OPERATIONAL PERFORMANCE AND STABILIT:
ISLAMIC AND CONVENTIONAL BANK

Y-

IMPACT OF MERGERS & ACQUISITIONS ON TEEY'



IMPACT OF MERGERS & ACQUISITIONS ON THE Y'
OPERATIONAL PERFORMANCE AND STABILITY. K
ISLAMIC AND CONVENTIONAL BANKS %

},

\ ®)
Thesis submitted ingeartial fulfi forthe degree of
DOCT HI IN A
ECONOMICS AND MALAT qMIQ@’?ATION
A“’
N

/:&1/
)
€Y

Y.
S

October 2022



AUTHOR DECLARATION

I hereby declare that the work in this thesis is my own except for quotations an
summaries which have been duly acknowledged. \

Date: October 2022 Signature:

Name: Nazim Ullah
Matric No: 4160245
Address: Nilai, Negeri Sembi laysia



ACKNOWLEDGEMENTS
In the name of Allah, the most Gracious, the most Merciful. Praise be to Allah i
mercy which has enabled me possible to complete this thesis. \

This thesis is the outcome of my doctoral research at the Faculty of EGonomics and
Muamalat, Universiti Sains Islam Malaysia (USIM). | am grateful financial
support being a GRA, RA and numerator to my supervisors, profes?gnd lecturers
of USIM.

the opportunity to research in the area of mergers and acquisitio e banking sectors
while constantly providing me with insightful comments,
| remain extremely grateful for her boundless and t
supports throughout my Ph.D. study.

My special words of appreciation go to my supervisor, Prof. Mas Mat Nor for
emn

s,;and motivation.

personal and moral
]

J;‘na'@?}ibu

do

It is also a pleasure to convey heartfelt thanks to m upervisor

Seman, Dr. Ahmed Fadly Nurullah Rasedee, and ur Ainna bt Ramli. Specially Dr.
Junaidah Abu Seman for her tremendous and nt supp in teaching how to
write a thesis, how to focus on the theme of the study, h ite th Raper, style of
writing a quality and good thesis, spending many times i ing an ecting thesis,

international conferences

and overall teach me how to present the
rt, utit@ wards my Ph.D.

and publish in a recognized journal. |

journey is endless. I could not have imagine@-having be pe rs and mentors for
my Ph.D. study.
&
I would like to acknowledge t [ , @and nizations without which
this thesis could not be realiﬁ%E ntre Studies (CGS) and Graduate
M M [ »Q“banize a series of Doctorial

School of Management (

training programs, semi ar's\,%osiu I a@d lots of useful knowledge and
information. Associat‘% r Dr Bin Ali Basah for his cordial
assessment and constructive’ feedback y élg?is as an internal examiner. USIM

library for their kin operathn ying equired materials.

My doctoral resgarch™has al
from external” examine
international%rnal
NN
Kazi @n Mohammad for his motivational and financial

| remai ekd to Braf.
suppo rsuing Phs am also grateful to all my friends who are directly and
thy help

indi me complete .D.

edc n&derably from comments and suggestions
(g%(érences, and the reviewer of local &

I dedicate this piece of work to my father Mawlana Khaza Ahmed and mother
Kulsum. Their prayers are the most precious thing that | have ever had. My

dﬁers, nephews, undoubtedly share the happiness of completing this thesis.



ABSTRAK

Penggabungan dan pengambilalihan (Merger & Aquisition- M&A) adalah sa
kaedah alternatif untuk mengembangkan perniagaan dan membawa manfaat,_kepada
ya

>

pengembangan pasaran, menjana dan mengekploitasi ekonomi mengik da
skop, mendapatkan kuasa pasaran, kepelbagaian produk dan perkhidmat sesuali
dan peningkatan prestasi secara menyeluruh. Kajian ini meneliti impHS%&A (lima
tahun sebelum & lima tahun selepas) terhadap prestasi operasi da abilan bank-
bank Islam dan konvensional dengan mengambil Kira struktu:%an sebagai
perantara. Kajian ini menggunakan kaedah a panel dan
Pemodelan Persamaan Terstruktur (Structural Equation Modelling %SEM). Kajian ini
menganalisis satu set sampel yang terdiri daripada 10 b hewﬂﬂam dan 14 buah
bank konvensional yang terlibat dalam M&A dari tahun 4'suku jpertama hingga
tahun 2020 suku keempat. Sampel ini terdiri dari enam egara i itll Qatar, Kuwait,
Bahrain, Arab Saudi, Emiriah Arab Bersatu dan Pakistan. Var'aWdar jaitu
prestasi operasi dianggarkan menggunakan pulangangtas aset (Return ssét- ROA),
pulangan atas ekuiti (Return on Equity- ROE) dan margin faedah be ‘N tinterest
Margin- NIM), manakala skor-Z digunakan untuk'n bank. Beberapa

faktor iaitu saiz bank, tahap saiz bank (kecil, sederha N3 bés ran ngantara
(kewangan dan bukan kewangan), dan mod pembi an elqggai variabel
tidak bersandar. Selain itu, variabel khusus ba f omi digumakan sebagai

m nakan jumlah
per&a, iaitu  Indeks
bagai proksi bagi

akan
ry'&kan bahawa M&A
nakala aspek kestabilan

aset, jumlah deposit dan pendapa :

Herfindahl-Hirschman (HHI) dan nisbah

struktur pasaran sesebuah nega%asil ka men

meningkatkan prestasi operasi ba I da& ensional,

tidak menunjukkan sebarang p%v ketara sepelum Qn selepas M&A. Struktur

pasaran berperanan sebagali %b &A gan prestasi operasi dan
j J: ambahan , bank yang bersaiz kecil

kestabilan bagi kedua-dua_jeni
menunjukkan impak y ng i operasi, manakala bank yang
bersaiz besar dan sed% namp

I

kanimpa g lebih baik kepada kestabilan
bank. Tambahan lagi, da senario ilada perbezaan di antara prestasi
operasi bank Islarw::ven'i]n{bm mi%d an kedua-duanya mempunyai tanda
pekali pemboleh h yang sama. Sebalikn alam senario selepas M&A, terdapat
perbezaan di antara Bank ko ional. Sementara itu, tiada perbezaan
kestabilan sebélu di a bank Islam dan konvensional. Implikasi
kajian ini terbgﬁ'g)kepa a dua amanya, M&A memiliki lebih banyak potensi bagi
bank Isla ipada sional. Keduanya, syarikat perlu mengambil kira
enjadi perantara yang menghubungkan di antara

strukturpa menjanda
M&A de prestasi operasi dan Kestabilan bagi kedua-dua jenis bank.




ABSTRACT (

Mergers and acquisitions (M&As) are an alternative way for businesn%rjlsion and
brings benefits for expansion of the market, generation and exploitation economies of
scale and scope, gain of market power, proper diversification of prswﬁnd services
and overall improved performance. This study examines the impact of M&As (five
years before and five years after) on operational performance ar%lity for Islamic

and conventional banks by taking into consideration the mwg role of market

structure. It employs panel data techniques and structuralieguation modeling (SEM).

The study analyses a set of samples consisting of 10 Islamic banks andi14 conventional
banks involved in M&As for the period of 2004Q1 to 4 fro Wies which
irates, an istang-T he

are Qatar, Kuwait, Bahrain, Saudi Arabia, United Arab

Dependent variables: operational performance is estimated using r U(T ou}a sets
(ROA), return on equity (ROE) and net interest (NIM) whileZ-score-fs,used to
measure bank stability. Several factors namel k sizé, of bark sizes,
intermediary roles (financial and non-financial d’es\ofb nancin%‘re used as
independent variables. Moreover, bank spegifi macro mic %‘%ﬁa les are used
as a control variable. Bank size and the leve ank .e., smahl, medium, and

large) are estimated using total assets,total"deposits, a atiﬁﬁcome. Mediating
variables namely Herfindahl-Hirschman once ion ratio are used

as a proxy for the market structure of the \YﬁwI &nfﬁdings imply that the
implementation of M&As im S oper% rformance of Islamic and
conventional banks while stabili ot show any differ s inpre and post M&As.
Market structure mediates the selati &A Q%é operational performance

all %d banks imply better impact

and stability of both types of banks. M
af di ized banks show better impact

@D

;
on the operational performa ile large a

on stability of banks. Furthermore, in the pre M@ scenario, there is no difference
between operational performance of Jslami€ and:.conventional banks since the sign of
the coefficient is theysame. In \ﬂ'aqL e post M&As scenario, it shows differences
between Islamic %Nentioial banks. Mea@vhile, there is no difference of stability

in pre and post i co;ﬂveéﬁnnal banks. The implication of the study

is twofold. Figst p ofe tial for Islamic banks than conventional
FFA(.){{ onsideration the market structure since it
and operational performance and stability of
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