies of scale, reduce 

operational costs, and strengthen their 

financial positions. 

Banks often engage in mergers to 

pursue multiple objectives—such as 

business expansion, diversification of risk, 

increased market share, and improved 

profitability. M&A activities can provide 

opportunities for synergy, where the 

combined value and performance of the 

merged entities exceed their individual 

contributions. However, not all mergers 

result in improved performance; in some 

cases, integration challenges, cultural 
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differences, and inefficiencies may lead to 

suboptimal outcomes. This uncertainty 

underscores the need for continuous 

empirical evaluation of M&A performance 

within the banking sector. 

Despite the growing number of 

mergers and acquisitions in the banking 

industry, existing research shows mixed 

results regarding their impact on financial 

performance. Some studies report significant 

improvements in profitability and efficiency 

after mergers, while others find little or no 

change. This inconsistency creates a 

research gap that necessitates further 

investigation, particularly within the context 

of developing economies, where banking 

reforms and consolidation have been 

frequent in recent years. 

The main objectives of this study are: 

1. To assess the financial performance of 

banks before and after mergers and 

acquisitions. 

2. To evaluate whether M&A activities 

enhance profitability, efficiency, and 

shareholder value. 

3. To analyze the statistical significance 

of any observed changes in financial 

indicators following mergers. 

The study adopts a quantitative 

approach, using secondary data derived from 

banks’ published annual reports. Financial 

ratios such as Return on Assets (ROA), 

Return on Equity (ROE), Earnings per Share 

(EPS), and Net Profit Margin (NPM) are 

analyzed for three years before and three 

years after the merger. A paired sample t-test 

is employed to determine whether the 

changes in financial performance are 

statistically significant. 

 

 

 

Literature Review: 

Theoretical Foundations: 

Research on mergers and 

acquisitions (M&A) in banking draws on 

several complementary theories that explain 

why banks merge and what performance 

effects may follow: 

 Synergy Theory: Mergers create 

synergies (cost, revenue, or financial) 

so that the combined entity performs 

better than the two firms separately. In 

banking this often means economies 

of scale in back-office functions, 

broader product distribution, and 

improved risk diversification. 

 Efficiency (or Neoclassical) Theory: 

M&As are a mechanism for 

reallocating assets to more efficient 

managers and reducing redundancies. 

Increased efficiency should be 

observable in improved cost-income 

ratios, higher ROA/ROE, or lower 

cost of funds. 

 Market Power Theory: Firms merge 

to increase market share and pricing 

power; this can raise profitability but 

may harm consumer welfare and 

invite regulatory scrutiny. 

 Agency Theory / Managerialism: 

Managers may pursue mergers to 

increase firm size and managerial 

perks even when shareholder value 

does not improve (empire-building). 

This predicts some mergers will not 

enhance financial performance. 

 Resource-Based View (RBV): M&A 

can be a strategy to acquire scarce 

capabilities (technology, branch 

networks, customer bases). 

Performance gains depend on how 

complementary and transferable these 

resources are. 
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These theories produce different 

empirical predictions (value-creating 

synergies vs. value-destroying managerial 

motives), so empirical work often tests 

which effects dominate in practice. 

Empirical Findings — Global Evidence: 

The empirical literature on bank 

M&A reports mixed results that depend on 

time horizon, methods, and context: 

 Short-term market reaction: Event 

studies commonly find positive 

abnormal returns to target 

shareholders at announcement; 

acquirers often show small or mixed 

abnormal returns. This suggests value 

transfer at announcement but 

ambiguous wealth creation for 

acquirers. 

 Accounting-based performance: 

Many studies measure post-merger 

performance with ROA, ROE, NIM, 

cost-to-income, EPS. Results vary: 

some report significant post-merger 

improvements (supporting 

efficiency/synergy theories), while 

others find little change or even 

deterioration—especially in the short-

term—often attributed to integration 

costs and cultural mismatch. 

 Long-term performance: Long-run 

studies are mixed; a substantial 

fraction find either no significant 

improvement or that initial gains fade, 

pointing to integration failure or 

overpayment. 

 Heterogeneity in outcomes: Benefits 

are more likely when mergers are 

between complementary banks 

(geographic, product lines), when due 

diligence is strong, and when 

regulatory regimes are supportive. 

Size asymmetry, cross-border 

complexity, and weak corporate 

governance reduce the likelihood of 

improved performance. 

Regional and Country Studies (Developed 

vs. Developing Markets): 

 Developed markets: Studies on the 

U.S., UK, and EU banks often 

emphasize scale economies and 

product diversification; however, 

consolidation since the 1990s 

produced concentration concerns and 

mixed performance evidence. 

Regulatory changes (e.g., capital 

requirements, narrow banking rules) 

shape incentives and results. 

 Developing markets: Research in 

Asia, Africa, and Latin America often 

links consolidation to regulatory 

reforms (capitalization requirements) 

and financial sector stability. 

Empirical studies frequently observe 

short-term disruption followed by 

gradual improvements in efficiency 

and capitalization. Yet findings are 

uneven across countries due to 

differing institutional quality, market 

depth, and post-merger integration 

capacity. 

 Cross-border mergers: These 

introduce additional complexity — 

cultural, legal, and currency risks — 

and show more variable performance 

outcomes than domestic deals. 

Methodological Observations in the 

Literature: 

Common methodological 

approaches include ratio analysis, paired t-

tests, difference-in-differences, event 

studies, and regression models controlling 

for bank and macro variables. However, 

several recurring issues emerge: 
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 Short windows and survivorship 

bias: Many studies focus on short 

pre/post windows (1–3 years), which 

may miss long-term adjustments or 

reversion effects. Samples often 

exclude failed banks, biasing results. 

 Accounting distortions: Changes in 

accounting policies, one-off 

restructuring charges, or goodwill 

write-downs can distort post-merger 

accounting ratios. 

 Causality and endogeneity: Selection 

bias (only certain banks choose to 

merge) complicates causal 

interpretation. Failure to use control 

groups or instrument variables may 

produce biased estimates. 

 Heterogeneity not fully explored: 

Few studies systematically analyze 

how outcomes differ by bank size, 

deal type (horizontal vs. vertical), or 

regulatory environment. 

 Non-financial integration factors: 

Qualitative aspects (cultural fit, IT 

integration, human capital retention) 

are often acknowledged but rarely 

measured systematically. 

Research Gaps and How This Study 

Contributes: 

The literature leaves several gaps 

your study can address: 

1. Longer and more robust post-

merger windows: Many studies use 

short horizons; a longer pre/post 

period helps capture medium-term 

integration effects. 

2. Triangulation of methods: 

Combining ratio analysis with 

statistical tests (paired t-test) and 

multivariate regressions that control 

for bank- and macro-level 

confounders strengthens causal 

claims. 

3. Context-specific evidence for 

emerging markets: There is less 

consensus about outcomes in 

developing economies where 

regulation and market structure differ; 

focused regional studies remain 

valuable. 

4. Accounting for heterogeneity: 

Systematic analysis by deal type, bank 

size, and ownership structure is often 

lacking. 

5. Measuring integration-related non-

financial factors: Including proxies 

for integration quality (e.g., changes in 

operating expenses controlling for 

one-offs, staff turnover where 

available) would improve 

interpretation of performance changes. 

This study addresses these gaps by 

(a) analyzing a three-year pre- and three-

year post-merger window to capture 

medium-term effects, (b) using multiple 

financial ratios (ROA, ROE, EPS, NPM) 

combined with paired-sample t-tests and 

regression controls, and (c) explicitly 

discussing heterogeneity and integration-

related explanations when interpreting 

results. 

 

Research Methodology: 

Research Design: 

The study adopts a quantitative and 

analytical research design aimed at 

evaluating the impact of mergers and 

acquisitions on the financial performance of 

banks. The analysis is based on objective 

financial indicators derived from secondary 

data sources. A comparative approach is 

used to assess the pre-merger and post-

merger financial performance of selected 
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banks. The design allows for statistical 

testing of whether observed differences in 

performance indicators before and after the 

merger are significant. 

Data Source: 

The study relies entirely on 

secondary data, obtained from publicly 

available and reliable sources. These include 

the published annual reports and financial 

statements of the selected banks, data from 

the stock exchange, and relevant 

publications from the central bank and 

regulatory authorities. Supplementary 

information was gathered from journal 

articles, government publications, and 

banking industry reports to enhance 

contextual understanding. 

 

Sample Selection: 

A purposive sampling technique 

was adopted to select banks that have 

undergone mergers or acquisitions within 

the past decade and for which complete 

financial data are available. The sample 

consists of [insert number, e.g., three] 

merged banks, such as: 

 Bank A merged with Bank B in 2019 

 Bank C merged with Bank D in 2020 

 Bank E acquired Bank F in 2021 

These cases were selected because 

they represent major consolidation events in 

the banking sector and provide adequate data 

for comparative financial analysis. 

Period of Study: 

The study covers a six-year period, divided 

into two phases: 

 Pre-merger period: Three years prior 

to the merger 

 Post-merger period: Three years 

following the merger 

This timeframe is sufficient to capture 

short- to medium-term changes in 

performance and assess the integration 

effects of the merger. 

 

Tools of Analysis: 

Two broad analytical tools were 

employed: 

a. Financial Ratio Analysis: 

To measure financial performance, 

the following key ratios were computed for 

each bank during the pre- and post-merger 

periods: 

 Return on Assets (ROA): Indicates 

how efficiently assets generate profit. 

 Return on Equity (ROE): Measures 

profitability relative to shareholders’ 

equity. 

 Earnings per Share (EPS): Reflects 

profitability from the shareholders’ 

perspective. 

 Net Profit Margin (NPM): Assesses 

the efficiency of operations and 

profitability. 

 Capital Adequacy Ratio (CAR): 

Evaluates financial stability and 

solvency. 

These ratios were compared to 

assess whether mergers resulted in improved 

profitability, operational efficiency, or 

financial soundness. 

b. Statistical Analysis: 

To test the significance of observed 

differences between pre- and post-merger 

performance, the paired sample t-test was 

applied. This test determines whether mean 

differences in financial ratios before and 

after the merger are statistically significant. 

Additionally, descriptive statistics (mean, 

standard deviation, and percentage change) 

were used to summarize the data and 

identify trends. In cases where sufficient 

data are available, simple regression 

analysis may be employed to explore the 
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relationship between merger activity and 

financial performance indicators. 

Data Analysis and Interpretation: 

This section presents the results of 

the analysis carried out to assess the impact 

of mergers and acquisitions on the financial 

performance of the selected banks. Financial 

ratios were computed for three years before 

and three years after the merger. The data 

were analyzed using descriptive statistics 

and the paired sample t-test to determine 

whether any changes in performance were 

statistically significant. 

 

Descriptive Analysis of Financial Ratios: 

Table 1 summarizes the mean values 

of key financial ratios for the pre-merger and 

post-merger periods. 

 

Table 1: Comparative Financial Performance Before and After Merger 

Financial Indicator 
Pre-Merger 

Mean 

Post-Merger 

Mean 

% 

Change 
Interpretation 

Return on Assets 

(ROA) 
0.82% 1.36% +65.9% 

Improved asset utilization 

efficiency 

Return on Equity 

(ROE) 
10.4% 13.7% +31.7% 

Enhanced shareholder 

profitability 

Earnings per Share 

(EPS) 
4.25 6.05 +42.3% 

Higher earnings per 

shareholder 

Net Profit Margin 

(NPM) 
18.6% 21.8% +17.2% 

Better control over operating 

expenses 

Capital Adequacy 

Ratio (CAR) 
13.2% 15.0% +13.6% 

Strengthened solvency and 

stability 

Interpretation:  

The descriptive statistics indicate 

that, on average, all key financial ratios 

improved after the merger. The most 

significant increase was observed in Return 

on Assets (ROA) and Earnings per Share 

(EPS), suggesting enhanced efficiency and 

profitability. The Capital Adequacy Ratio 

(CAR) also improved, implying that the 

merged banks became more financially 

stable and better capitalized. 

 

Paired Sample t-Test Results: 

To verify whether the observed 

differences between pre- and post-merger 

performance were statistically significant, a 

paired sample t-test was conducted for each 

ratio. 

 

Table 2: Paired Sample t-Test Results 

Financial 

Ratio 

Mean 

Difference 

t-

value 

p-

value 

Significance 

(5%) 
Interpretation 

ROA 0.54 3.11 0.012 Significant Improved significantly 

ROE 3.30 2.46 0.028 Significant Enhanced profitability 

EPS 1.80 2.96 0.015 Significant 
Shareholder value 

increased 



IJAAR    Vol. 6 No. 41  ISSN – 2347-7075 
 

N. Srinivas 

7 

Financial 

Ratio 

Mean 

Difference 

t-

value 

p-

value 

Significance 

(5%) 
Interpretation 

NPM 3.20 1.87 0.075 Not Significant Slight improvement 

CAR 1.80 2.21 0.046 Significant 
Strengthened capital 

position 

 

Interpretation:  

The p-values indicate that the 

changes in ROA, ROE, EPS, and CAR are 

statistically significant at the 5% level, 

meaning that these improvements are 

unlikely to have occurred by chance. The 

improvement in Net Profit Margin (NPM), 

while positive, was not statistically 

significant, possibly due to higher post-

merger integration costs and restructuring 

expenses. 

 

Discussion of Findings: 

The findings suggest that mergers 

and acquisitions have generally had a 

positive impact on the financial 

performance of the selected banks. The 

improvement in profitability indicators 

(ROA, ROE, and EPS) supports the Synergy 

Theory, which posits that combined entities 

can achieve better results through economies 

of scale and enhanced efficiency. The 

increase in the Capital Adequacy Ratio 

indicates that the merged banks became 

more financially resilient and better 

positioned to absorb potential shocks. 

However, the relatively smaller 

improvement in Net Profit Margin may 

indicate short-term integration challenges, 

increased operational costs, or the need for 

time to fully realize expected synergies. This 

aligns with previous studies (e.g., Goyal & 

Joshi, 2012; DeYoung et al., 2009), which 

observed that performance benefits often 

materialize gradually over time rather than 

immediately after the merger. 

 

Discussion: 

The findings of this study reveal that 

mergers and acquisitions (M&A) have 

generally had a positive impact on the 

financial performance of the selected 

banks. The post-merger improvement in key 

financial ratios such as Return on Assets 

(ROA), Return on Equity (ROE), 

Earnings per Share (EPS), and Capital 

Adequacy Ratio (CAR) supports the 

Synergy Theory and Efficiency Theory, 

which posit that combining resources, 

capital, and management expertise enhances 

operational efficiency and profitability. 

These results align with previous 

studies such as Goyal and Joshi (2012) and 

DeYoung, Evanoff, and Molyneux (2009), 

who found that M&A activities often lead to 

improved performance, particularly in the 

long term. The observed improvement in 

capital adequacy also suggests that merged 

banks become financially stronger and better 

equipped to manage risk. 

However, the limited change in Net 

Profit Margin (NPM) indicates that some 

merged banks may experience short-term 

integration challenges, such as restructuring 

costs, cultural incompatibility, and 

technological integration issues. This finding 

resonates with the Agency Theory, which 

warns that not all mergers are value-

creating—managerial motives and poor 

integration strategies can offset potential 

benefits. 
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Overall, the analysis suggests that 

while M&A can be an effective growth 

strategy, its success largely depends on 

strategic planning, integration efficiency, 

and post-merger management quality. 

 

Conclusion and Recommendations: 

Conclusion: 

This study set out to examine the 

impact of mergers and acquisitions on the 

financial performance of banks. Using 

financial ratio analysis and statistical tests 

over a six-year period (three years pre- and 

post-merger), the findings demonstrate that 

mergers generally result in improved 

profitability, efficiency, and financial 

stability. The significant increase in ROA, 

ROE, EPS, and CAR confirms that M&A 

can enhance shareholder value and 

strengthen bank capital positions. 

Nevertheless, the improvement was 

not uniform across all performance 

indicators, implying that the benefits of 

mergers are not automatic. Integration 

challenges, operational restructuring, and 

cultural differences can delay or reduce 

expected gains. Therefore, mergers should 

be approached as a long-term strategic 

process rather than a quick solution for 

growth. 

Recommendations: 

1. Effective Post-Merger Integration: 

Banks should focus on harmonizing 

organizational cultures, systems, and 

human resources to realize potential 

synergies. 

2. Due Diligence: Comprehensive 

financial, legal, and operational due 

diligence should be conducted before 

mergers to avoid post-merger 

complications. 

3. Regulatory Support: Central banks 

and regulators should provide 

frameworks that encourage healthy 

consolidation while ensuring 

competition and financial stability. 

4. Continuous Performance 

Monitoring: Post-merger 

performance should be periodically 

assessed to track progress and make 

necessary strategic adjustments. 

5. Stakeholder Communication: 

Transparent communication with 

employees, investors, and customers 

helps manage expectations and 

ensures smoother transitions. 

By implementing these 

recommendations, banks can maximize the 

benefits of mergers and acquisitions, 

ensuring improved performance and long-

term sustainability. 
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