Corporate Finance and Governance
Herausgegeben von Dirk Schiereck Band 16

Sascha Kolaric

Bank mergers and acquisitions
in the Asia-Pacific region

An investigation of the shareholder wealth effects
of the financial sector consolidation
and its impact on the acquirer's cost of debt




Table of Contents

LISt Of £ADIES ...ttt 11
LSt Of IGUIES ...covvvvveeernreviiisecsesieiseeessessssssesssssssesssessssssssssssssssesssssnnee 13
List Of abDIreviations............coovvvervveineriiieneisessises s sssssesssssesssssssssssesssens 15
L. INtrOAUCHON ..ottt 17

1.1 The importance and relevance of bank mergers and
acquisitions in the Asia-Pacific region .........coccveererneernceneercnneeencunenens 17

1.2 TRESIS SEIUCTULE .....vevieeeveeeetceeereeeeeereeee et eese et s s eseseenesenserennenens 21

2. Literature review of the performance of bank mergers

AN ACQUISTLIONS ..ovvvevreeeieeieeiieet it ese s 23
2.1 Scope of empirical research methodologies...........ccccvveveuniercrniercnnennee 24
2.1.1 The event study methodology..........ccccuevereereninenenenenerererenenne 24
2.1.2 Dynamic efliciency Studies.........cocueeucverirveeenieneemreneeinereeiennenenanes 28

2.1.3 Performance studies

2.2 Prior empirical research results on the success of

bank mergers and acqUISItIONS .......cocuveueecureeeerenneeeereece e 32
2.2.1 Evidence from United States event studies ...........ccccveuevrrererervenenee 33
2.2.2 Evidence from European and worldwide event studies ................. 39
2.2.3 Research findings of dynamic efficiency studies........occocveurerrerncc. 43
2.2.4 Insights from performance Studies ..........cocoeeverererenernerrernerrennenne 47
2.2.5 The effects of bank mergers and acquisitions:
Evidence from Asia ..o 49
2.3 Evaluation of the empirical findings..........ccccccucueieinininininenincncncnee 50
2.4 Determinants of successful merger transactions in the
fINANCIAl SECLOT .....uueiiiiiiicc s 52
2.4.1 Characteristics related to the acquirer or target..........cocoveurerrernecn. 53
2.4.2 Characteristics specific to the transaction ...........ceoecveveereereereenenn. 54



2.4.3 Characteristics in regard to the regulatory and

€CONOMIC ENVIFONIMENT.....vivieitiiiieteiiieteine e 55
2.4.4 The influence of managers on the outcome of bank mergers........ 56
2.4.5 Evidence on regulatory arbitrage and

“Too-Big-to-Fail” bank Mergers...........cocuveeeeeveenieneererrerisennirnennns 58

2.5 The wealth effects of mergers and acquisitions on industry rivals ........ 61

2.5.1 The Market Power Hypothesis
2.5.2 The Efficiency HYPOthesis .......c.cveveenererernerenerecnererirereeeinerenenenenes
2.5.3 The Acquisition Probability Hypothesis..........cccccecuveuurereerncrnirnennnee 63

2.6 Assessment of the empirical findings on bank mergers
AN ACQUISTLIONS ..eovaveerateeceeteeicieie ettt aeaees 64

. The shareholder value effects of the financial

sector consolidation in the Asia-Pacific region .........cccomvecrinnncnnns 67
3.1 Related literature on wealth effects of the financial sector
CONSOLAALION ....uveeiireieci e seee 68
3.1.1 Bank mergers in advanced ecOnomies ...........cocoveveuvernerrerrcrrerrenenne 69
3.1.2 Bank mergers in emerging €CONOMIES ...........cccwweeueerurrueieeennns 70
3.1.3 The rival effects of mergers and acquisitions...........cccceveuecuuriucnen. 71
3.2 Data set and methodology ........c.cvenureeinciricinerneceneineeneireenerseeeesennenes 74
3.2.1 Bidder and target bank data selection and sample description........ 74
3.2.2 Rival bank data selection and sample description .............cveeeunee. 79
3.2.3 Empirical methodology ........c.ccccuiuniincenineineicinceiseineeeseeeene 82
3.2.4 SIgNIfICANCE tESTS..vuumrmiureririenienieeieeieiseisee st senne 84
3.3 Results of the empirical investigation ...........ccveureerneureeererreeererrecenennenes 86

3.3.1 Bidding bank performance in Asia-Pacific bank mergers

ANd ACQUISTLIONS 1.vevueeecietreeeicteecicteectei ettt 86
3.3.2 Bidding bank rival performance in Asia-Pacific

bank mergers and acqUISItioNs ............cccueivrrieiciierinriniineecnns 89

3.3.3 Target performance in Asia-Pacific bank mergers
AN ACQUISTLIONS c.vvveveeereieriiinieeieeteeisee ettt senne 92

3.3.4 Target rival performance in Asia-Pacific bank mergers
ANd ACQUISTLIONS .ucveveceereerierinienienieeieeiset st e senne 94



3.4 Overall effects of financial sector consolidation in the

ASia-Pacific TEZION ..ouvueeeeieicieeccee e eae

3.5 Determinants of the short-term market performance..........cocveuunee.

3.5.1 Factors influencing the bidding bank’s short-term
market Performance........ovvercercereeneenceneieieieneeiereeneeeeseeseeseeseenes

3.5.2 Bidding bank regression results..........cocveeeeerererecneenceneeneeneenenne

3.5.3 Bidding bank rival regression results

3.6 RODUSENESS CHECKS ......uceueeeieiiieceeicireee e
3.6.1 Difference in time periods.....
3.6.2 Sensitivity analysis of the rival reactions........ccoeeeeverercrrcerennenne
3.6.3 Median regression on the short-term performance

of bidding banks.........cccccuieiiiiniiniiiis

3.7 Evaluation of the shareholder wealth effects of the financial
sector consolidation in the Asia-Pacific region.........cccccoeuvcurruvceunnn.

. The impact of bank mergers in the Asia-Pacific region
on the acquiring institutions cost of debt ..........cccccccceeuuccurrrirriiiiirnnneas
4.1 Related literature on CDS spread changes and the effect of
mergers on debtholders ...
4.1.1 CDS event StUdIes.........cccouucuuiuriineieniiciniiciisieeesessesesesssssesssesaees
4.1.2 The effect of bank mergers and acquisitions
on debtholders ...
4.2 Data and empirical methodology.........ccovcveuerercrnercrercrereeerneneane
4.2.1 The mergers and acquisitions data Set............ccccveuverrrerrerrcrrenenns
4.2.2 The CDS data
4.2.3 Empirical methodology ..o

4.3 The impact of merger announcements on bidder CDS spreads .........
4.4 Determinants of the short-term CDS spread changes............ccccceuuuec.
4.5 Robustness Checks.........ccoiiiiniiiniiincccc e

4.6 Evaluation of the impact of bank mergers on the acquirer
COSE OF dEDt ..o




5. Concluding remarks..........cccocccocvcerreeiinneccrrieiesnseceseeeessssseesseeseesenas 159
5.1 Summary and discussion of the main results.........cocooeeercurerrercrrernenecn. 159
5.2 Limitations and avenues for future research..........ccccoveeevernerrercrrernenecn. 162
6. Reference List.......ccooireriinceereriieinseceseniieseeessssssessssssssssseesssssssessessnnes 165
APPENAIX ..ttt 183

10





