CHAPTER 4 q

RESULTS AND DISCUSSIONS OF MERGERS AND ACQUISITI g &AS) IN

<

4.1 Introduction Y'

This chapter presents empirical evidence on thegimpact Of As _in the banking

THE BANKING SECTORS

sector. It analyses the impact of M&As on operatlon erformance a anlé‘\;gblllty of

Islamic and conventional banks. This chapter sho ws esults‘an di usstethat address

‘W

research questions 1 & 2.

Unbalanced panel samples of 24 5|st| IsI and 14 conventional
banks from six countries, Qatar, K t, |n UAE Pakistan and
ranging from Q1 2004 until Q4 us@d in eqanald/g@ Data are divided into pre-
M&As (five year before M& os @({/@ after M&AS).

This chapter procee% oWs: bj ﬁ‘%‘wp}sents the descriptive statistics of the

key variables, follow; a brlF \ﬂptlon the correlation matrix in Section 4.3.

&
di@sed in Section 4.4.

Results of M&As cﬁvb&n S repo

% ¢

11 shows descnptn?é@tatlstlcs of the unbalanced panel data set of 24 banks
banks and 14 conventional banks). Moreover, based on the table, it is shown
w M&As impact the banking sectors while regressions results posit further support

the descriptive statistics.
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Table 4.1 shows descriptive statistics of the pooled, Islamic banks (IBs), and

conventional banks (CBs). The results are discussed based on the mean of K&-M&As

period and the mean of the post-M&As period. For all three samples i.e. wj IBs, and
IM) &

CBs, the mean of the operational performances (i.e., ROA, ROE, an aw increasing

trends. Therefore, it is noticed that M&As generate better perfor r banks since the
mean (ROA, ROE & NIM) of post-M&As is greater than theymean of pre-M&As. The
findings are consistent with Lau, Proimos, & Wright (200 ale , and Ruback
(1992); and Aik, Hassan, & Mohamad (2015) who mentloned that operatlonal performance

is significantly improved in post-M&As. However, t indings ale i onsistent with Yeh,

\
& Hoshino, 2002; Papadakis, & Thanos, 2010; Gattoufi et al. (2014) Rao Nicholson,

PN D X

Salaber, & Cao (2016); Kumar (2009); and ng'rgovas & Repousis (2011) who found that
~ a [V

- —_—

M&As does not improve operatlonal performance in pos} M&Qs Marembo (2012) found

that financial institutions became more flnanC|aIIy sound and profltable in post-M&As as

-

the new company's market sha@o me dous N}Vhlle the trend for bank stability
le 4.1

(i.e., Z-score) reduces (s the Bét @As The finding is consistent with

Muhammad, Waqas, & legllorl‘ (2019) who found that banks become insolvent after

od &

M&As. This may be due to the indebted of banks after M&As, while it is inconsistent with

Paroush (1995) who rgue!.th) grgek@nd acquisition activity reduce the overall risk of

the banki
\,
ank's resources né(;agly bank sizes such as total assets, total deposits, and
op ncome are reduced in the post-M&As period. These are reported as the findings

@study. The banks' intermediary role, namely, the financial intermediary role, was

higher for conventional banks and pooled samples, but lower for Islamic banks. Likely, the
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non-financial intermediary role shows a lower trend. Control variables namely liquidity and
credit risk are higher in the post-M&As period while capitalization shows @aero-
economic variables, namely GDP, show higher mean trends while inflati ﬁ@)wer in the
post-M&As period. Similarly, in the post-M&As period, market str E&uch as LHHI
and CR3 indicate increasing trends, meaning that the concentratien leyel is more than the
competition. It is saying that after M&As, there is an i a?ﬂ'the market structure.

Meaning that the level of competition would be reduc ile the @concentraﬁon
@

increases. ? ' _@3"
4 v
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Table 4.1: Descriptive Statistics among Pooled, Islamic Banks, and Conventional Banks

Pooled Islamic banks (@al banks
(1BS) " Bs)
Pre Post Pre Post (ﬁ Post
M&A M&A M&A M&A A M&A
Operational performance %
ROA 0.699* 0.726* 1.017 1.681* .483* 0.759**
ROE 4.856 6.200* 5.261* 5.72 4.582* 7.048*
NIM 1.676* 2.050** 2.155* 412* 1.411* 1.816***
bank stability
Zscore 25.568* 19.450** 22.824 27.430 19.328*
Bank size
BSTA 8.861* 7.880 6.855* 87 ' 10.223* 8.812
BSTD 8.640 7.714 6. .37, 0.051 8.681*
BSOI 6.987 5.858 5.1 4, GWS.ZZB 6.790*
Financial intermediary roles ¢
Escale 40570  39.602* 38237 § | 4@33. 42.748%
Escope 10.186 23.574 . 0.228* 21.975
Non-financial intermediary roles P 4 \E’
NFIR -130.100*  -106.390 .501 -94-727 2.659* -103.486*
Control variables 2 X~
LIDY 20.412 31. N 11. 8.672@ 41.477 43.350
CR 1.182* 1.634% 2. 0.7&%6 0.383* 1.752*
CAP 13.833 74 15. 1 12.801 12.586
Macroeconomic variables
GDP 1.107 2.288 \N@? -p956% 1123  1.800%*
INF 1.316 (‘909** 9 \'\1.385 1.062 0.907
Market structure é p)
LHHI 3, 3, .82123' 3.523 3.219 3.222
CR3 O.R 0.724 O.SA 0.826 0.646** 0.650
N 8 190, 195 280 272

NOTES: *,**, *** statistical
10 Islamic banks and 14 ¢

Pre & post; all data set, Pre; five

ofe
return on asset, ROE; r on eunt : n
bank size total assets, BSTD;"bank size total dep
e; t i

cost to income, Esc

igni

I'S

(0 FIR;

liquidity, CR; loanflosS*gserye to fs‘ﬂl)a
product, INF; inf . LHHI} the log,.0
the largest 3 b don .

respecti\K% ?
N
S

2
4

<
S

&’
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artd ;?amples consist of 24 banks including
obntries, a year from Q1 2004 to Q4 2020.

Post; five years after M&As deals, ROA;

et i t margin, Z-score; bank stability, BSTA,

, BSOI; bank size operating income, Escale;
-interest cost to non-interest income, LIDY;

P; equity to total assets, GDP; gross domestic
erfindahl-Hirschman Index, CR3; concentration ratio of
7*** represent significant at 1%, 5% and 10% level



4.3 Correlation Matrix
Table 4.2 shows the correlation matrix of the key variables. A correlat{%trlx is a

table showing correlation coefficients between sets of variables. Each r &Dvariable in
the table is correlated with each of the other values in the table. Th ﬁto see which
pairs have the highest / lowest correlation among the explanatw?a:les. The lowest
correlation among the variables means that the muIticoIIinlem should not be a
concern. According to Chowdhury, Haque, Alhabshi, & Masih (2016)l,\aalticollinearity

. . .. . s L3
problem exists when the correlation coefficient among,the variables iS’g eatg;Eén 0.85.

However, in this study, no correlation coefficient exCeeds or igeven glose t,0.85. For this

\ch N
reason, in this study, there is no multicollinearity oblggn enhéq?gd the reliability
for regression analysis. \c') 6&,
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Table 4.2: Correlation Matrix of the Key Variamz

.

ROA ROE NIM  Zscore BSTA BSTD  BSOl Escale Escope ¢ NFIR  LIDY CR CAP GDP
ROA 1 TN
ROE 0.5417* 1 Y‘
NIM 0.2807*  0.3547* 1 N
Zscore -0.0384 -0.2381* -0.2667* 1
BSTA -0.2324* -0.2333* -0.6048* 0.6391* 1 T
BSTD -0.2390* -0.2287* -0.6045* 0.6017*  0.9950* 1 '
BSOI -0.2030* -0.2048* -0.5690* 0.6345* 0.9830* 0.9777* 1 '\d,
Escale -0.3706* -0.2871* -0.1976* 0.0365  0.0399  0.0383  0.0022 1 I L}T
Escope  0.0679* 0.1501* 0.2408* -0.2937* -0.3799* -0.3799* —0.3813‘%.1'057* 1Y
NFIR 0.1462*  0.2200* 0.0822* -0.1502% -0.1669* -0.1692% -0.157Q%,..0.2628%, 6.0934% 1
LIDY -0.0914* -0.0842 -0.0633 0.2180* 0.3806* 0.3915* 0. 717? 0; -04467*  -0.0534 1
CR 0.1703*  0.2452*  0.1962* -0.1465* -0.2847* -0.3006* - %M 9771*  0.0685  -0.0621 1
CAP -0.0211  -0.1032* -0.0789* 0.6394* 0.1612*  0.1293* t.fzt)g* "3908* 6:1445* -0.0671*  0.0573  0.1638* 1
GDP 0.1563* 0.2539* 0.4328* -0.4682* -0.6001* -0.5899* 855 % _"0.3238*  0.1372% -0.2416% 0.1210% -0.1946* 1
INF 0.0846* 0.0913* 0.3776* -0.3588* -0.5130* -0.50 a;‘* 0.1669*  0.0232 -0.1470* 0.1123* -0.1490* 0.3196*
FIN -0.0828* -0.1645* -0.0615 0.1385* 0.0573 0.0 09 5 %, -0. -0.0714*  -0.058  0.0919* -0.2122* 0.0712* -0.0213
LHHI 0.0184 -0.1284* -0.064  0.0033 -0.2065* -0. -0:1208* 0.0634  0.0621 -0.2580* 0.0418  0.0879* 0.1087*
CR3 -0.0238  -0.1060* -0.0073 -0.0689* -0.2350* - 0532  0.0492  0.0255 -0.3524* -0.0053 -0.0093  0.0749*
BSL A 0.0913* -0.019 -0.0546 -0.0361 0.0674*f 0. J502418%  -00276 00352 -0.2544* -0.0942% -0.1481* 0.1295*
BSM_A  -0.0149  0.0329 -0.1760* -0.0252  0.0549 e %0 545,, -0.0417  0.0667* 0.0217  -0.0332 0.1421* 00036  0.0066
BSS A -0.0925* -0.0147 0.2760* 0.0720* -0.14 0.1 0.3375*  -0.0445 -0.0672* 0.3001* -0.0471 0.1736* -0.1639*
BSL_ Ol  0.1014* -0.0156 -0.2081*  0.0101 o.o@ 0 @@ -0.1056*  0.0401  0.0563 -0.1691* 0.1445*  0.002  0.0772*
BSM Ol  -0.041  0.022  -0.0809* -0.0684* M* 0,0 -0.1315* -0.0338  0.04  -0.1639* -0.1140* -0.1397*  0.0258
BSS Ol  -0.0181  0.0404  0.3376* 0.0931* _-0"T585* / -0 0.1303* -0.0588 -0.1189* 0.3427* -0.0411  0.045  -0.1052*
BSM TD 0.0048 -0.0141 -0.1140* 0.0662* 009 V‘?O 8 v 0.0124 -0.0719* 0.0680* -0.0036 -0.1243* 0.1247* 0.0867*  0.0249
BSS TD _-0.0025* -0.0147 _ 0.2760* _0.0720"J 1433 5 43765~ -0.1357* 0.3375*  -0.0445 -0.0672* 0.3001* -0.0471 0.1736* -0.1639*

~\
N
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Table 4.2, continued Y

INF FIN LHHI CR3 BSLA BSM_ A BSS_ A BSL M_Ol BSS Ol BSM _TD BSS TD
INF 1 Is 4
FIN -0.0442 1
LHHI -0.0215 0.2491* 1 Y‘
CR3 0.0806* 0.1834*  0.8454* 1 \,
BSL_A -0.0448  0.0483  0.1323*  0.0217 1
BSM_A  -0.1231* -0.0734* 0.0674* 0.1575* -0.6349* 1 T
BSS_A 0.1938* 0.0256  -0.2354* -0.2051* -0.4770* -0.3762* 1 '
BSL_Ol -0.0487 -0.2080* 0.1560* -0.0102 0.7428* -0.3981* - * \g

0.5 . 1

Y—
BSS_Ol 0.2441* 0.0617 -0.1902* -0.1256* -0.5199* -0.2009* 0* ko _\%.4090* 1
BSM_TD -0.1254* -0.0034 0.1623* 0.2619* -0.4682* 0.8725* 4311% [-0. 053& 0.6895*  -0.2683* 1

BSM_OI  -0.1939* 0.1468* -0.0137 0.1026* -0.2726* 0.6173* §.37 *
BSS TD  0.1938* 0.0256  -0.2354* -0.2051* -0.4770* —0.3762V'!.0080g A4379% -0.3753*  0.8520*  -0.4311* 1

NOTES: samples consist of 24 banks including 10 Islamic banks and 14 conyentianal s.from %Sﬂﬂries, year from Q1 2009 to Q3 2018. Pre & post;
all data set, Pre; five years before M&As deal, Post; five years after M& i n op asset, ROE; return on equity, NIM; net interest margin,
S%S

Z-score; bank stability, BSTA; bank size total assets, BSTD; bank siz l; size operating income, BSTAL,; large bank size based
on total asset, BSTAM; medium bank size based on total asset, BSTAS; II\@e b on total asset, BSTDL; large bank size based on total
deposits, BSTDM; medium bank size based on total deposits, BSTD%&\II bankg ased.on total deposits, BSOIL; large bank size based on operating
income, BSOIM; medium bank size based on operating income, BS mall bank:size b@d on operating income, Escale; cost to income, Escope; loan
to deposit, NFIR; non-interest cost to non-interest income, LIDY “hiquidity..CR; joan loss reserve to gross loan, CAP; equity to total assets, GDP; gross

domestic product, INF; inflation, FIN; financing, LHHI; log of nd , C 3;Sconcentration ratio of largest 3 assets size, * indicates significant

at 5% level. (‘)Y'\j J,' §



4.4 Significant Results of M&As of Banks

Table 4.3 to Table 4.8 report the significant results of M&As fo ISVWTC and
conventional banks while Table 4.9 to Table 4.14 show significant res I%M&As for
banking sectors. The results are estimated by applying POLS and .eﬁhniques (i.e.,
fixed and random effects). Notably, Table 4.3 to Table 4.8 answer@vquestion 1 while
Table 4.9 to Table 4.14 answer research question 2. Y'

Operational performance based on the measure f retu Ln ets (ROA) is
discussed while return on equity (ROE) and net interest. margin (NIM ri r(;@)Ee‘d in the
Appendix Table A1.10 and Table Al1.11 respectiv 0 avoid ‘rep itio&)% results and

discussions since the effects of ROE & N%Z co

Moreover, the robustness of the results i gﬂ?wecked

\t/vith a&asults of ROA.

or@‘hroughout Appendix
Table of A1.11 to Table A1.19. c

The flow of the analysis.e/vith'fhe of (f}{é?M&As and post M&As of

Islamic banks and convention ﬁa A[ e proc‘:@he comparison with coefficient

(looking at p-value) of p s of I'§

banks. Accordingly,&%&wiso@M&A Islamic bank with the post M&As of
st hut

&
conventional bankSsLa ﬁ? st, a @mary of the findings is given after each
¢
’

analysis. 6 , V): {g\\b
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4.4.1 Part-A Results and Discussions of Operational Performance (ROA) of Pre
M&As & Post M&As for Islamic and conventional banks \q

Answer to the Research Question 1: Do factors (bank size, intermediary:&&@and modes
M

of financing) associated with five years pre M&As & five years po§e s of the bank
a

have an impact on the operational performance and stability for&@ nd conventional

banks? Y'

Table 4.3 shows operational performance (RO pr -M@ile Table 4.4

implies of operational performance (ROA) of post- s for Islami ard’@)&éntional
A
selegted

banks. Based on the Hausman test, fixed affects is 2 &

Table 4.3 reports the operational perfo% (R re Méé%\{or Islamic and
conventional banks. R-squared (within) @f pre- for 8%0 and conventional
banks are 0.143 and 0.512 respectiv&)l i \fha? th @‘iance of the operational
performance (ROA) of the Islamin% nks i \plained by the explanatory

&
variables. Generally, a higher@ @ for the model.

4.4.1.1 Effects of th I Var|ab he. sizes, intermediary roles & modes of

icpanKs by©:538 units that is statistically significant at 1% level.
N

Put sirw\, each increment ofl(:anit in the total assets of the Islamic banks would reduce

RO%.S% units. On the other hand, from at the coefficient for the same period, the

@shows a positive impact on the ROA of conventional banks. Specifically, for each

increment of 1 unit in the BSTA of the conventional banks that would increase ROA by
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0.187 units is statistically significant at 1% level. This finding is in line with the resource

dependency theory, which said that resources have a significant irnﬁkg on the

organization's outcome. So far saying that the findings are consistenci &\‘@Dickerson,

Gibson, & Tsakalotos (1997), firm size is an essential determinant of profitability.

Intermediary roles (financial and non-financial) play a
M&As of the Islamic and conventional banks. From the co ﬁiwﬁnd p-value so far, the

findings imply that the intermediary roles greatly i e RO 'oft Islamic and

e
conventional banks. Financial intermediary roles %womed y r)omj;e)sfzaf scale

(Escale) measured by the cost to income and econom fscope Escope) mgasured by the

loan to deposit ratio. However, the non-fin nc te m roltiég%?romed by non-
interest expenses to non-interest income\o) O

The coefficient of Escale is negati er ass |t OA of the Islamic and
conventional banks. Indicatingt ery -un narea{(/ ecreases) in the Escale that
would reduce (increase) RO e I IC g*}o 013 units that is statistically
significant at 10% level %I er Is a Ha same impact on the conventional

banks. Meaning thatf r 1 u[ut se to ale that reduce ROA by 0.057 units that
is significant at w/e Esc ?WS(‘) e atlve |mpact on the ROA of Islamic and
conventlonal s which is count rfnt@uve For every 1 unit increase to the Escope that
tend to re t RO Plzsla and conventional banks by 0.012 units and 0.660
unlts e statistically agﬁ&ant at 10% and 1% respectively. The finding is the
op f the findings of Ibrahim & Rizvi (2018) who said that economies of scope

\

(deposit growth and financing growth) are positively associated with the bank's
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performance. The main functions of banks are taking deposits and giving loans; hence,
interest spread is the main source of earnings. q
The non-financial intermediary role (NFIR) is positively assomate he ROA of

the Islamic and conventional banks. Looking at the findings, as the NFIR is ncreased by 1

unit the ROA of Islamic and conventional banks is increased/de y 0.023 units and
0.012 units for banks that are significant at 1% and 5% level ctlvely This study’s’
findings are in line with the efficiency theory and financialintermedi r!/ ry. Efficiency

theory states that the main reason for M&As is to %e better per Tang_g)&?hlle the

theory of financial intermediation implies that perjo ance deqzends on the

intermediary activities of banks. \X\T
Modes of financing (cash or stock there is no concern

about modes of financing in pre- M&

the post M&As scenario. T
\ So
X~ ] Sl
4.4.1.2 Effects of the C% arlaty S

&
Variable We MFL (-/
Besides foc rla I s, y us ntrol variables as well. This includes bank-
5
specific varla ed ri (C apltallzatlon (CAP), and liquidity (LIDY) and

macro-ec arlab‘ﬁes m@ly s domestics products (GDP) and inflation (INF).
There A reviewed and dls?g%ed accordingly.

%er inspection of the results (see Table 4.3) shows CR and CAP significantly
0 on the M&As outcomes for Islamic and conventional banks. From the coefficient

and p values, the pre M&As period with regards to ROA, LIDY is not statistically
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significant in explaining the changes in ROA. CR shows negative and CAP shows positive
impact on the ROA of Islamic and conventional banks. As findings indica@ery 1
unit increases to the CR that would reduce the ROA of the Islamic and ¢ Monal banks
by 0.065 units and 0.117 units that is statistically significant at 1% % respectively.
This implies that conventional banks are more sensitive compare@ic banks.

In contrast, financing of the conventional banks does otWﬁny Shariah screening

process, their proportion of risk is also high. CAP sho itive iw the ROA of

Islamic and conventional banks. As the CAP increas 1 unit, fit wi ir}cré'?'sggﬁle ROA
0

_ \°
.00 its/that ac(estatlstlcally

\ NV
istent wi iaconu & Oanea

acté@ir performance.

@ables also significantly

N,
impact the ROA of Islamic and ch%onalﬁank W&Q&? the coefficient of the GDP

is positive for the Islamic ban%\ts stT cally significant in explaining the changes in
itive

ROA. Since the coefﬁcie% itive, |

&
of banks. Another n&@onm’ic\able inflation (INF) indicates negative impact on
dc

&/
the ROA of Islam'!(ﬁk &
level of inflatiefythat'would reduce RO Islamic and conventional banks by 0.236 units

nks(t:b‘is means that for every 1 unit increase to the
: ;9'1?
and 0.03 <6§/for bgFl dt are:(-sgnificant at 10% and 5% levels. The finding is

of Islamic and conventional banks by 0.067 units

significant at 1% and 10% respectively. The fjnding ar

(2015) who stated that banks’ internal d@m grea

Finally, according to the fin macr (%l

has Br‘obablity to positively impact the M&As

)
Amene & Alemu~2019) who opined that inflation negatively impacts on

consis&K
S%I performance.
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Table 4.3: Significant Results of Operational Performance (R?&Zf Pre-M&As

Islamic banks (IBs)

— J Conventional banks (CBs)

POLS FE RE LS FE RE
BSTA -0.363*** -0.538*** -0.363*** 87** 0.187** 0.187**
0.000 0.000 0.000 -0.016 -0.015 -0.015
Escale -0.042* -0.013*** -0.042* \/-0.089*** -0.057*** -0.089***
-0.101 -0.005 -0.107 Y* 0.000 0.000 0.000
Escope -0.0568 -0.012* -0.05 '-0.440*** -0.660*** -0.440%**
-0.721 -0.074 -0. 0.000 -0.001 0.000
NFIR 0.073*** 0.023*** 0.074 .Q24Y_ 0.012** -0.024
-0.002 -0.009 J)8‘1_:4§\ -0.013 -0.814
LIDY 0.005 -0.005 .068 -0.029 0.019
-0.490 -0.161 07997 0.500 0.287
CR 0.042** -0.065*** 84** -0.117** 0.084**
-0.047 -0.002 .%0.0Sl -0.015 -0.030
CAP -0.038*** 0.067*** <, 0.048*** 0.006* 0.048***
-0.007 0.000 -0.051 0.000
GDP 16.590*** -0.039 -0.009 -0.039
0.000 -0.476 -0.474 -0.475
INF -0.069 -0.063*** -0.033** -0.063***
-0.655 -0.001 -0.020 -0.001
_cons -13.380*** 1.298* 0.948 1.298*
0.000 -0.071 -0.552 -0.070
Chow test: POLS vs FE 0.004 0.000
LIM test: POLS vs RE 1.000 1.000
Hausman test:FE vs RE 0.000 & 0.000
R-sq 0.520 0.578
R-sq within (} 00 }' &7 0.084 0.512 0.372
R-sq between / . @ 0.499 0.195 0.798
R-sq overall Q- p J 4§ 0.186 0.306 0.577
N % F10%- 101 200 200 200
p-values in parentheses : r.,'}/
*p<0.1 ** p<0.05,***p<0.01 o N |

NOTES: samples consist of 24 ban
banks (IB), Conventional banks (

equity to total assets (CAP), gro

wng 10 Islamic banks and 14 conventional banks from 6 countries, a year from Q1 2004 to Q4 2020. Islamic
cost to income (Scale), loan to deposi

o

& post; all data set, Pre; 5 years before M&As deal, Post; 5 years after M&A, bank size total assets (BSTA),
scope), non-interest cost to non-interest income (NFIR), liquidity (LIDY), loan loss reserve to gross loan (CR),
estic product (GDP), inflation (INF), financing (cash or stock)(FIN).



4413 Effects of Focal Variables (i.e., bank sizes, intermediary roles & modes of

financing) in Post M&As \q

In the post-M&As scenario (see Table 4.4), the R-squared (within) S‘@Jperational
performance (ROA) of Islamic banks is 0.367 which means the lgiA variance that is

explained by the explanatory variables. On the other hand, the RQQ]} nventional banks

it is 0.838 and is more significantly compared to the Islamij b%.'rhis value shows that

the explanatory variables well explain ROA of conventi anks. Jner y, a higher R-
squared implies a better fit for the model. ' .c§
S
Bank size (BSTA) shows significant impacty,on the S ofz-lslamic and

~
a\cfated ithythe ROA of the

S, \@Sh means that 1 unit

|’9<banks by 0.765 which is

conventional banks. More specifically, BST% ive
Islamic banks shows opposite impact (B@antiona
increases to BSTA that would incre@se_the R Wa

N
statistically significant at 1% leve i dinﬁ‘ iSs Qrte&dé;'PDickerson et al. (1997) who
said that post-acquisition pe@lce F'%ZE@ by the size of the acquirer.

) # | Pb ) ) )
Furthermore, Ibrahim & Rizvi (2017) and B t‘p e (2006) who opined bigger Islamic
J __\: (44/

banks are required to increase performance and enhance financial stability. Comparatively,
L |

v ~
&)
ROA of the conv {}b nks™i ced .519 when BSTA increase by for every 1
NG % (‘)@0 y for every
unit which is w t a;yv . No&ced that, for both banks ROA is greatly impacted
by the ba %’ A

ompare the pre=M&As period. Therefore, based on the findings, it is
N
concl the results are inh\%@ with the resource dependency theory as the it implies

tha%ces have a significant impact on the outcome of the organization.

ntermediary roles (financial and non-financial) significantly impact the operational

performance of post-M&As. Financial intermediary role namely economies of scale
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(Escale) positively impact the ROA of Islamic banks. Particularly, for every 1-unit increase
(decreases) in Escale that would tend to increase (decrease) ROA of Islamic %W0.0%
units at 1% significant level. On the other hand, for every 1 unit incre %BSTA that
would tend to reduce the ROA of the conventional banks by 0.014 g&% significant
level. The results are consistent with Vernanda & Widyarti (2&6\;3: mentioned that
economies of scale lower costs through expansion of o raWactivities. Similarly,
Escope indicates positive impact for the ROA of Islami nks b t'are t statistically
significant on the conventional banks. Vernanda & Widyarti (2016) sr ﬁac)ft'ﬁe same
results stating that economies scope positively impacts,on the perfor anci?-f-\the banks.

Intuitively it is known that in post-M&As, ;am' havsé&gatter position in

terms of expanding their operation throu\q@cing ast opéﬁan to deposit) shows

a positive coefficient. This finding imﬂiei that fgy?u t /'Q\srease to Escope that tend
N

to increase the ROA of Islamic ba%o.ooﬁ unitsat; 5% ificant level. Hence, banks

&
should consider expansion to Jintegra pogahl resources, reduce duplicate

. . | !a : .
operations, reduce pro erational and_n perational cost, and boost their

‘&
performance. Non-fi M inte'm\ry roleé-dys a negative role in the operational
’ 4

performance for w C1-
@
ic @ conventional banks by 0.316 units and 0.003

reduce (incre@ 0:?
units at 10%"and %Ievgl, p&:tiveté\l\/lat Nor, & Mohd-Said (2010) showed that bank’s
r

i qreas@decreases) to the NFIR that would tend to

o)
focused, 0 e intermediary a&mties to scale up their operation and minimize the cost
aﬁ%s. The results are in line with the theory of financial intermediation. Whereas

he theory of financial intermediation implies, the bank works as an intermediary in
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facilitating deposits and financing. At the same time, its intermediary roles (financial and
non-financial) affect the organization's performance. Y.

The Modes of financing (FIN) variable is also one of the factorsi e variables
was omitted as the study uses the fixed effects static model. In the_fixed-effects model
dummy variable is omitted since categorical variables do not varw@ ime and then Stata
omits dummy for fixed effects. However, in the POLS model, We?ults shows that FIN is

positive for Islamic banks but negative in conventi ba ksn\ae statistically
e

significant at 10% and 1% level. c§‘
From the results, it concludes that cash financi mpac the ROA o ‘ﬁamlc banks

\/
contrasts to stock financing. The results are consistent ckersénfﬁ al., 1997) and

Bertrand & Betschinger (2012) who @d that nar@fq method positively

impacts performance. Inversely the Rﬁsf convﬁ\(}n@! WD ;‘\Was negatively affected by
N

0.152 units more compared to sto%rcm& Kwenda, Oyetade, & Dobreva (2017) said
~ ~NJ W

that in post-M&As, acquirers’ performance is also 1nﬂuenced by modes of financing. The

finding is opposite of S%s al. (} M‘hé ﬂﬁd that returns to acquirers are not

affected by the meth flnanclng As de%&' Accordingly, Dogru et al. (2020) said

that the acqulrer r a ce 1 er due(}the higher free cash flow. Furthermore, the

finding is op ite f t ash @aw hypothesis which mentioned that M&As

performa: r due:t onﬂ:@-t between managers and shareholders in choosing

N
M&AS,S y. Lang, Stulz,\é?Walkling (1991) observed that the free cash flow
h p05|ts that cash flow increases the agency costs of firms with poor investment

portunities.
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4414 Effects of the Control Variables (i.e., Bank-specific and Macroeconomic

Variables) in Post M&As \q

As mentioned earlier, this study uses several control variables as ‘.‘@se include
uidit

bank-specific variables; credit risk (CR), capitalization (CAP), (LIDY) and

macro-economic variables; gross domestic products (GDP), and i (INF).

As shown in Table 4.4, the finding implies that CR and Cwﬂgnificantly impact on
the post M&As outcomes in Islamic and conventional ilewoes not show
statistically significant in explaining the changes OA. Since the 'vareﬁﬁ is not

statistically significant, we cannot explain that variable,sayingsLIDY/has eﬁiects on ROA.
Y/

CR shows negative while CAP shows po itivezmp@%

e R~3§R~of Islamic and
conventional banks. As findings indica %er

reaﬁm the CR that would

reduce the ROA of the Islamic and com\stional )@units and 0.032 units that
N,

is statistically significant at 5%, reée :

with Boloupremo & Ogege (2 mo S isk had a minimal and negative

impact on performance %?p.itali‘;ltio a‘p&@idity are positively related to the

performance. Based 'Qgﬁndir'gs,\rmplies conventional banks are less sensitive
K

compared to Isla i&b@ Alt ir(rlg&t is negative for both banks but significantly
@
’

greater (0.178@ rIslami

is gongt ugﬁ Sh@ screening and hance, they are also more sensitive

ared to conventional banks. Since financing of

%

the Islami
AN 2
to ris hows positive im on the ROA of M&As of Islamic and conventional
banks: every 1 unit increases to the CAP that would increase the ROA of Islamic and
@ﬂtional banks by 0.133 units and 0.0802 units that are statistically significant at 10%

and 5%, respectively.
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Finally, as the findings imply, macro-economic conditions have more significant
impact on M&As activities. A positive economic environment is needed fOS\Rc;men of

the operation of the banks. GDP and INF indicate statistically significir(‘ﬂ@wct on the
ROA of the Islamic and conventional banks. Although the coeffli':ent of GDP is not

significant in the pre-M&As period, in post M&As, it has positivm . For every 1 unit
increase in the level of GDP, that would increase the RO oWwic and conventional
banks by 5.037 and 0.393 units at a 5% and 1% signifi el, respectively. The finding
is further supported by Dang (2016) and Wang (2 who sugges iha'tc;()‘l‘ﬁP has a
positive and significant impact on encouraging M& tivitigs. Anather mg?o-economic
variable namely INF indicates negative imp% he % \oflslarpsg\ﬁa conventional

banks. Meaning that 1 unit increase to t T INF redCSe&ROA of Islamic and

conventional banks by 3.984 units @8376 \A(Iﬁch 'ﬁignificant at 5% and 1%

N
significant level. ‘% 0 “ é}c?
The finding is consist N! AINI@(ZO&) who opined that GDP
positively and inflation n%t imp

on [ral‘fa'al performance. Accordingly, Choi

£

& Jeon (2011) point&g‘hat thf \econoée’environment plays an important role in

&

determining the tr N,&f ggreg rger(;@ity. After discussing the findings, it can be

@
% ’

concluded tha@ ici;?\e y s@ports the findings. According to the efficiency
theory, M a planr{e ddvould-be executed if there are advantaged by merging the

o)
unit. Adter As, banks genera‘thetter performance, as seen in the descriptive statistics
T%, while regression results support those results. If we look at the coefficient of

achvariable, most them are increased compared to pre-M&As. Therefore, it concludes
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that the positive impact of M&As is supported the coefficient of each variable in post

M&A:s.
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Table 4.4: Significant Results of Operational Performance (R?N\ Post-M&As

Islamic banks (IBs) — J  Conventional banks (CBs)
POLS FE RE POLS FE RE
BSTA 0.764*** 0.765*** 0.764** -0.366%*** -0.519%*** -0.366***
-0.001 0.000 0.000 0.000 0.000 0.000
Escale 0.035%*** 0.035%*** 0.035&# -0.027%** -0.014** -0.027%**
-0.001 0.000 W 0.000 -0.012 0.000
Escope 0.007 0.006** 6 j -0.008** -0.025 -0.008**
-0.237 -0.020 0.23 -0.014 -0.130 -0.013
NFIR -0.315* -0.316* 3 5%\d,-o.oo4*** -0.003*** -0.004***
-0.098 -0.085 -0.090 I 000 0.000 0.000
LIDY -0.011 -0.010 -0.011 .fo'?oos*** 0.001 -0.003***
-0.854 -0.8 0.85 ¥~ -0.001 -0.414 -0.001
CR 0.210 -0.210 YB’ 0.074*** -0.032%* -0.074%**
-0.149 .é\ -0.001 -0.035 -0.001
CAP 0.132* 0.003 0.080** 0.003
-0.095 -0.834 -0.026 -0.834
GDP 5.028*** . 0.067* 0.393* 0.067*
0.000 -0.094 -0.076 -0.092
INF 4.016* % -0.194%** -0.376*** -0.194%**
—0.062\ -0.005 0.000 -0.004
FIN 0.658* -0.152* 0.000 -0.152**
(;%' -0.052 () -0.050
_cons % -32.970%*** 5.024*** 6.706*** 5.024***
. 0.0 0.000 0.000 0.000
Chow test: POLS vs FE Qoow 0.000
LIM test: POLS vs RE 1.0 1.000
Hausman test: FE vs RE \ 0 0% 0.000
R-sq c’) 4803 0.856
R-sq within Q- | 4 $ 0.3673 0.0369 0.8377 0.7728
R-sq between % d ' o 0.283 0.967 0.4822 0.935
R-sq overall : r.,'}/ 0.2325 0.8027 0.605 0.8535
N 52 N 52 52 149 149 149

p-values in parentheses (*p<0.1 **

=}

NOTES: samples consist of 24 b
banks (IB), Conventional banks, (
cost to income (Scale), loan to

equity to total assets (CAP), gross domestic product (GDP), inflation (INF), financing (cash or stock) (FIN)

ding 10 Islamic banks and 14 conventional banks from 6 countries, a year from Q1 2004 to Q4 2020. Islamic
e & post; all data set, Pre; 5 years before M&As deal, Post; 5 years after M&A, bank size total assets (BSTA),
it' (Escope), non-interest cost to non-interest income (NFIR), liquidity (LIDY), loan loss reserve to gross loan (CR),



4.4.15 Summary of The Findings

Table 4.5 shows a summary of the findings of operational performanc@)f pre

and post M&As. In pre-M&As scenario, there is no significant diﬁerenci gﬂ@en Islamic

and conventional banks since sign of the coefficient is similar. On the other hand, in post
M&As scenario, the findings show there is a significant difference of operational
performance for Islamic and conventional banks. More Spw, bank size implies

significant impact on the M&As of Islamic and conventi an ' size (BSTA)

shows statistically significant and negative impact $peraﬂ nal per rn&q e during

riod, the‘op atlonaé-performance
of conventional banks is positively |mpacted y bapk sg\e.

\resul.é@opposne to the
post M&As. Bank size shows positive @r Islami

ks éﬂ. negative impact for
conventional banks. Therefore, the r S supp Tes rehshypothesis 1; there is a

pre-M&As of Islamic banks. In contrast, for the sam

N
significant impact of bank size 0 |onaq per anc@r Islamic and conventional
banks.

Intermediary roles %l

M&As. Financial inte jary ro’e mies és&ale and scope implies negative impact

on the operatlona! fo nce i os(}I&As of Islamic banks. Accordingly, non-

rol;?w he pésrt ve impact on the operational performance of
0

QD
5
o @

n-fi @%&leo show significant impact on the

financial mte
pre-M& mic an riflenttqﬂal banks. In contrast, in post M&As it shows a
negatn%ct for both Islam*tgrf d conventional banks. The results of the study are

port the research hypothesis 2, whereby; there is a significant impact of the
intermediary role of the bank (financial and non-financial intermediary role) on operational

performance for Islamic and conventional banks.
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Modes of financing (cash) show comparatively better impact on operational
performance than stock financing for Islamic and conventional banks. There@ result
support research hypothesis 3; there is a significant impact of mod@ancing on
operational performance and stability for Islamic and conventional banks.

Control variables, namely bank-specific variables (liquidityy credit risk and
capitalization) states significantly impact the operationa p%ance of Islamic and
conventional banks. Specifically, liquidity states vely i Jct operational
performance except post M&As of conventional banks. accordingly, reidit’ ai)s?’implies
positive impact while capitalization implies ﬁ impact Jon i}l\%\operational

cludes g@ﬁppons research

va@ﬂes (i.e., credit risk,

4’5/7“

banks.

Macro-economic variab%P 1 ation) @flicted significantly impact the
stability of Islamic and % nal E)'DKS}PEQ%WS positive while inflation imply

negative impact on t&qﬁstabi’ ity.
significant impaE
performance fefislamic a

c ionAlLbanks.
A

aCro-e
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Table 4.5: Summary of Findings of Operational Performance (ROA) In Pre And Po ms For Islamic And Conventional

Banks A
Islamic banks (1Bs) - Conventional banks (CBs)
Variables Theory Pre M&As Post M&As WV Pre M&As Post M&As
Relationship  Significant Relationship _Significant_Relationship _Significant Relationship Significant
Resource dependency b 4
BSTA theory negative significant positive sig (R‘? positive significant negative significant
Efficiency theory and
the role of financial '\d-
Escale intermediation negative significant positive éj@ificaft Tegégxfe significant negative significant
Efficiency theory and -
the role of financial 4 \)Y'
Escope intermediation negative significant positive Y.s' aificant negative significant negative significant
Efficiency theory and é\
the role of financial
NFIR intermediation positive significant iCiIQ positive significant negative significant
Free cash flow - AL
FIN hypothesis - - i ‘Signifi - - negative significant
\ ﬁj t not not
LIDY positive significa negativ ?ificant negative significant positive significant
CR negative signifi anR neg ive | 0 gnificant negative significant positive significant
CAP positive signi% Q g (f}’ significant positive significant negative significant
t
GDP positive significan | siti\@ significant positive significant positive significant
INF negative nggl cant~~positive significant positive significant negative significant



4.4.2 Part-B Results and Discussions of Stability (Zscore) of Pre-M&As & Post
M&As for Islamic and conventional banks \Y.
Table 4.6 displays stability results of pre-M&As. In pre-M&AsS, &@d (within)
of the stability (Zscore) of Islamic and conventional banks a 0.8 and 0.988,
respectively, this implies that the explanatory variables explain4he variance of the bank

stability. Generally, a higher R-squared implies a better fit for t del

of financing) in Pre M&As

4421 Effects of Focal Variables (i.e., bank si mterm:?\c% é;ﬁodes

In the pre-M&As scenario (see Table 4.6), &il TA){bBVvs a significant
and positive impact on the relatlonshl ébrlrty of Islamic and

conventional banks. The bigger in b@jlze % -Bank stability, and higher

stability shows the lower probab insol{) shqr(ﬂ 1 unit increases to BSTA
that would increase Zscore 0% ln%go@anks by 4.517 units and 0.386
units that are statlstlcally% t % a {%)‘Qel respectively. The findings are in

line with the finding &Parousrl (1995) who stated that M&As lead to diversifications

od L
which increase the bar& stablllty Furthermore Tan, & Hooy (2004) said that mergers bring
@
.’
stability for banks \(J
Inte roles |alvqn non-financial) show significant impact on the
stablll e Islamic and co?lt@ntlonal banks. Financial intermediary roles, namely

of scale (Escale)and economies of scope (Escope), negatively impact the
@y of Islamic and conventional banks. 1-unit increases (decreases) to Escale that

would tend to reduce Zscore of the Islamic and conventional banks by 0.138 units and 0.012
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units that is statistically significant at 1% level. Similarly, Escope show the negative impact
on the Zscore for both banks. 1 unit increases to the Escope that would @duce

Zscore of Islamic and conventional banks by 0.020 units and 1.3 9@ which is
dlaK/

statistically significant at 5% and 1% levels. The non-financial inte;ee iary role (NFIR)

does not significantly impact the Zscore of Islamic banks, % e Zscore of the
conventional banks tends to increase. Meaning that 1 uni inc?& to NFIR that would

increase the Zscore of the conventional banks by 0.025 units'that is Wt at 5% level.

4.4.2.2 Effects of the Control Variables (Ban @flc Jnn croen@ﬂomlc
NV

v

ria significantly impact

Variables) in Pre M&As \,

Based on the findings, it is show gf@nk-spe ifi
,’fq\qw ity (LIDY) implies a

the stability of Islamic and convent m)bank \s&fﬁal
N

significant effect on the Zscore o%c baﬂks, ile thexZscore of conventional banks
\u &
eases

does not show any effect. For e% niT to @I DY that would tend to increase
the Zscore of Islamic ban% 4 un‘ig ;vj@fs(i@mcant at 1% level. The findings of
Ibrahim & Rizvi (20 lied tpa\’ne ication, higher liquidity and lower risk

& .
lead to better fm%; h a Yen&%}Vhlle CR does not show any impact on the
Zscore of Isla S, 2 Wnits s impact on the Zscore of conventional banks
Djws {s\tlve implications for both banks. Implying that 1

at 5% 5|g:: level.
unit i o CAP would mcr@g&?e the Zscore of the Islamic and conventional banks by

_,
=
<

0. % and 2.053 units that is statistically significant at 1% level. The findings are
@ent with Marembo (2012), who said that adequate capitals help lessen the chance

that banks will become insolvent if sudden shocks occur, ensuring financial sector stability.
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Furthermore, bank internal determinants have significant impact on the bank stability

(Diaconu, & Oanea, 2015). According to the findings, it is observed that m&Womic

variables; GDP and inflation (INF) show negative impact on the stability %slamic and

conventional banks. 1 unit increase at GDP that tends to reduce the Z ﬁslamic banks

by 12.31 units at the significant level of 10%. The finding is inc@ith Diaconu, &

Oanea (2014) who implied that GDP positively associate ww M&A. Accordingly,
0.

INF inflicts an impact on the Zscore of both banks by urits n!i units which

are significant at 1% and 5% levels. Therefore, it Shows that jthe 30 or?ltc)XBndition
_ A
C

negatively impacts pre-M&As. These findings are stent with (Criste, & Lupu, 2014)
v N

who stated that there is a trade-off between inflation and financial stability. While Karim

N ) <
et al. (2016) implied that bank stability i\&@ected acréﬁonomic variables.
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Table 4.6: Significant Results of Bank Stability (Z-score) (GKQE-M&AS

Islamic banks (1Bs)

— J Conventional banks (CBs)

POLS FE RE FE RE
BSTA 4 517%** 4 517%** 4 517%** aad 0.386** 0.386**
0.000 0.000 0.000 .016 -0.015 -0.015
Escale -0.138*** -0.138*** -0.138*** \0.02*** -0.010*** -0.020***
0.000 0.000 0.000 Y‘ 0.000 0.000 0.000
Escope -0.020** -0.020** -0.020 -0.910*** -1.360*** -0.91***
-0.025 -0.023 -0.12 0.0 -0.001 0.000
NFIR -0.092 -0.092 -0.092 '\&& 0.025** -0.049
-0.491 -0.490 -0.4 .314 \T -0.013 -0.814
LIDY 0.024*** 0.024*** 0. * ; Ogb -0.044 -0.089
-0.005 -0.005 -0.0 P4 0.527~ 0.220 0.950
CR 0.137 -0.137 g 0.1%2:‘** -0.242%* 0.174**
-0.413 -0.411 -0"411 {) 31 -0.015 -0.030
CAP 0.905*** 0.905*** ) X £2.163*** 2.053*** 2.163***
0.000 0.000 \ 0.000 (" 0.000 0.000 0.000
GDP -12.310* -12.310* - OT A, -0.081 -0.0185 -0.0815
-0.101 -0.098 c’) @ N -0.476 -0.474 -0.475
INF -1.816** -1.816%** 0-1.8167** Q(:-) -0.13%** -0.068** -0.130***
-0.031 —0.0&9\ -00009 & -0.001 -0.020 -0.001
_cons -0.830 - 0.83 2.681* 1.957 2.681*
-0.920 ,—8%' ’ 3 ,-o.§ -0.071 -0.552 -0.070
Chow test: POLS vs FE  0.000 \f)' "0'/ Pl 0.000
LIM test: POLS vs RE  1.000 v 1.000
Hausman test: FE vs RE  0.000 ‘\ Q ~ 0.000
R-sq 0.787 N 0.995
R-sg within (} 0.82 ;' (.-)(J 0.795 0.988 0.986
R-sq between / 0. @ 0.822 0.990 0.997
R-sq overall Q- p VE? $ 0.787 0.994 0.990
N 1 36 o 136 200 200 200
p-values in parentheses i" cﬁ}/
*p<0.1 ** p<0.05, ***p<0.01 o N
NOTES: samples consist of 24 banks i ing 10 Islamic banks and 14 conventional banks from 6 countries, a year from Q1 2004 to Q4 2020. Islamic
& post; all data set, Pre; 5 years before M&As deal, Post; 5 years after M&A, bank size total assets (BSTA),

banks (IB), Conventional banks (
cost to income (Scale), loan to deposit,(Escope), non-interest cost to non-interest income (NFIR), liquidity (LIDY), loan loss reserve to gross loan (CR),
equity to total assets (CAP), gro estic product (GDP), inflation (INF)



4.4.2.3 Effects of Focal VVariables (i.e., bank sizes, intermediary roles & modes of
financing) in Post M&As \q

In the post-M&As scenario (see Table 4.7), the R-squared (withi ;ﬂ)slamic and

conventional banks' stability (Zscore) are 0.817 and 0.957, respectively. Meaning that the

explanatory variables explain the variance of bank stability. Gen% higher R-squared

implies a better fit for the model. Y'

Bank size (BSTA) implies shows significant i n the@ship between

=

M&As and Zscore. Although the coefficient (0.051)naf bank size fi I'sla. ic{banks is
g hanggs ih Zs€ore. \Q‘hereas BSTA

positive but not statistically significant in explainin
\ N
positively impacts the Zscore of the conventional nk%\ ich~is stal Yfally significant.

Meaning that 1 unit increase to BSTA@ncreas Zsgeté by 3.494 units at a

significant 5% level. Higher bank sta@i%leads gpr @{ity of bank insolvency.
N
Intermediary role (financi% shofis signi 'ca% pact on the stability of the

Islamic and conventional ban%ed 1 e din§ unit increase to Escope would
reduce the strength of I% d co‘g enti n‘gl Uahs by 0.050 units and 0.090 units,

&
respectively, which is Nicant'at\level. paratively, the impact is more by 0.04
o . &
units in conventlo%a
the changes w@ :

n SsC q NF@re not statistically significant in explaining
1

s.E
[73°¢

Oth ws namelyffodes Q- inancing (FIN) are also used as the factors. The
)

variab& mitted since the shg'c?y select fixed effects static model. In the fixed effects
mo%nmy variable is omitted since categorical variables do not vary with time and
h

en Stata omits dummy for fixed effects. However, results from the POLS model, show

that FIN are positive and statistically significant at 10% level. The results conclude that
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cash financing impacts the Zscore of Islamic banks compared to stock financing. Inversely

the stability of conventional banks was positively impacted by 1.699 units n{%mpared

to stock financing. : c)

4424 Effects of the Control Variables (i.e., Bank-specifiqmd/z;acroeconomic

Variables) in Post M&As Y'
Looking at the findings, 1 unit increase to liquidit Y) wo Io' increase the Zscore
of Islamic and conventional banks by 0.057 units and,0.009 u t;\'(ﬁt‘s’ﬁiﬁsﬁcally
significant at 5% and 10% levels. Likely, 1 unit inc s to we\vﬁa}t\/@m increase

the Zscore of both banks by 0.044 units and % its \s signg&t at 5% and 1%
level. Significantly the impact is more@onven i ban6<Having mergers and

acquisitions, banks can integrate capi@l%hich S %i i
\
impact on the bank stability. Thefineings ard'consist tv{?Marembo (2012), who said

that adequate capitals help Ie?ble c[ e that b becoming insolvent if sudden
shocks occur, ensuring f% secto‘; t

N &
significance in epr7 the |:ha in sé\"fity. Macroeconomic variable (GDP)
ct is

fé\d statistically significant

abi |t‘;(l E&Iy, CR does not show statistically

ZsC
’

indicates positive i i i(r:)@ing that a good and favourable economy is

s
fundamental crying nbid]r usi development. The findings show that 1 unit
end to

increase t:%DP W(‘)'U

\-'(w{,\rease the Zscore of the Islamic and conventional
N
1 units and 2.196 "units respectively, which is significant at 10% and 1%

Ie\%ﬂultaneously, INF does not show any significant impact on the Zscore of both
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Table 4.7: Significant Results of Bank Stability (Z-score) Rgt-M&As

Islamic banks (IBs) - Conventional banks (CBs)
POLS FE RE POLS FE RE
BSTA -0.072** 0.051 -0.072%% e  2.806*** 3.494** 2.853***
-0.034 -0.126 -0. 9Y 0.000 -0.015 0.000
Escale 0.013 -0.012 o.c()%\l 0.005 0.005 0.004
-0.411 -0.318 - -0.900 -0.943 -0.895
Escope 0.067 -0.05%*** -0.109*** -0.090*** -0.108***
-0.938 -0.002 0.000 0.000 0.000
NFIR 0.155*** 0.0575 , 0.0157 0.009 0.015
0.000 -0.150 I 110 -0.531 -0.109
LIDY 0.034 0.057** -1?)'?036*** 0.009* 0.0365***
-0.971 -0.0 ¥~ 0.000 -0.078 0.000
CR 0.085*** -o.og&' [~ -0.081 0.033 -0.064
0.000 -w& [ -0.678 -0.875 -0.739
CAP 0.032** % 1.157%** 1.937%** 1.146%**
-0.013 \Qg 7 0.000 -0.001 0.000
GDP 0.559*** 0.031_ -0.531 2.196*** -0.540
0.000 c’)o.o ' -0.123 -0.002 -0.115
INF 0.226 0.246 1.095* 1.789 1.095*
-0.509\ %} -0.061 -0.196 -0.059
FIN 0.324%%* : 2.023*** 0.000 2.004***
0 Lj S -0.003 0 -0.003
_cons -2% s 0 %d -2.228*** -19.030%*** -33.460** -19.510%**
,-0.008 . U0.569% -0.007 0.000 -0.036 0.000
Chow test: POLS vs FE  0.000 /Qsooo I\? ~ 0.000
LIM test: POLS vs RE  1.000 .00 & 1.000
Hausman test: FE vs RE  0.000 \ . 1 (,.,(J 0.000 0.000
R-sq 0.90 s 0.95
R-sq within Q’ “Dj $0.8168 0.5306 0.9571 0.9402
R-sq between % ' o 0.166 0.8893 0.803 0.947
R-sq overall : r.,'}/ 0.1356 0.9 0.8965 0.9483
N 64 64 64 149 149 149
p-values in parentheses, *p<0.1 ** p ***p<0.01

NOTES: samples consist of 24 b ding 10 Islamic banks and 14 conventional banks from 6 countries, a year from Q1 2004 to Q4 2020. Islamic
banks (IB), Conventional banks, ( e & post; all data set, Pre; 5 years before M&As deal, Post; 5 years after M&A, bank size total assets (BSTA),
cost to income (Scale), loan to it' (Escope), non-interest cost to non-interest income (NFIR), liquidity (LIDY), loan loss reserve to gross loan (CR),

equity to total assets (CAP), gross domestic product (GDP), inflation (INF), financing (cash or stock) (FIN)



4.4.2.5 Summary of The Findings

Table 4.8 shows the summary of findings for stability (Zscore) of pre aq{ M&A:S.
There is no significant difference of stability in pre and post M&A ﬁf}lamic and
conventional banks as the sign of the coefficient is same for Isla '%conventional
banks. Generally, bank size (total assets) posits positive impact Qgt\j’k;ility of Islamic
and conventional banks in both pre-M&As and post M&A SCWS supporting research

hypothesis 1; there is a significant impact of bank si n staml\ya Islamic and

L

conventional banks. \
| O
Financial intermediary roles (economies of s & scope) gatrv%y impact the
N

ost Q&s respectively.

pa&tﬁ‘therefore supporting

stability of Islamic and conventional banks j prg;

While the non-financial intermediary ro\&@s a positi

research hypothesis 2; there is a srg nt imp We }e\ﬁnedlary role of the bank

(financial and non-financial mte%y rofe) 0 erati I stability for Islamic and
jo
\

conventional banks

Modes of fmancmg% how ’co zigétl greater effect on bank stability in
pre-M&As and pos cer|ar| pare stock financing. Hence this supports
hypothesis 3; the SI nifica t of@%d’es of financing on stability for Islamic and

¢ ? (-)

conventlonal s \(J
Con Y/ |able Mfas k-specific variables (liquidity, credit risk and

capitali and macro- econoﬁ'r(r?varlables imply statistically significant impact on bank

Olqmdlty, credit risk and capitalization state positive impact on the operational

performance of Islamic and conventional banks. The results are in line with research
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hypothesis 4; there is a significant impact of bank-specific variables (i.e., credit risk,

capitalization, and liquidity) on stability for Islamic and conventional banks\Y~
Macroeconomic variables (GDP & inflation) imply significantly i We stability

of Islamic and conventional banks. GDP shows positive while inf. ;%hply negative

impact on the bank stability. Therefore, it supports researchyhypothesis 5; there is

significant impact of macro-economic variables (GDP & i Iath stability for Islamic

and conventional banks. .\d
‘X
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Table 4.8: Summary of Findings for Stability (Zscore) In Pre And Post M&As F

And Conventional Banks

Islamic Banks (IBs)

Conventional Banks (CBs)

Variables Theory Pre M&As Post M&As Pre M&As Post M&As
Relationship  Significant  Relationship  Significant ‘Deiatlonshlp Significant  Relationship  Significant
Resource dependency not
BSTA theory positive significant positive 5|gn|f|can\/ positive significant positive significant
Efficiency theory and
the role of financial ' not
Escale intermediation negative significant negative ant negative significant positive significant
Efficiency theory and .\f,
the role of financial T
Escope intermediation negative significant negative ig |f|can r‘eght e significant negative significant
- \,T
Efficiency theory and Y. X~
the role of financial not V %\ not
NFIR intermediation negative significant po i i nté positive significant positive significant
Free cash flow \ n
FIN hypothesis - - ive |51' '@wt - - positive significant
) not
LIDY positive S|gn|f|cant osm | cant negative significant positive significant
not ~._hot not
CR positive signifigant neJatlv [ 0 nificant positive significant positive significant
no%
CAP positive signj,@n | \p& |ve:§<}’ significant positive significant positive significant
not
GDP negative ;@%am Qsitig@ significant negative significant negative significant
> 1 not not
INF ifi - "po@?i?/e significant negative significant positive significant

negative @mcl nt )%
’ <>
4(/ V/f e



443 Part-C Results and Discussions of the Operational Performance (ROA) of

Pre-M&As & Post M&As in Banking Sectors \q

Answer to Research Question 2: Does the level of bank sizes have act on the

operational performance and stability of M&As in the banking secto

Table 4.9 shows the operational performance (ROA) of are- s. Notably, the
other two measurements of operational performance (ROE IM) are reported in
Appendix Table A1.20 & A1.21 (pre and post-M&As o |Ie T bIe 1.22to A1.23

(pre and post-M&As of NIM), this is to avoid repet%f\the discussi 'S e@' several

robustness of the results is reported in the Appendix Al ‘24 0T, e 1 Based on

the tests done, fixed effects is selected. \, u‘ ?T

4431 Effects of Focal varlable Le., ban ?ﬂ ;@dlary roles & modes of
o ,, S
financing) in Pre M Q.

In the pre-M&As scen blel 08its 0 |onaI performance (ROA). R-
squared is 0.13, which m% ROA v\.li‘qée Ialned by the explanatory variables
(Model-3). Firm size \mpor] n rmlna fprofltablllty (Dickerson et al., 1997).
Throughout the f |t c qn th e level of bank sizes (large, medium and

small) based ta sset§ sh 0 ive impact on the ROA. The results show that
éﬁs less impact on the ROA as compared to the

large ban %A L) SWJV
refere %ps (BSTA L & BgiPA _S) that are statistically significant at 10% level of
e (Model 1). Even though, BSTA M also show the same impact but it is not
tatistically significant (Model 2). Finally, BSTA S show 0.507 units impact on ROA

compared to the reference group (BSTA L & BSTA M) which is statistically significant
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at 10% level (Model 3). Therefore, it concludes that BSTA_S show a better impact on ROA

R -
than reference groups (BSTA_L & BSTA_M). The finding is consistent wit%&ammad,

Wagas, & Migliori (2019), who found that small organizations are m rgﬂ‘\}ly to bear
fruitful results of M&As in comparison to the larger organizations, t-r;}rater may pose
greater challenges for management. Furthermore, the findings are@ by the resource
dependency theory, which said that resources can signific ntWact the organization's
outcome. '

Based on the results, it shows that mterm@ank roles nc@;ﬁd non-

financial) have a significant impact on the pre-M&A he bankKin ectonTThe findings

show that (Model 3), financial and non-fin nmaKnte m\y rolgs@v negative and
statistically significant impacts on ope@perf 6@ to the results, for

every 1-unit increases (decreases) Es I and Es ?1 @ease (increase) ROA by

0.011 units and 0.005 units, respe%whl& is stat tlcat&%lgnlflcant at 1% level. The
~ NY

finding is inconsistent with \Brown (2014) who found that the cost to income ratio

s Y~ I} <

(economies of scale) had mglflcant:and negfatis ROA. Likewise, the non-financial
intermediary role (NF Mnegaflv\is

soma ith ROA. Looking at the findings, 1-
unit increases (deE es t [W&) I tend to decrease (increase) ROA by 0.065

units that is si |ca at 5% level T e@dmgs are supported by efficiency theory and the
theory fE( mterme ion. E |ency theory states that the main purpose of M&As
er

is to g etter performance\(;?hlle the theory of financial intermediation implies that

bar%rmance depends on the intermediary activities of banks.

N
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4.43.2 Effects of the Control Variables (Bank-specific and Macroeconomic

Liquidity (LIDY) and capitalization (CAP) show positive impact S&) Meaning
n

Variables) in Pre M&As

that 1 unit increase to LIDY and CAP would increase ROA by 0.0SE.{ its and 0.009 units
he fin

which is statistically significant at 5% and 1% level, respectivel&’ inding of liquidity

—

is inconstant with Brown (2014), who found that liquidity does not significantly impact

ROA. While although the coefficient of credit risk@‘ive\\utat statistically
significant. On the other hand, macro-economic var%so show sig ijan‘t%@'positive
impact on operational performance. Diaconu & Oanea, (2015) f’;ﬁ"‘t @ks’ internal
determinant greatly impacts bank stability, which eary\ \unitiégase in the GDP

and inflation (INF) would increase 3.076 “uni an(tgéogo units, which is
statistically significant at 10% and Waefel resp w &-\
o S
L&

‘% ‘L
s
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Table 4.9: Significant Results of Operational Performance (R zf Pre-M&As

p-values in parentheses, * p<0.1, **p<0.05%*%p<0.01

POLS POLS POLS FE FE RE RE RE
)) @) @) 1) ) ) 2 (©)]
BSTA L -0.425 -0.723* -0.836
(0.397) (0.093) ? (0.170)
BSTA_M -0.417 -0.330 -0.179
(0.160) (0.1 \, (0.621)
BSTA_S 0.584* Q 0.507* 0.507**
(0.052) | (0.076) (0.056)
Escale -0.011%**  -0.013*** -0.013%** -0.013%** e’ '\o‘%*** -0.011*** -0.012%** -0.011%**
(0.000) (0.000) (0.000) (0.000) (0.600) : 0133. (0.001) (0.001) (0.001)
Escope -0.004* -0.004** -0.005** -0.004* %@004* .gos::,) -0.004** -0.005** -0.005%**
(0.076) (0.043) (0.027) (0.066) (0.047) (0.00%) (0.014) (0.015) (0.007)
NFIR 0.045 0.059 -0.018 -0.025%% -0.04; -0,085** -0.033 -0.050 -0.065**
(0.812) (0.976) (0.992) :019) (0.856) (0.783) (0.019)
LIDY -0.099 0.056 0.074 .085** 0.027 0.056 0.085
(0.963) (0.799) (0.733) (0.043) (0.914) (0.828) (0.743)
CR 0.0146 0.0124 0.0104 -0.006 -0.008 -0.008 -0.006**
(0.571) (0.630) (0.684) (0.813) (0.747) (0.782) (0.013)
CAP -0.002 0.008 0.009 0.009*** -0.002 0.002 0.009
(0.913) (0.565) (0.547) (0.007) (0.925) (0.905) (0.607)
GDP 1.638** 1.568** 1.588* 3.076* 2.817 2.904 3.076
(0.037) (0.045) (0.067) (0.198) (0.185) (0.167)
INF 0.149 0.123 0.090%** 0.104 0.129 0.090***
(0.202) (0.299) (0.005) (0.437) (0.334) (0.005)
_cons -0.547 -0.362 -20.820 -2.290 -1.532 -1.715 -2.290
(0.552) (0.697) (0.294) (0.346) (0.517) (0.467) (0.346)
Chow test: POLS vs FE 0.000 0.000
LIM test: POLS vs RE  1.000 1.000
Hausman test: FE vs RE 0.000 0.000 Cf\
R-sq 0.201 0.2 4 (’.21 ) K¢
R-sq within P V) é\ 0.121 0.118 0.127 0.102 0.093 0.100
R-sq between % s v 011 0.094 0.082 0.427 0.428 0.437
R-sq overall ¢/ 0.0676 0.0597 0.057 0.188 0.188 0.195
N 207 207 207 207 207 207 207 207

NOTES: samples consist of 24 bal
size; highest 8 banks, Medium; mi
income (BSOI), cost to income

gross loan (CR), equity to total assets (CAP), gross domestic product (GDP), and inflation (INF).

ing 10 Islamic banks and 14 conventional banks from 6 countries, year from Q1 2004 to Q4 2020. Large bank
anks, small; lowest 8 banks, bank size total assets (BSTA), bank size total deposits (BSTD), bank size operating
, loan to deposit (Escope), non-interest cost to non-interest income (NFIR), liquidity (LIDY), loan loss reserve to



4433 Effects of Focal VVariables (i.e., level of banks sizes, intermediary roles, &
modes of financing) in Post M&As Y.

In the post M&As scenario, Table 4.10 shows significant resu perational

performance (ROA) for banking sectors. R-squared (within) is O.@h means that

ROA is the variance explained by the explanatory variables. Pos ition performance

can be influenced by size (Dickerson et al., 1997). The lev: ow?sues (large, medium

and small) can significantly impact operational perfo O&Qhacoefﬁment of
large banks is not statistically significant. Based o na ysisjof Tan, & Hooy (2004)
l A
who said that mergers bring stability for banks. ‘. X
Y/

In contrast, medium sized banks are s' nificant qg\ el of{ﬁﬁflcance which

means that medium-sized banks |mpac n|t he ational performance

than reference groups (large and smal m|I r%ﬂ%z ks show positive impact
on operational performance. Me at the op |0n<Q rformance of the banking
sectors is 1.475 units more XPed M rq“}ps (large and medium) that is
significant at 1% level of'si ﬁe I:

ugﬁ‘qﬁ@ the more stable (Ibrahim & Rizvi,
(./

2018). \ \;
Interestingl ﬂ\%a t is 0 nits @e compared to pre-M&As. Aladwan (2015)

ated&_wnh increased size, performance becomes

¢
noted that nce wclj?(
unsatlsfac@)en bank Increg Kosmidou, Pasiouras, Doumpos, & Zopounidis

AV
(2006) observed that small banks performed better than larger banks. Al-Sharkas, Hassan

N

& Lawrence (2008) suggested that small banks merger recorded greater cost efficiency

\im\p?vement than large banks mergers.
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Intermediary role (financial and non-financial) shows significant impact as well.
When 1 unit increase (decrease) to the financial intermediary role (econo@?scale)
reduces operational performance by 0.019 units which is significant level. The
finding is consistent with Jaouad & Lahsen (2018) and Brown (2014), who showed that
cost to income ratio had a negative and significant impact on p ormZ;e. Compared to
the pre-M&As, the effect is 0.01 units more in post-M&As. TWult is consistent with
Nguyen et al. (2012), who indicated that larger banks ar ssibility of minimizing costs
and benefiting from economies of scale. While 1 un$se to e¢ono ei of sedpe would

tend to increase operational performance by 0.014 units, whictpis stati tical&slgnificant at
Y

GRS Thfé&ings of Ibrahim
to 6e economies of scale

and scope meanwhile bank becomes financially s S pi\é\
N
On the contrary, the nonﬁél inferme iany Ezt&)is found to be negatively

associated with operational pe?}uce. 1<Uni cre@ the non-financial intermediary
role would increase op% p

significance. The im'pgg(mll'un
Modes of fi i h
odes o qun 0

financing by impacts p<37ti
» . ’ ,
Oyetade, & D‘orbreva (2017) said ttlat in post-M&As, acquirers’ performance is also

1% level. The impact is 0.013 units more comparedio pre-

& Rizvi (2018) implied that after merg wecome

erforma E[@OYG, significant at 5% level of

re C@Ared to pre-M&As.

& |
ilca(rl)(jnpact on M&As. Looking at that, M&As

d . .
alixh\go.023 units more than stock financing. Kwenda,

Ao N
influenced by modes of financingf‘.’?’he results are consistent with Bertrand & Betschinger

@o mentioned that the financing method positively impacts performance. Whereas

it is opposite of Sullivan et al. (1994) who found that returns to acquirers are not influenced

by the method of financing M&As deals. Accordingly, Dogru et al., 2020) said that the
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acquirer’s performance is lower due to the higher free cash flow. Furthermore, the finding
is opposite of the free cash flow hypothesis, which mentioned that M&A@nance
lower due to the conflict between managers and shareholders choosing %St suitable
M&As strategy. Lang, Stulz, & Walkling (1991) observed tha ?exee cash flow

hypothesis posits that cash flow increases the agency costs of fimms with poor investment

opportunities. Y'
4.43.4 Effects of the Control Variables (Bank-Specific aryoicop_gfﬁc
S

Variables) in Post M&As
As mentioned earlier, a number of cont% b

example, bank-specific variables name\G@it

macroeconomic variables, namely G@)amd in \m?ﬁ

<
o
Q

AP show the positive

N
impact on operational performan ning"that it inerease to CR and CAP would

gnifi

:

&
increase operational perform@ O.l units and~0.042 units which is statistically
significant at 5% and 1%%) Si anc

not statistically signi}@n quIeu :
are left undiscussE(NQe

& .
|steQD7V|th Brown (2014) who found that liquidity
significantly impacts RO

eiultl i

¢ z (-)

. e q@e( hand, macro-economic variables also show

significan:wsitive {m ctén owﬁional performance. Meaning that 1 unit decrease
0

to inflw\

a of significance. While GDP does not show any significant impact on explaining

L@%&P/a'vely. The coefficient of liquidity is

he changes in ROA, hence, and then the results

-1

N
uld decrease operﬁfi'c?nal performance by 0.176 units, which is significant at

@tionship between M&As and operational performance. The findings are in line with

the Karim et al. (2016) who stated that bank stability is not affected by the macroeconomic
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is a trade-off between inflation

Criste, & Lupu (2014) stated that there

variables. Whereas,

cial stability.

and finan
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ost-M&As

Table 4.10: Significant Results of Operational Performance (Rggf P

POLS POLS POLS FE FE RE RE RE
O] 2 (©) () 2 ‘& @) 2 @)
BSTA L -0.127 1.926 -0.234
(0.307) (0.235) ? ' (0.266)
BSTA_M -0.0575 -2.355%** \, -0.533***
(0.681) (0.000) (0.005)
BSTA_S 0.875*** Y~1475*** 1.475%**
(0.002) (0.000) (0.000)
Escale -0.075** -0.076*** -0.077*** . -0.019* 0.039 0.034 -0.019
(0.010) (0.010) (0.007) ) (0.248) (0.322) (0.568)
Escope 0.012*** 0.012*** 0.010*** 0'01. ***\T 0.0412* 0.051** 0.014
(0.000) (0.000) (0.000) 003) (0.055) (0.013) (0.483)
NFIR 0.018* 0.019* -0.001 0.0763* 0.004*** 0.024** -0.076
(0.067) (0.052) (0.392) (0. (0.000) (0.023) (0.524)
LIDY -0.013 -0.040 -0.045 .057 -0.069 0.078 0.057
(0.343) (0.777) (0.711) .651) (0.610) (0.563) (0.651)
CR 0.076*** 0.077*** 0.055* ££,0.041** 0.074*** 0.075*** 0.041
(0.006) (0.006) (0.052) (0.019) (0.007) (0.005) (0.119)
CAP 0.020* 0.017 0.029*** 0.042*** 0.031** 0.025 0.042***
(0.058) (0.101) (0.006) (0.005) (0.043) (0.108) (0.005)
GDP -0.145*** -0.149*** -0.166*** -0.043 0.005 0.084 -0.043
(0.000) (0.000) (0.000) (0.399) (0.913) (0.112) (0.399)
INF 0.0910 0.133* 0.034 -0.176** -0.0636 -0.0360 -0.176**
(0.242) (0.075) (0.650) (0.020) (0.428) (0.636) (0.020)
FIN 0.043*** 0.055*** 0.046* 0.023*** 0.074** 0.092** 0.023***
(0.002) (0.007) (0.067) (0.004) (0.046) (0.017) (0.004)
_cons 0.853*** 0.813*** 0.25\ -0.215 0.440 0.130 -0.215
(0.000) (0.000) (0. (0.468) (0.184) (0.667) (0.468)
Chow test:POLS vs FE 0.000 0.000 00
LIM test:POLS vs RE 1.000 1.000 Qbeq
Hausman: FE vs RE  0.000 0.000 . 0. )
R-sq 0.658 0.655 Q&.E?z
R-sq within % s 0045 0.752 0.751 0.611 0.635 0.678
R-sq between B014 0.002 0.012 0.669 0.554 0.570
R-sq overall A r-—3*).066 0.023 0.043 0.599 0.518 0.587
N 213 213 213 213 213 213 213 213

p-values in parentheses, * p<0.1, **p<0.05, **

Notes: samples consist of 24 banks in
to deposit (Escope), non-interest cost t
product (GDP), inflation (INF), finanei
size small based on total deposits (BS

S)

@1

Islamic banks and 14 conventional banks from 6 countries, year from Q1 2004 to Q4 2020. cost to income (Escale), loan
income (NFIR), liquidity (LIDY), loan loss reserve to gross loan (CR), equity to total assets (CAP), gross domestic
ash or stock) (FIN), bank size large based on total deposits (BSTD_L), bank size medium based on total deposits (BSTD_M,bank

-interest



4.4.3.5 Summary of The Findings

Table 4.11 posits summary of findings for operational performance o{?and post

M&As. The level of bank sizes (large, medium & small) implies a sigS&B impact on

the operational performance (ROA) for banking sectors. For instanc,q: large and medium-
sized banks show a comparatively negative effect on operational % ance compared to
reference groups (small sized banks). While small-sized ba sWositive effects on the

operational performance compared to reference grou A Intermediary

roles (financial & non-financial) positively aﬁec%)eratlo al p o[maagg' in both

scenario pre-M&As and post M&As. According odesy of fi ncmg((cash) show

comparatively more impact on operational p@%\ k fI@ g.

Controlled variables, namely b %flc va (I| ity, credit risk and
capitalization) and macroeconomic yari bles %q in I@‘n) significantly impact
operational performance. The re port'fesea hy SIS 6; there is a significant
impact of the level of bank su@e m and s@on operational performance for
banking sectors. % T ‘
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Table 4.11: Summary of Findings For Operational Performance (ROA) in Pre a@ M&As for Banking Sectors
Post M&As

: Pre !\%
Variables Theory - - — - - —
Relationshi Significant  Relationship  Significant
BSTA L negative ’i significant negative significant
BSTA M Resource dependency theory negative significant negative significant
BSTA_S po; itiw~ significant positive significant
Escale Efficiency theory and the role of financial intermediation ne | significant negative significant
Escope Efficiency theory and the role of financial intermediation tive \%nificant positive significant
NFIR Efficiency theory and the role of financial intermediation @;aﬁvi iig@j)&ant negative significant
FIN Free cash flow hypothesis - Al positive significant
LIDY p itfv s%ﬁificant positive not significant
CR VY. O\e {& significant positive significant
CAP C,) e ¢~ significant positive significant
GDP \ iveo significant negative not significant
INF Cn X\ﬁo e significant negative significant




444  Part-D Results and Discussions of Bank Stability (Zscore) of Pre-M&As &
Post-M&As in Banking Sectors T
Table 4.12 displays bank stability of pre-M&As. Based on the te study uses
fixed effects model and discusses them accordingly. R-squared (within) is 0 752, meaning

variance of bank stability is explained by the explanatory variabl (M el 2).

4441 Effects of Focal Variables (i.e., level of b t@?ry roels &
e
modes of financing) in Pre M&As ’ c§‘
-
The bank sizes, namely large, medium and sma ignifigantly i pact;?ank stability.

Llég ositive but not

allyémfrcant it seems that

r};%he Zscore. Accordingly,

\
BSTA M imply 1.15 units more i n bzﬁlk stability t reference groups (BSTA L

and BSTA_S), which is St&tb@lgl’]f a 5‘V eI The findings are supported
by the Ibrahim & Rizvi ho said th I‘gr anks are the more stable. Whereas
BSTA S show 2.34 Mlowe| I on re comparted to the reference group

(BSTA L & BS w) hlc qtust(u_)

concluded th ge d medium \:gzed banks give a greater impact towards bank

Referring to these, the coefficient of Iarge% an

statistically significant. Although the CO@IS not s

there is the probability that BSTA osmve

S|gnificant at 1% level. Therefore, it is

stability a ed to sied s. According to the study of Cihdk & Hesse (2010)
who S ank sizes have s@fﬁhcant influences on the bank stability.

dition, intermediary roles (financial and non-financial) show significant impact

Qbank stability as well. 1 unit increase Escope that would tend to reduce Zscore by

0.041 units statistically significant at 1% level of significance. However, proxy for financial
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intermediary (Escale) does not show any statistically significant in explaining the changes
in Zscore. On the contrary, the non-financial intermediary role (NFIR) positiwﬂgsociated

with Zscore. Meaning that 1 unit increase to NFIR that tend to increase iby 0.007, is

<

4.4.4.2 Effects of the Control Variables (i.e., Bank-s ecwéﬂd Macroeconomic

l

Variables) in Pre M&As t\d

Liquidity (LIDY) and capitalization (CAP) W positive i pict'c%q‘rstability
-
(Zscore). Meaning that 1 unit increase to LIDY and GAP would increase Zv;eore by 0.082

significant at 1% level of significance.

\ﬂ v
units and 1.107 units which is statistically significant a‘t‘\ d 5‘@.@ el, respectively.
r
The findings are consistent with Marembo (2912), w th equate capitals help

lessen the chance that banks will bgCome insoﬁ\ﬁ\igsu géshocks occur, ensuring
d ts any statistically significant

N
financial sector stability. While c@ (CQ
e
eco

0
omic.variables also show significant and

impact on stability. On the ot)—% : ml %
positive impact on Zscor%ﬁ g th%; uni karé& to the GDP would tend to increase

&
Zscore by 1.5 units t Matisti[;a@rgnifica t 1% level. At the same time, inflation

Nt

&
(INF) does not im Ns ore sl oef@nt is not statistically significant. Therefore,
¢
% .o
av

rable economic @ditions are fundamental for the strong solvency
of bankin w. The’hﬁgf;e e of the bank stability the less fragile the banking

N
sectorsybecome. While the findirﬁg?of Karim et al. (2016) stated that bank stability is not

6%/ the macroeconomic variables.

it concludes t
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Significant Results of Bank Stability (Z-Score}‘b&Ke-M&As

Table 4.12:
POLS POLS POLS FE FE S"& RE RE RE
¢)) (3] (©) () 2 (©) (@) 2 @)
BSTA L 3.213 4.833 4.392
(0.479) (0.229) ? (0.339)
BSTA_M 1.680*** 1.15% 2.35%**
(0.000) ( (0.000)
BSTA_S -2.44%** -2.34%** -2.34%**
(0.000) ' (0.000) (0.000)
Escale -0.121*** -0.062*** -0.078*** 0.013 0.002 0.025 -0.026 -0.042** -0.025
(0.000) (0.006) (0.000) (0.522) 0.955) 0.203 (0.302) (0.042) (0.203)
Escope -0.093*** -0.063*** -0.056***  -0.059 . ** @ -0.0 -0.071***  -0.047***  -0.037***
(0.000) (0.000) (0.000) 0.0 (0.006) 1) (0.000) (0.000) (0.001)
NFIR -0.005*** -0.004** -0.004*** -0.0 0.007**% .048 -0.003 -0.002 -0.048
(0.002) (0.011) (0.008) ( ' ~ 50. .645) (0.154) (0.263) (0.645)
LIDY 0.050** 0.022 0.022 . Y 0.018 0.041** 0.018 0.018
(0.010) (0.194) (0.191) ‘1 (0.234) (0.027) (0.230) (0.234)
CR -0.010 0.110 0.150 (!% . 0.058 0.154 0.054 0.058
(0.964) (0.588) (0.448) 000) (0.2 (0.705) (0.453) (0.762) (0.705)
CAP 1.289*** 0.919%** 0.994 T 107+ 0.981*** 1.489*** 0.952%*** 0.981***
(0.000) (0.000) . g’) ' (@4219) (0.000) (0.000) (0.000) (0.000)
GDP -23.780%** -21.64%** -2 J 025 2 43'500% -22.180* -15.970 -27.73*** -22.180*
(0.001) (0.001) 0. 0.1 ) &0 108) (0.099) (0.311) (0.002) (0.099)
INF -2.278** -0.081 818 A -3.048 -1.009 -3.120*** -1.604* -1.009
(0.032) (0.930) 34 (0.171) (0.195) (0.002) (0.061) (0.195)
_cons 36.220%** 25. 570** 870** j 5@ -138.800  44.910*** 19.950 31.370***  44.910***
(0.000) (0. 001) (0 ooQy @.1_3 (0.155) (0.002) (0.243) (0.002) (0.002)
Chow test: POLS vs FE 0.000 0. 00\
LIM test: POLS vs RE 1.000 1%\
Hausman test: FE vs RE 0.000 0 \ ,{Q
R-sq 0.451 %&5 Pl (,.)U
R-sq within c’) / @ 0.668 0.752 0.785 0.609 0.712 0.763
R-sq between S 0.072 0.143 0.107 0.252 0.538 0.444
R-sq overall V): é\ 0.026 0.110 0.092 0.339 0.565 0.552
N 207 207 {; 207 207 207 207 207 207
p-values in parentheses, * p<0.1, **p<0.05,%0 01 e

NOTES: samples consist of 24 banks inclu
banks, Medium; middle 8 banks, small; lowe

(Escale), loan to deposit (Escope), n
gross domestic product (GDP), inflatio
(CR), equity to total assets (CAP),

10 Islamic banks and 14 tonventional banks from 6 countries, year from Q1 2004 to Q4 2020. Large bank size; highest 8

anks, bank size total assets (BSTA), bank size total deposits (BSTD), bank size operating income (BSOI), cost to income
est cost to non-interest income (NFIR), liquidity (LIDY), loan loss reserve to gross loan (CR), equity to total assets (CAP),
and financing (cash or stock) (FIN). cost to non-interest income (NFIR), liquidity (LIDY), loan loss reserve to gross loan
mestic product (GDP), inflation (INF) and financing (FIN).



Table 4.13 shows bank stability of the post-M&As. Based on the Hausman tests, the

study uses fixed affect models and discusses accordingly. R-squared (ww%s 0.944

which implies that bank stability variance is explained by the explanatorﬁxgﬂales (Model
3).

4443 Effects of Focal Variables (i.e., level of bank sizes,@e:liary roles &
modes of financing) in Post M&As T
In the post M&As scenario, the level of bank sizeéar%syu, medium
(BSTA_M) and small (BSTA _S), based on total as@ni icantly i a?t t‘;azzgtability.
Referring to these, the coefficients of BSTA_L and A_Mgar bﬁ/e aéd\ statistically
significant. The BSTA_L has more impac%Xi:g \\ecomgéc&\! BSTA_M and

BSTA_S. BATS_M also show the samei as BS n 6‘other hand, BSTA S

show 1.980 units less impact on bank Zscore thaBy ?L r){BSTA_M. Therefore, it is

N
concluded that the BSTA L a A_I\ﬁ‘ mo dmpaq(?oank Zscore compared to
\
BSTA _S. The findings are co '}Witw Ibrahim & Rizvi (2018), who implied that larger
& Yl &

'
banks are more stable. However, these findings are inconsistent with Cihak, & Hesse
I NV
(2010) found that sn;&a@ks arf table, whereas Al-Sharkas, Hassan & Lawrence
N

L0
(2008) stated that smaiand larger banks are more profitable. Ibrahim & Rizvi (2018) and
. .

“Q 2.9
DemirgUg-Ku@ errcl;lfhj(‘zs)m) @gested that bigger is better for bank stability.
Increasin Wize W{) reducewedrnings volatility and make the bank less fragile

o)
(Mout% Kosmidou, 2016).\caowever, this is the opposite of Cihak & Hesse (2010),

S‘Qd that small banks are more stable.

ntermediary roles (financial and non-financial) show significant impact on bank

stability. Looking at the findings, 1 unit increase to Escale and Escope would tend to reduce
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Zscore by 0.083 units and 0.073 units, respectively, which is statistically significant at 1%
level of significance. On the contrary, the non-financial intermediary r % IR) is
positively associated with stability. Meaning that 1 unit increase to Eﬁ(@at tends to

increase stability by 0.096 units is significant at 1% level of sugmﬁca,ei
pact on stability

Modes of financing (FIN) also showed a significant and p
(Zscore). Meaning that 1.506 units increase bank stabilit WW&AS are financed by

cash compared to the stock financing that is significant le eI l

O \Y'
4.4.4.4 Effects of the Control Variables (i. e -speglfl a Mat:teeconomlc

Variables) in Post M&As

Liquidity (LIDY) and capitaliz@é) S sﬂtﬁ&lmpact on stability
(Zscore). Meaning that 1 unit increas@ilDY g&Ww g}{\ncrease Zscore by 0.033
units and 0.832 units respectl\% h G statis call@gnlflcant at 1% level of
significance. While credit ri v@z@mt on Zscore. | unit increase

Sﬁe Z b}

(decrease) to CR that w% }IO‘B& units significant at 10% level of
&
significance. On thwandlm

cono variables, namely GDP and inflation
(INF) do not shO\zWi icall
¢

&
i ant@’pact on the bank stability of post-M&As.
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Table 4.13: Significant Results of Bank Stability (Z-Score&@;-M&As
4

POLS POLS POLS FE FE -%z RE RE RE
(1) @) ©)] (1) @) — Q) @ ©)]
BSTA L 5.060%** 4.830%** 0.738
(0.000) (0.000) (0.674)
BSTA M -1.671 8.960***
(0.108) (0.000)
BSTA S -1.18%** -1.98%**
(0.000) (0.000)
Escale -0.107%** -0.107%** -0.102%**  -0.163%** -0.132%** -0.095%** -0.083%*
(0.000) (0.000) (0.000) (0.002) (0.000) (0.000) (0.000)
Escope -0.094%** -0.107%** -0.070%** -0.063* -0.091*** -0.092%** -0.073%**
(0.000) (0.000) (0.000) (0.103) (0.000) (0.000) (0.000)
NFIR -0.049%*** -0.062%** 0.095 -0.053** -0.0447%%* -0.015** 0.096
(0.000) (0.000) (0.259) (0.000) q (0.000) (0.020) (0.232)
LIDY 0.064*** 0.049%** 0.035%** 0. 0.034%*% 0.019** 0.033***
(0.000) (0.000) (0.000) 0. (0.000) (0.017) (0.000)
CR -0.657*** -0.772%%* -0.268 -0? -0.535%** -0.425%* -0.278
(0.001) (0.000) (0.118) (0.0 \1 . (0.003) (0.007) (0.101)
CAP 0.970%** 1,051 0.822%** Ce-? Sl Ny 1.057%%* 1.053%** 0.832%**
(0.000) (0.000) (0.000) .005) ©. (0.000) (0.000) (0.000)
GDP -0.759%** -0.708** -0.293 -15.85%** ‘-‘7@** : -1.831%x* -3.120%* -0.394
(0.005) (0.014) (0.204) ©. 0) (0.113) (0.000) (0.000) (0.113)
INF -0.781 -1.689%** -0.1 .88 $.861 0.0611 -0.543 -0.414 0.0611
(0.151) (0.003) .785R 143 | 5(0.480) (0.896) (0.308) (0.362) (0.896)
FIN 1.271% 1.082* I r¥ e, O 1.506%** 1.670 2.009 1.506%**
(0.028) (0.078) 009 XN O © (0.010) (0.261) (0.224) (0.010)
_cons 5.291%** 7.858%** Mo***l ?\.680*’,‘% 13.960** 17.430%%* 9.086*** 12.030%** 17.430%**
(0.001) (0.000) jk@.ooq;\ (0.000)/ (0.010) (0.000) (0.001) (0.000) (0.000)
Chow test:POLS vs FE 0.000 0.000 » N, 0900 N7 | L
LIM test:POLS vs RE 1.000 1.000 (’) 1pod 22 9
Hausman test:FE VSRE 0.000 000gy_? ooy ) O
R-sq 0.925 0915 % ;d’asj! <
R-sq within Y 0.935 0.9623 0.9434 0.8964 0.932 0.9163
R-sq between A oY 0272 0.497 0.666 0.883 0.748 0.958
R-sq overall 7 0319 0.548 0.755 0.9013 0.809 0.942
N 213 213 213 213

213 \13 213 213 213
p-values in parentheses, * p<0.1, **p<0.05,%.01

0%slamic banks and 14 conventional banks from 6 countries, from Q1 2004 to Q4 2020. bank size large based on total assets (BSTA_L),
STA” M), bank size small based on total assets (BSTA_S)cost to income (Escale), loan to deposit (Escope), non-interest cost to non-interest
serve to gross loan (CR), equity to total assets (CAP), gross domestic product (GDP), inflation (INF), financing (cash or stock)(FIN).

Notes: samples consist of 24 banks inclu
bank size medium based on total ass
income (NFIR), liquidity (LIDY), loan |



4.4.4.5 Summary of The Findings

Table 4.14 implies summary of findings for bank stability in pre an&& M&A:S.

The level of bank sizes (large, medium and small) significantly impacts %ability. As
bili

findings show, large and medium-sized banks are better for bank ty compared to
small-sized banks in both scenarios of pre-M&As and post-l% Intermediary role
(financial; economies of scope) implies a significant impac an stability in the pre-
M&As while the rest of the variables (economies scale -fi anwr?mediary role)
do not show any significant effect. On the other handi post-NI&As, o'th‘@)&'cial and
non-financial intermediary roles significantly affect stabjiJ \'\%\

Controlled variables, namely bank-specifi

ari

<

'quit@@?redit risk and

), s@@icantly impact bank

K&’*significant impact of the

capitalization) and macroeconomic vari S@DP &i

stability. These results support resear@gpothe : ?re

N
level of bank sizes (large, mediu%malﬁ‘ on 'Iitz? banking sectors. Although

th u thes‘@ not new. Previous studies also
n

some findings are not in line

found that the results andfi are

su (3;{ th&y.

164



Table 4.14: Summary of Findings for Stability (Zscore) for Pre and Post M c The Banking Sectors

GIT

. Pre S Post M&As
Variables Theory - - — - - —
Relationshi Significant  Relationship  Significant
BSTA L positive significant positive significant
BSTA M Resource dependency theory positive significant positive significant
BSTA_S negati significant negative significant
Escale Efficiency theory and the role of financial intermediation ne I not significant ~ negative significant
Escope Efficiency theory and the role of financial intermediation negative nificant negative significant
NFIR Efficiency theory and the role of financial intermediation gativ% ‘]t sig)n‘ﬁicant positive significant
FIN Free cash flow hypothesis - A positive significant
LIDY Y~ posi&e no&gnificant positive significant
CR V Siti t significant negative significant
CAP C;) e 4  significant positive significant
GDP \ iv significant negative not significant
INF (;\ X\:% tﬁé not significant positive not significant



4.5 Conclusion
This chapter discusses the results of M&As of banks and answers reseqckﬁuestions
1 & 2. Table 4.3 to Table 4.8 show supportive results and discussions fors&@h question

1 while Table 4.9 to Table 4.14 imply supportive results and discussions for research

questions 2. To be more specific, Table 4.3 and Table 4.4 i significant results of
operational performance for Islamic and conventional banks in d post M&As. Table
4.5 indicates the summary of findings between pre-M d Post @Table 4.6 and

Table 4.7 imply stability of pre and post M&As for | ic and conve ioraT&Ws while
Table 4.8 summaries the findings of bank stagkbetvgeeby andy?ast M&As.
Accordingly, Table 4.9 and Table 4.10 state% 'onat!\p\mancgég;) for banking
sectors in pre and post M&As while @1 summacj thecﬁidings of operational

performance between pre and post @%«s. Fi ; 9‘\@2 and Table 4.13 imply
N,
stability of banking sectors in pre MEAs whi e Taltt&a.m summaries the findings

&
Y S

of bank stability.

/
/J:q/
N
e 4
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