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"No, we would not do something like Bear Stearmaimg in fact, | don't think our Board would let rtake

the call."
Jamie Dimon in his 2015 letter to shareholders

1. Introduction

Takeovers of distressed banks are frequently usedlabilize a financial system without
explicitly bailing out a bank. Habitually, thes&eavers are government-induced as the above quote
by Jamie Dimon suggests (the phone call he isriefeto in the quote above came from the
government). Sometimes, however, these takeoversalao voluntary as acquirers see these

transactions as a cheap way to increase their bsriee.

In this paper, we focus on the takeovers of Vieesgrbanks after the 2008 crisis. AlImost all
of these takeovers involved banks that were knowvmave followed risky strategies and had

suffered from the repercussions of the 2008 firamrisis in Vietnam.

Using a difference in difference approach, we destrate that these takeovers had a strong
detrimental effect on the profitability and liquigiof the acquiring bank. Simple indicators of
profitability such as return on assets, cost incam@wo or recurring earning power strongly
deteriorate after the merger. This effect remaisgle even years after the merger. In addition,
acquiring banks show higher ratios of net loansotal assets, deposit and short-term funding or
total deposit and borrowing, reflecting lower lidity in the short- and medium term. We also
observe that acquiring banks suffer lower growtlléposit and short-term funding. Overall, there
seem to be no positive consequences that wouldteratance these additional costs, so
governments seem to use threats rather than imeeriv coerce the acquirers to bail out the failed

banks.



Our results do not only demonstrate that share®should be wary of acquisitions but also
suggest that the strategy of stabilizing a findnsigstem through bank mergers may have
detrimental indirect long-term consequences onnfire systems. The acquiring banks will be
negatively affected by the merger and the effigiesfdinancial intermediation and the allocation of
capital will be reduced. This may have negativegylterm consequences that may at least partially

be offset the positive effect of avoiding a finahahock after a bank failure.

The rest of the paper is organized as follows. i@edl reviews the prior literature on
acquiring banks’ performance post-merger. Secliogelscribes the different phases of the crisis in
Vietnam and the related bank takeovers. We thenduate in Section IV the construction of the
dataset and methodology. Section V presents th@ maipirical findings and discusses their

economic significance. Section VI conducts robusrests and Section VII concludes.

2. Literaturereview

General history — extensive empirical literatureM&A mostly in developed countries

Merger and Acquisition (M&A) transactions have begobally recognized as one of the
major strategic decisions in corporations durirgypast decades. In addition, these strategies are o
high importance to all stakeholders, which are ardy limited to firms in the role of buyers or
sellers but also include their employees, sharensldjovernment regulators, investment bankers,
lawyers, and lobbyists. Given the fact that merperse been largely adopted by many organizations

for both national and cross-border business expansesearchers are inspired to study the causes



and effects of these transactions, seeking to atadet the motivation of the deals, the ways M&A
deals are carried out, what are the economic caoesegs and which parties benefit or suffer the
most. It follows that empirical literature on M&#A ifinance has been extensive — according to a
recent “survey of the surveys” by Mulherin et 2017), they could select 120 articles focusing on
empirical work about M&A from several leading fir@njournals. Whereas the authors report the
creation of wealth by M&A activity as a basic imfaort finding in the early literature, they also
emphasize the change in the research topics anliisreser time in accordance with the evolution
of M&A activity, the globalization trend, and newatdbases availability. Therefore, their
perspective on the historical development of thedystof M&A reminds the importance of

incremental findings in the overall understandihthe value of research in M&A.

Recent literature on M&A in banking sector

DeYoung et al. (2009) provide a review of the p&3®0 financial institution mergers and
acquisition (M&A) literature covering over 150 stesl. The authors highlight the main findings
where North American bank mergers tend to imprdtieiency but stockholder wealth creation
effect is non-conclusive. In contrast, Europeankbaergers witness both efficiency gains and
stockholder value enhancement. The relationshipvd®t high CEO compensation and merger
activity seems to be robust, and research reduntisgdy imply that deals can be motivated by the

intention to obtain ‘too-big-to-fail’ status andetlssociated subsidies.

Later literature continues to study banking M&Arrdifferent angles, notably the wealth
creation effect. Bercher (2009) advocates the ipatied components of bidder returns by
examining the banking industry mergers around @mes@ge of a deregulatory act (Riegle Neal

Act of 1994) and claims that focusing only on narrevent windows underestimates gains to



bidders. He also observes positive bidder retuimss confirms that mergers are motivated by
synergy rather than disciplinary motives. Egger &tadhn (2010) provide evidence in favor of
cost-performance gains in horizontal mergers anfumgrian banks, and smaller banks are more
likely to enjoy this effect earlier than larger karinvolved in mergers. Erel (2011) looks at US
commercial banks and finds that, on average, mergecrease loan spreads, confirming
efficiency gains over increased market powdikKhasawneh and Essaddam (2012) show that the
CARs (cumulative abnormal returns) of acquirers @ositively associated with their technical
efficiency and geographic diversification. Theyoafsxd a negative relationship between targets’
CARs and both their size and revenue efficiencye pbsitive and significant value creation for
the shareholders of the targets, as opposed tcsaimaovalue creation found for the shareholders
of acquirers, is again observed Asgimakopoulos and Athanasoglou (2013) in an evemtysfor

a sample of European banks spanning a period geéags. In addition, shareholders of acquirers
prefer listed, smaller and less profitable bankarigahigher non-interest related income, but are
concerned when the target is weakly liquid, inégiicy with heightened credit risk. Finally, the
guality of investment banks and shareholder wealtbank mergers have been examined in an
empirical study by Chuang (2014), who suggests thvatall, financial advisors seem to add

value for bidding firms but not target firms.

By examining 600 intra-industry M&A transactions pyblic banks in North America and
Europe in the period from 1990 to 2008, Hankirle(2011) assert that market power hypothesis
predominates over four other frequently proposeddMi8otives: merger wave, pre-emptive merger,
synergy, and financial distress hypothesis. Caiatzal. (2012) find support for the ‘acquire to
restructure’ hypothesis, which posits that targate typically less efficient banks that are

acquired for restructuring, with the intention afhancing profitability. Weil3 et al. (2014) are



concerned by the “concentration-fragility” hypotiseshowing evidence for a significant increase
contribution to systemic risk following mergerstie banking system, from both the merged banks

as well as their competitors.

The financial crisis has substantially affected dndook of the global banking sector. The
difference between pre-crisis mergers (2004-200W) erisis mergers (2007-2010) among US
commercial banks was empirically studied by Dunal.ef2015), where the latter is more significant
events for both acquirers and targets. The autthemsonstrate that overall merger announcement
value creation during the financial crisis is pwsiy associated with targets’ assets and capitals
quality, but negatively associated with targetéicefncy. In contrast with previous long literature
showing that abnormal returns around the announueda¢e are negative for acquirers and positive
for targets, Beltratti and Paladino (2013) findtthbnormal returns for EU bank acquirers during
the credit crisis (2007-2010) are zero on averagfgaannouncements but positive after completion.
They conjecture that acquisitions implemented duaifinancial crisis may have created more value
for acquirers, as involved acquirers were suffityestrong to take advantage of forced sales from
weaker competitors under a global liquidity shogtaglowever, due to substantial uncertainty,

investors postpone repricing of stocks to comptetibthe transaction.

Ferris et al. (2013) investigate the role of CE@rounfidence in international mergers and
acquisitions of Fortune Global 500 firms during tperiod 2000-2006. The authors find that
overconfidence helps to explain the number of sffeade by a CEO, the diversifying nature and
the method of payment to finance a merger dealjsambst extensively observed in individualistic
culturesWhile equity-based compensation for bank CEOslis\ms to cause excessive risk-taking,
evidenced by widespread bank losses during thediakcrisis, banks have adopted debt-based

compensation to align CEOSs’ interests with thoseexternal creditors. Srivastav et al. (2018)



examine the impact of the so-called inside debtissted US banks’ acquisitions between 2007 and
2012 and show that deals announced by these b@ids are associated with a wealth transfer
from equity to debt holders, followed by lower metrkneasures of risk and lower loss exposures for

taxpayers.

The failure of a bank is often resolved throughgees and takeovers by incumbent banks.
Perotti and Suarez (2002) argue that promotingakeover of failed banks by solvent institutions
can reinforce stability by offering surviving incbents larger rents under greater market
concentration when their competitors fail. Achagral Yorulmazer (2007) develop a theoretical
framework that involves granting liquidity to swinig banks in the purchase of failed banks,
arguing that this liquidity provision policy givdmnks incentives to differentiate, rather than to
herd and is a substitute to the bailout policy framex-post standpoint. However, Gomez (2015)
proves that incumbent takeovers may also underfmaacial stability by creating a systemically
important financial institution (SIFI) if they havegh discount rates. In fact, the “too big to fall
guarantee is supposed to provide the bank witmtives to take excessive risk, thereby, sows the
seed of future systemic failures and the benefitmited-bank takeovers turn into costs for bank
supervisors. Vallascas and Hagendorff (2011) comvesitical view of the risk-reduction potential
of M&A among European banks, recommending policyensito consider the costs and benefits of
bank consolidation carefully. Behr and Heid (20&4ploit a sample of bank mergers in nine EU
economies between 1997 and 2007 and find that mergeniums are paid to obtain safety-net
subsidies, suggesting moral hazard in banking mgstdlevertheless, Montes (2014) finds an only
small impact on competition in the mortgage madiethe consolidation of the Spanish banking

sector resulting from the financial crisis of 2008.



Despite the rich literature in the field of M&Attle is known of the reasons why some
announced transactions have turned out unsucceS€siiaizza and Pozzolo (2016) seek to provide
an answer by analyzing over 20,000 announcementsamking M&As in over 150 countries
between 1992 and 2010. The authors show that teimportant factors leading to failures are the
hostility of the bidder and the competition of npl# potential acquirers. Moreover, lengthier
negotiations, deals of larger size announced byleammore levered banks, or greater unfavorable

interference by supervisory authorities contriliata lower probability of success.

Cross-border M&A in banking

Cross-border mergers and acquisitions are recardadewer number of deals due to the
cultural differences and regulatory barriers. Qalkdlifferences may create high transaction costs
and integration difficulties may reduce the valdenternalization. Indeed, Steigner and Sutton
(2011) show that greater cultural distance in classler takeovers has a positive influence on
the longrun performance of bidders with high intangiblesplying significant internalization
benefits from technological knehwow. By analyzing EU-25 bank acquisitions over pegiod
1997-2004, Hernando et al. (2009) find evidence lgss cost-efficient banks and larger banks
in low concentrated markets are more likely to bguered by other banks in the same country.
On the other hand, the probability of being a targea cross-border deal increases with both a
bank being listed on the stock market and its agisitconcentration. Karolyi and Taboada
(2015) emphasize the role of “regulatory arbitrage”which cross-border bank acquisitions
involve primarily acquirers from countries witha@tiger, more restrictive regulatory environment
than that of their targets and these acquisitioasagsociated with more positive announcement

effects. Our study highlights the role of non-cagie customers and of psychic distance in the



cross-border expansion of commercial banks throltfAs. Interestingly, in contrast with
traditional perception, Caiazza and Pozzolo (20ib@) evidence that cross-border announcements
are more likely to conclude than domestic onespainty because such operations are only

announced when all parties involved have foundelirpinary agreement.

M&A in banking sector in developing countries

Goddard et al. (2012) use sample of 132 eventssia And Latin America between 1998
and 2009 and find that on average, M&A createsedtwdder value for target firms without
causing any loss to the acquiring firm. In the sass®arch, a multivariate regression identifies
that acquirer shareholders benefit from the actiowsiof underperforming targets and from
government-instigated M&A transactions. Du and $B016) corroborate the hypothesis that
target banks are mainly the ones to benefit frolciehcy improvements in a study of six Asian
emerging countries bank M&A. Under the oligopotisthature of South African banking
industry, Wanke et al. (2017) find that the drivefsvirtual efficiency in M& A are bank type
and origin, suggesting criteria to be taken intocant to identify suitable targets. Rahman et al.
(2018) report an overall negative market respoongeartds the M&A in the banking sector of

Pakistan.

Using data Thomson ONE Investment Banking and Drat@ on all the M&A deals of
Asian listed banks, Shirasu (2018) empirically eies the long-term changes in banking
management strategies for the acquirer banks. Thkom finds that M&A contribute to
increasing new loans and enhancing capital adequmatybanks fail to make profits because of
the non-performing loans. In our study which indadll M&A deals in Vietham of both listed

and non-listed banks, on the contrary, we obseovémprovement in loan growth or capital



quality. However, we report a similar effect of wening profitability and efficiency of merged

banks, which is supposedly attributable to the datots burden.

3. Forced and voluntary mer gers of distressed banksin Vietnam

During the global financial crisis in 2008, althbuthe Vietnamese government did not
officially acknowledge that the country was facedinancial crisis, the turmoil in world markets
had important consequences for Vietham. Numerousrgancy loans from the State Bank of
Vietnam, especially for providing short-term ligiyg have helped its commercial banks avoid
instantaneous failures, however, the measures mere likely to postpone than really solve the
problem. The bad debts crisis was declared in 2bitilitouched almost every bank, though the real
figures were not revealed immediately. In Septen@@dr2, the State Bank of Vietnam disclosed a
ratio of 17.21% of bad debts over total outstandmans - the real figure might have been
substantially higher. In order to deal with thisuation, the government issued Decision No.
254/QD-TTg on the first of March, 2012, approvihg fproject to restructure the system of credit
institutions in the period 2011 — 2015. The primabjective was to achieve healthy financial
conditions and to improve the capability, the safeind the efficiency of Viethamese credit

institutions.

Among various solutions pointed out in the projeaijuntary merger and acquisition
activities are strongly encouraged on the princgilensuring the depositors’ interests, the legal
economic rights and obligations of relevant partierder to ensure the safety and stability ef th
system, credit institutions facing high risks slelsubject to special measures, i.e. forced merger

similar actions. In details, the regulations digtiish (i) healthy credit institutions to (ii) thosea



temporary shortage of liquidity, and (iii) substardi credit institutions. The first group is invited
to participate in the restructuring of the two athby lending to the weak credit institutions and
acquiring substandard credit institutions. On theepbhand, the second group is encouraged to
merge among themselves and to merge with the lyebéthks. Finally, for the weakest group,
after employing methods to ensure their solvenay puitting them under special supervision if
necessary, specific steps with regard to mergesinement are stipulated. In particular, those
banks shall be merged, consolidated, acquired wiumtary basis, in default of which the State
Bank of Vietham shall take measures to compel tleeger, consolidation, or acquisition. The
State bank of Vietnam shall compel substandardtdrestitutions to transfer their capital; major
and controlling shareholders shall have to trantfeir shares. The State Bank of Vietnam shall
directly repurchase the charter capital or shar#seoveak credit institutions to initially consddite

and fortify them before merging with other credistitutions or selling to qualified investors.
Foreign credit institutions are allowed to repusghar merge weak banks, the foreign shareholding

limit at restructured weak joint-stock commerciahks will be considered for a raise.

As a result of this project, there were 11 mergepition deals in the Vietnamese banking
system during 2011-2015. To sum up, these dedalstalthree main categories: voluntary mergers
among healthy banks, voluntary acquisitions of akbia difficulties by a healthy bank, forced
takeovers of distressed banks by the State BaWletiiam. There has been no case where a foreign
bank played the principal role of rescuing theefhibanks, either as an investor buying controlling

shares or as an acquirer. The full list of thesdgsdean be found in Annex 1.

Given the context of overwhelming bad debts togetheh low transparency in the
Vietnamese banking system, acquirers may not hadetle best information for evaluating their

targets before a takeover. While each bank isrgalith a large amount of non-performing loans,



mergers will add bad debts, accompanied by a sefiether issues post-merger. Once the deal is
concluded, it turns out that recovering overduesldtandling bad debts transferred from acquired
banks become one of the main missions of acqtirBesd debts negatively affect banks because
they absorb capital, increase operational costs laence decrease profitability, necessitate
management time and attention, thus divert foaus the bank’s core activities; and they may even
sabotage the sustainability of the bank. The diltiies that acquirers will have to face appear
foreseeable. Nonetheless, the merger deals on taojubasis indicate that there are expected
advantages from the standpoint of the acquirerseample, a quick increase in market share and
customer network that requires years to developraise. The remaining question is whether the

advantages outrank the drawbacks in these menggcguisition.

4. Dataand summary statistics
4.1. Construction of the data set

In our investigation of mergers and acquisitiond/@tnamese banks, we use a difference-
in-difference method, comparing acquiring bankshwither banks and with themselves pre-
acquisition. We consider a setageration/ profitability ratiosncludingReturn on Average Assets
(ROAA),Recurring Earning Power, Non-Interest Expense /rédge Assetsand Cost to Income
Ratia Regarding the bank8yuidity, indicators likelnterbank Ratio, Net Loans / Total Assets, Net

Loans / Deposit and Short-term FundimgNet Loans / Total Deposit and Borrowiage taken into

2 For example, at Saigon - Hanoi Commercial JoiotsBank (SHB), the merger of Hanoi Building Comniair
Joint Stock Bank (Habubank) has made its NPL ratstantly high due to bad debts from Habubankh@time of
the merger, Habubank's bad debt ratio was appra&iyna5%). SHB's key task has been to recover aeedkbt,
dealing with bad debts transferred from Habubarspeeially those of failed state-owned corporatisaosh as
Vinashin (Vietham Shipbuilding Industry Group, n&kipbuilding Industry Corporation abbreviated SBIC)



account. In addition, we explore the growtlDaposits and Short term Fundiagd Liquid Assets

to further study the banks’ liquidity post-merger.

In order to discern the impact caused by mergerbatiks, we construct aficquiring
dummy variable, which takes the value one for aemmibanks in the post-merger period.
Furthermore, we introduce dummy variables thatrdete time (in years) since acquisition for
those acquiring banks to inspect the recovery effiedanking performance, whekequiring Year
1 dummy indicates the year when the targets’ findrf@ares are consolidated to the acquirers’
statementsAcquiring Year Zlummy is the year that follows and so on. Finallg,examine a set of

control variables, taking into account thenk size, banking ownershgndGDP growth rates

We collected Vietnamese commercial banks’ finandath from BankScope for over 40
commercial banks during the period 2000-2015. Hrapte is then merged with data from Orbis
Bank Focus to cover up to 2017. The informatiorardigpg merger years is hand-collected from the
acquirers’ financial statements. Vietnam’s macroecaic data, GDP growth, is from the World

Bank’s reports.

All commercial banks in Vietham are required to I@hbfinancial reports in local generally
accepted accounting practices (local GAAPs - Vieese Accounting Standards — VAS). A few
banks having foreign investors also produce IFR&nitial reports. We keep only local GAAPs
standardized observations during our data treatarheliminate the observations from the reports
that did not meet audit statement qualificatiore (tiqualified” reports). Finally, duplicates are
deleted if any. Our sample covers the period fré@020 2017 and includes 581 observations.

Table 1 below provides the definition of the valéstused in the empirical analysis.



Variables

Table 1: Variablesand data

Definition

Operation/ Profitability

Return on Average Asset:
(ROAA)
Recurring Earning Power

Non-Interest Expense /
Average Assets
Cost to Income Ratio

Liquidity
Interbank Ratio

Net Loans / Total Assets

Net Loans / Deposit and
Short-term Funding

Net Loans / Total Deposit
and Borrowing

Deposits and Short term
Funding Growth

Liquid Assets Growth

Acquiring
Acquiring
Acquiring Year 1
Acquiring Year 2
Acquiring Year 3
Acquiring Year 4
Acquiring Year 5
Acquiring Year 6

Ownership
100% foreign-owned

Joint-venture
State-owned

Control variables
Bank size

GDP growth rate

After tax profits as a percentage of Total Ass&t®ws how a bank can convert
its asset into net earnings.

After tax profits adding back provisions for badteas a percentage of Total
Assets. Effectively this is a return on assetsgrarhnce measurement without
deducting provisions.

Non-interest expenses (overheads plus provisidus)agmeasure of the cost
side of the banks performance relative to the asseésted.

Measures the overheads or costs of running the @aajorly salaries) as
percentage of income generated before provisions.

Money lent to other banks dividgdrmney borrowed from other banks. A
ratio greater than 100 indicates the bank is reatgslrather than a borrower of
funds in the market place, and therefore more diqui
Indicates what percentage of the assets of the isaidd up in loans. The
higher this ratio the less liquid the bank will be.

Indicates the percentage of the bank's loans cardparits deposit and short-
term funding. The higher this ratio the less ligthid bank will be.

Indicates the percentage of the bank's loans cardparits total deposit and
borrowing. The higher this ratio the less liquie thank will be.

The annual growth of Deposits and Short term Fun@nowth

The annual growth of Liquid Assets. Liquid Assats the sum of Cash and
Due from Banks, Deposits with Banks, Due from CarBanks, Due from
Other Banks, Due from Other Credit Institutionsedsury Bills, Other Bills,
Government Securities, Trading Securities, CDs.

Dummy - 1 for the acquiring banks post-merger

Dummy - 1 for the first year of acquiring bankscsrthe merger
Dummy - 1 for the second year of acquiring banksesithe merger
Dummy - 1 for the third year of acquiring bankscgithe merger
Dummy - 1 for the fourth year of acquiring bankscs the merger
Dummy - 1 for the fifth year of acquiring banksa@nthe merger
Dummy - 1 for the sixth year of acquiring banksceithe merger

Dummy - 1 if the bank is 100% foreign-owned; O ottiee
Dummy - 1 if the bank is a joint-venture*; O othéser
Dummy - 1 if the bank is state-owned**; 0 otherwise

Natural logarithm of Total assets
Annual growth rate of Gross domestic product

* Joint-venture banks are all established by Viatase government/ central bank and a foreign copauter
prone to fulfill their mission of financing bilat@rtrade and investment activities

** State-owned banks are banks where the Stateshutite than 50% stake

Sources of data: BankScope, Orbis Bank Focus, Btat& of Vietnam, World Bank and author’s calcuati
from these sources




4.2. Descriptive statistics

We provide an overview of the data in tables 2a2ind The profitability variables average
nearly 2%, with Return on Average Assets (ROAAJoratretches from as low as -25.08% to as
high as 7.94% and Recurring Earning Power from24%. to 8.68%. On the operation side, cost
efficiency differs widely from banks to banks asliwehereby Non-Interest Expense / Average

Assets ratio ranges from 0.35% to 34.86%, and @okicome Ratio varies between 18.82% and

234.76%.
Table 2a: Summary Statistics - Continuous variables
Continuous variables
Variable n M ean SD. Min M ax
Operation/ Profitability
Return on Average Assets (ROAA) 576 0.93 1.72 -25.08 7.94
Recurring Earning Power 576 1.83 1.62 -19.24 8.68
Non-Interest Expense / Average Assets 576 2.63 2.52 0.35 34.86
Cost To Income Ratio 571 52.42 20.40 18.82 234.76
Liquidity
Interbank Ratio 530 148.66 145.76 3.60 999.39
Net Loans / Total Assets 578 52.53 15.08 3.67 93.56
Net Loans / Deposit and Short-term Fundin 578 67.20 27.01 10.85 291.69
Net Loans / Total Deposit and Borrowing 471 64.50 24.59 10.85 291.69
Deposits & Short-term Funding Growth 527 56.16 418.04 -80.07 9181.63
Liquid Assets Growth 530 73.42 601.05 -90.66 9696.94
Control variables
Bank size 581 16.07 1.62 8.35 19.56
GDP growth rate 581 6.29 0.68 5.25 7.55

Notes:Variables are defined in Table 1.

In our sample, the post-merger acquiring banks reb8ens account for 6%, distributed
roughly equally by time since mergers (from yeavHich is the year of the merger to year 6). Due
to the fact that before Vietnam’s entry to the Woflrade Organization in 2007, restriction on

foreign ownership in banking was the norm and afeer this event, foreign banks are still prudent



when entering this emerging market, only 8% of oloservations belong to 100% foreign-owned

banks. Joint-venture banks account for 12% of bsexvations and 13% are state-owned banks'.

Table 2b: Summary Statistics- Dummy variable

Dummy variables
Variable n Frequency

Acquiring dummies

Acquiring 581 0.06

Acquiring Year 1 581 0.01

Acquiring Year 2 581 0.01

Acquiring Year 3 581 0.01

Acquiring Year 4 581 0.01

Acquiring Year 5 581 0.01

Acquiring Year 6 581 0.01
Ownership

100% foreign-owned bank 581 0.08

Joint-venture bank 581 0.12

State-owned bank 581 0.13

Notes:Variables are defined in Table 1.

5. Empirical analysis

5.1. TheEmpirical Strategy

We run regressions of Operations/ Profitability dnquidity ratios on banks’ acquiring
status dummies, ownership, and control variabled. d#fferently, we intend to estimate the

eguations:

Profitability;, = a + Bj(Acquiring;);, + Z Yk,ic Controls;, + &,
k

Eq. (1)

Liquidity;; = a + Bj(Acquiring;);. + Z Yk,it Controls;, + &;;
K

Eq. (2)



Our primary estimation method is a random effegtassion with ownership independent
variables. With this approach, the effects of timeariant variables like bank types (state
ownership, joint-venture or foreign ownership) dan estimated together with acquisition-related

dummy variables.
5.2 Basdineresults

Table 3 reports our baseline results. Columns @1j4) document the estimates from
regressions on Operation/ Profitability indicatargl columns (5) to (10) disclose the estimates for
Liquidity indicators. For the last two indicators the Liquidity group, i.e. Deposit and short-term
funding Growth (column 9) and Liquid Assets Grotblumn 10), the dummy variable Acquiring

Year 1 is omitted in order to eliminate the growthing mostly to the acquisition.

Overall, acquiring banks are associated with wgsdormance in terms of Operation/
Profitability at high significance. The Return owekage Assets (ROAA) for these banks is 1.1%
lower than that of non-acquiring banks, whereas Reeurring Earning Power suffers a 2%
decrease; both effects are significant at 1% lef&ehuiring banks’ below par profitability is
partially recovered in the following years, in pautar 0.3% (at 5% significance level) for ROAA in
the second year since acquisition, and 0.79% a6d%®.(both at 1% significance level) for
Recurring Earning Power respectively in the se@mithird year since acquisition. Note, however,
that the recovery effect is still by far below théerior performance suffered by the acquiring sank
furthermore, some years following the acquisitiom eharacterized by negative effects on ROAA,

even not significant but these negative effectvepa mixed message about their recovery.



Table 3: Regression results

Robust Random-effects L east Squares M odel

Operation/ Profitability Liquidity
Return on Recurring Non-Interest Net Loans/ Net Loans / Deposits &
Average h Expense / Cost to Interbank Net Loans/  Deposit & .. Short term Liquid Assets
Earning . ) Total Deposit )
Assets Power Average Income Ratio  Ratio Total Assets  Short-term & Borrowing funding Growth
(ROAA) Assets Funding Growth
Acquiring
Acquiring -1.114%** -2.004*** 2.546** 32.417%* -22.638 28.009*** 37.215%* 34.444%* -45.682* -38.632
(0.182) (0.270) (1.132) (3.595) (23.064) (3.184) (5.959) 4.992) (26.630) (40.394)
Acquiring Year 1 -0.797 0.093 -1.874** -13.438*** 37.37 -30.987*** -40.285*** -33.634***
(1.328) (0.771) (0.816) (3.010) (50.585) (3.602) (6.617) 7.265)
Acquiring Year 2 0.332** 0.788*** -2.063*** -11.122** -3.721 -28.161*** -36.304*** -29.970*** -1.487 -24.323
(0.155) (0.272) (0.769) (5.130) (24.046) (1.897) (4.150) 3.102) (14.889) (19.036)
Acquiring Year 3 0.144 0.672%** -1.401%** -12.641%** -2B33* -23.675%** -29.267*** -25.365*** -21.347 -64.823**
(0.107) (0.215) (0.540) (3.625) (13.358) (1.710) (3.139) 2.402) (20.030) (29.738)
Acquiring Year 4 -0.005 0.509* -1.015* -0.179%* -12.82 -20.982*** -26.425%** -22.416*** -19.846 -84.885***
(0.126) (0.273) (0.472) (3.227) (10.993) (2.455) (3.685) 2.987) (21.583) (32.063)
Acquiring Year 5 0.022 0.533 -0.914** -10.035** -32.000*  -13.842%** -16.313*** -13.291%** -44.240* -111.237%**
(0.233) (0.377) (0.408) (3.957) (12.026) (2.959) (3.108) 2.365) (22.999) (33.183)
Acquiring Year 6 -0.051 0.376 -0.816*** -8.042 -13.443* 9.956** -0.167* -9.039** -47.767 -34.875
(0.121) (0.270) (0.273) (7.329) (7.281) (4.266) (4.995) 762) (35.391) (73.970)
Control variables
Bank size 0.152* 0.147 -0.798** -3.321** -9.496 -2.054* .883*** -7.827%* 15.175 24.797
(0.087) (0.094) (0.389) (1.308) (8.912) (1.057) (2.181) .961L) (24.797) (26.362)
GDP growth rate 0.198** 0.203** -0.785* -6.106%** -1278 0.020 -3.567* -1.843 29.036*** 71.457%*
(0.083) (0.083) (0.394) (1.023) (10.133) (1.036) (2.071) 1.503) (10.876) (23.938)
Constant -2.657 -1.821 19.869** 141.889*** 355.832* 82088 226.944**  196.911***  -371.861 -749.479*
(1.875) (1.922) (8.560) (25.285) (189.142) (19.747) (838 (37.056) (387.409) (452.472)
Prob > chi2 0.0000 0.0000 0.0000 0.0000 0.0000 0.0000 00.00 0.0000 0.0003 0.0000
N 576 576 576 571 530 578 578 471 527 530
R-squared 0.0444 0.0557 0.1502 0.1191 0.1247 0.1151  .1760 0.1687 0.0112 0.0074

Notes: Variables are defined in Table 1.
Robust standard errors in parentheses
*** n<0.01, ** p<0.05, * p<0.1



At the same time, cost-related ratios are alsaiorfén acquiring banks, with Non-Interest
Expense / Average Assets showing 2.5 points high&f6 significance level and Cost to Income
Ratio indicating 32.4 points higher at 1% significa level. On the cost side, acquiring banks
display a better improvement in the years followthg acquisition, with high significance level at
1% and some at 5%. Nevertheless, the counter-affestill way below the negative post-merger
impact on cost efficiency: the best recovery on INudarest Expense / Average Assets is -2.1 points
in the second year post-acquisition and that ort ©dsicome Ratio is -13.4 points in the first year
post-acquisition. The recovery outcomes drop as goes on, reach -0.82 for Non-Interest Expense
| Average Assets in the sixth year and -10 poiotsGost to Income Ratio in the fifth year,
compared to respectively 2.5 points and 32.4 pdiigfiser in these cost ratios that acquiring banks
suffer. We can see that acquiring banks struggtbeir reorganization post-merger in order to cut
costs; nevertheless, this is not as easy as expddtes phenomenon is similar to significantly lawe
cost efficiency after merger events that Montgometyal. (2014) observe in Japan banking
consolidation after its own banking crisis in tregel 1990s. However, unlike their Japanese
counterparts, merged banks in Vietnam are unabheaiatain their “bottom line”, presumably due
to the absence of increased market power. To sunaequiring banks seem to perform more

poorly, bearing both less satisfactory profitapiind more inefficient cost management.

The random effects regression results indicateeimerpl below par Liquidity indicators for
acquiring banks, with high significance on Net Leaatios, and a slightly significant result on
Deposits & Short-term funding Growth, yet no sigrahce is found for Interbank Ratio and Liquid
Assets Growth. Specifically, Net Loans / Total Assatio indicates that the percentage of the sisset
tied up in loans is 28% higher in acquiring banksplying that these banks are less liquid.

Similarly, acquirers also have higher Net Loansp@sit & Short-term Funding (37%) and higher



Net Loans / Total Deposit & Borrowing (34%), confing their inferior liquidity compared to their
counterparts. Indeed, these negative effects ardity were mostly offset or even better off in the
first year post-merger (-31%, -40.1% and -33.6%d\fet Loans / Total Assets, Net Loans / Deposit
& Short-term Funding and Net Loans / Total DepdsiBorrowing, respectively); however, they
were worsened afterward, reaching -10%, 9.2%, &deSpectively, far below the negative effects
associated with acquiring banks mentioned abovedtfition, Interbank Ratio is associated with
negative coefficients in all acquiring dummies, eptcfor the first year post-merger, and especially
attains -32% at 1% significance level in the fijiar after the acquisition. Finally, we find that
acquirers are also associated with poorer growejposits & Short-term funding or Liquid Assets.
Deposits & Short-term funding Growth manifests a7%b lower in acquiring banks in general, and
44.2% lower in the fifth year post-merger in thbaeks, though this effect is not highly significant
(10% significance level). On the other hand, Lig#idsets Growth is significantly lower in
acquiring banks in the third, fourth and fifth ygast-merger, respectively 64.8%, 84.9% and 11.2%
lower than their counterparts. Generally, it seémas acquiring banks are not only less performing
but also face lower liquidity, which entitles highesk and may, in turn, translate into future veors

performance.

Besides the main investigation of acquiring statnd bank performance or liquidity, we
investigate the impact of bank ownership on bamkopmance and liquidity. Bank ownership, in
general, has no significant impacts on either fability or cost efficiency, except for state
ownership. We find that state-owned banks are fgignily associated with lower ROAA and
higher Non-Interest Expense / Average Assets, comifiy to the usual perception that state
ownership entailed worse performance. Regarding lithedity, wholly foreign-owned banks

maintain highly significant superior Interbank Ratompared to private local banks (155.8%



higher), the same positive relationship can berebdan joint-venture banks though the coefficient
is smaller (85.7%) and less significant, whereasignificant impact can be found for state-owned
banks. Besides, wholly foreign-owned banks arecatsal with a better Net Loans / Total Assets
ratio, 10% lower than private local banks, regaslief a low significance level. On the other hand,
state ownership is significantly associated withrenassets or deposits tied-up in loans and state-
owned banks are thus less liquid. They also safferuch lower Liquid Assets Growth (-142.7%)

compared to their private local counterparts, thaihgs impact is only slightly significant.

Other controls in our regressions include bank siz&DP growth rate. Bank size has a
positive impact on performance, with a low sigrafice on ROAA and a medium significance on
cost ratios (Non-Interest Expense / Average AssaiisCost to Income Ratio), though no significant
impact is found for Recurring Earning Power. Thisams that bigger banks manage costs more
efficiently or enjoy the economy of scale, whichnttibutes to their better ROAA. They also
maintain lower Net Loans ratios compared to Tosdets, Deposit & Short-term Funding and Total
Deposit & Borrowing, thus ensure better liquidiowever, no significant relationship is revealed
between Bank size and Interbank Ratio, Depositsh&tSerm funding Growth or Liquid Assets
Growth. Lastly, the GDP growth rate control var@displays significant association with operation/
profitability indicators and the two liquidity grdtv ratios, but not with other liquidity indicators.
Better GDP growth rates are positively correlatetth \ROAA and Recurring Earning Power, and
interestingly they are negatively correlated witle tost ratios (Non-Interest Expense / Average
Assets and Cost to Income Ratio). Positive macro@oic index reveals auspicious conditions for
banks in both boosting their profitability and mging costs more efficiently. It is equally favorabl
time to improve liquidity growth, in particular, pesits & Short-term funding Growth and Liquid

Assets Growth.



The impact on stock prices is less obvious as widste acquiring banks are not listed and
informal information regarding the merger oftenkks@ out in form of rumors well before the
official announcement day. In addition, news abmegsible mergers which finally did not occur

further contributes to the noise in prices on theksmarket.

6. Robustness check

We carry out ‘Fixed-Effect’ estimations with entifigank) fixed effects in our robustness
regressions using the same variables as in the megiassions. Entity fixed effects method helps
diminish the concern that our results are genetayeal selection bias by allowing us to control for
time-invariant characteristics, such as the gerggrality of the individual banks. Table 4 presents

the results of our fixed-effect robustness tests.

Consistent with the baseline results, acquirindustas strongly associated with lower
profitability (ROAA, Recurring Earning Power) andgher cost ratios (Non-Interest Expense /
Average Assets, Cost to Income Ratio) at a highifsignce level. As in the main regressions, the
recovery effects in the following years diminisheotime and remain much below the negative
effects linked with acquirers. Similarly, the Nebdns ratios display strongly significant higher
coefficients in acquiring banks; furthermore, tbeavery effects are also declining, both of which
reflect acquiring banks’ inferior liquidity. Fingll other liquidity indicators, including Interbank
Ratio, Deposits & Short-term funding Growth anduigjAssets Growth all demonstrate below par
liquidity of acquirers, though not highly signifita either correlated with their acquiring status o

the years following the mergers.



Table 4: Robustnesstest - Fixed-effects L east Squares M odel

Robust Fixed-effects L east Squares M odel

Operation/ Profitability Liquidity
Return on Recurring Non-Interest Net Loans/ Net Loans / Deposits &
Average h Expense / Cost to Interbank Net Loans/  Deposit & ., Short term Liquid Assets
Earning . ; Total Deposit )
Assets Power Average Income Ratio  Ratio Total Assets  Short-term & Borrowing funding Growth
(ROAA) Assets Funding Growth
Acquiring
Acquiring -2.833*** -2.629%+* 2.822%* 35.108*** 39.698 32.223** 44.696*** 41.812%+* -109.950* -68.934
(0.801) (0.758) (0.670) (4.626) (35.679) (3.262) (4.817) 3.888) (64.241) (63.746)
Acquiring Year 1 1.307 0.942 -2.174%x* -15.290*** -1214 -33.671%* -44.748** -38.374***
(0.983) (0.840) (0.636) (4.429) (45.255) (3.302) (4.853) 4.948)
Acquiring Year 2 1.628* 1.300** -2.203%* -14.378** -6%06 -30.875%** -41.773%* -34.604*** 4.200 -15.975
(0.652) (0.636) (0.485) (5.944) (40.026) (2.685) (4.088) 3.106) (26.223) (37.710)
Acquiring Year 3 1.351* 1.176* -1.503*** -16.080*** -58666* -26.210%** -34.721%** -30.287*** -47.248 -88.020*
(0.670) (0.656) (0.459) (4.116) (31.386) (2.425) (3.443) 2.701) (38.529) (49.564)
Acquiring Year 4 1.082 0.994 -1.039* -13.083** -26.439 22.726%** -30.497*** -26.045%** -69.344 -122.206**
(0.671) (0.698) (0.421) (5.227) (29.293) (3.116) (4.023) 3.282) (56.729) (60.631)
Acquiring Year 5 1.047 0.946 -0.990** -11.643* -39.558 6:281%** -21.243%** -17.737%** -107.244* -168.841**
(0.779) (0.765) (0.404) (6.214) (28.531) (4.160) (4.805) 3.841) (63.502) (68.268)
Acquiring Year 6 0.862 0.747 -0.863*** -9.341 -8.486 -Q87** -13.446** -13.090** -128.443 -107.318
(0.586) (0.573) (0.324) (7.164) (23.781) (5.334) (6.030) 5.101) (80.534) (106.295)
Control variables
Bank size 0.147** 0.121* -0.839%* -3.185%* -34.478%* 2.398** -9.281x* -8.194** 63.854 78.484
(0.061) (0.068) (0.213) (1.042) (9.783) (1.056) (1.495) 27B) (62.199) (56.584)
GDP growth rate 0.209%** 0.188** -0.806*** -5.985%** -214% -0.248 -3.827%* -1.959 57.256** 111.334***
(0.076) (0.073) (0.203) (0.939) (9.773) (0.810) (1.415) 2017) (23.449) (39.702)
Prob > F 0.0001 0.0002 0.0048 0.0000 0.0291 0.0000 0.0000  .0000 0.2439 0.0524
N 576 576 576 571 530 578 578 471 527 530
R-squared 0.326 0.389 0.407 0.417 0.336 0.531 0.436 0.494 1680. 0.180

Notes: Variables are defined in Table 1.
Robust standard errors in parentheses
*** n<0.01, ** p<0.05, * p<0.1



In our robustness test setting, bank ownershipatamsincluded because this characteristic
does not change over time. Otherwise, bank sizeGIDE growth rate control variables confirm
their significant positive impacts on bank perfonte, associated with higher profitability and
lower cost ratios. In addition, bank size is negdyi associated with Interbank Ratio and Net Loans
ratios at high significance levels, which mean thay have inferior interbank liquidity, but in eth
respects, they manage better their loans relajadlify. Another interpretation is that bigger bank
do not rely too much on interbank funding sinceythave the advantage of scale and can better
manage their liquidity accordingly. In the same manGDP growth rate, a macroeconomic index,
is associated with lower Interbank Ratio but higheposits & Short-term funding Growth as well
as Liquid Assets Growth, and better managed (loiNet)Loans ratios. A possible explanation is
that favorable economic conditions allow banksrbamce liquidity growth quickly and to rely less

on loans or interbank funding, the latter is coased an expensive way of improving liquidity.

It is worth noting that besides the dependent ksaused in the main regressions and the
robustness regressions, we have run many regressorg multiple Asset Quality, Capital Quality,
Operation/ Profitability and Liquidity ratios, noreg which is significant (see Appendix — not
destined for publication). We can, therefore, $a ho positive outcome can be found to make up
for the negative consequences of merger-acquisitionbanking performance that we have

discovered in our analysis.

7. Conclusion

Our paper inspects the impact of mergers and atiqoison banking performance in
Vietnam banks to complement existing literaturédbanking M&A efficiency in emerging markets.
In particular, we observe financial constraintstgosrger in acquiring banks, which challenge the

government’s strategy of using takeovers as a rdesthamplicit bailouts. Additionally, we include



years following the acquisition as dummy varialiesneasure the impacts over time and remark

prolonged negative financial consequences for aecgui

We find a significant association between acquibagks and lower profitability (ROAA,
Recurring Earning Power) as well as higher cosbsatNon-Interest Expense / Average Assets,
Cost to Income Ratio). These undesirable repemussin performance may be partly offset in the
years following the mergers; however, even in aals@igh significance, the recovery impacts
remain much lower than the initial negative conseges. The similar situation is also true for
liquidity ratios, including Interbank Ratio, Net &s / Total Assets, Net Loans / Deposit & Short-
term Funding, Net Loans / Total Deposit & Borrowimgeposits & Short-term funding Growth and
Liquid Assets Growth. From the analyses, it cardégved that acquiring banks did not achieve
their objectives which they may otherwise attaindoganic growth; on the contrary, they suffer
from the detrimental influence of the weak acquibashks. This has called into question the real

utility of mergers and acquisition to banks in attar and to the financial system in general.

In terms of policy conclusions, our findings sudgimst acquiring banks did not perform
well post-mergers; the experience of mergers andisiions did not provide potential benefits to
the banking sector because acquirers bore poovétapility. Moreover, the higher cost ratios in
acquiring banks imply that the internal managenteasd not succeeded in transmitting efficient
decisions through the mergers and acquisitionseegeod he study infers that banks would also focus
on alternatives to M&A, which include but not limit to getting talented human resources,
technological advancement, increase in market séadeproducts variety. This M&A program
during the period 2011-2015 coincided with the batg of bad debts in the banking system and the
disentangling phase of its aftermaths, which remaetevant for the time being, therefore it is

required to have a proper legal framework on regogenon-performing loans as well as debts sales



and purchases. In particular, the authority shéadditate and support banks in the execution ef th
court’s decisions on the handling of collateraletgssin addition, the securitization of debts and
better legal transparency would allow effectivetdaielated transactions on the securities market;
thereby increase their liquidity and help accetertite process of dealing with bad debt. The
government may also design comprehensive polidesitatechnology upgrading and further
promote the application of Basel Il in Viethamessks in order to have a minimum capital

requirement and risk management in conformity Wwiger international standards.

Finally, we propose thorough consideration for aasoee involving foreign banks as
acquirers of weak local banks — even though this &leeady been mentioned the project of
restructuring the credit institutions system foe tperiod 2011 — 2015 and repeated in the same
project for the period 2016-2020 but has never legtemented. In our previous research on the
impact of foreign presence on boards on Vietnarbhas&s’ performance (Phung and Troege, 2018),
foreign minority ownership seems to be inefficiamimproving local banks’ profitability due to
conflicts of interests; meanwhile wholly foreignHoed banks appear to be healthier in all the
aspects studied. Letting foreign banks buy the rtrosbled local banks while entitling them full
control over the acquired entities might, therefdre an advisable strategy to restructure these
banks, especially after various unsuccessful sffairthe government and given the limited capacity
of other possible local acquirers. Policymakersughohowever, take into account the acquirer
shareholders’ concern regarding information asymesetin cross-borders Mergers that
Asimakopoulos and Athanasoglou (2013) emphasizecifigally, foreign bidders should be
supported with more transparency in cultural ddfees and adaptation, legal or accounting factors
in order to facilitate the success of growth po&rind cost reduction expected from a cross-border

deal. Additionally, according to Gulamhussen et(2016), the size of the acquiring country, the



depth of its the financial market and presence usitamers from acquiring countries in target
countries positively impact both the probabilitydaralue of cross-border M&As; at the same time
the geographic, psychic, and time zone distancésela acquirer and target countries have
negative impacts. All these elements should befudbrestudied while designing a consolidation

program involving foreign bidders.
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Annex: List of banking M& A dealsin Vietham

Merged .
No. date Acquirer Target Merged name
1 | 29/07/2011 LienViet Commercial Joint Stock Bank| ietdam Postal Savings Service Company Lien Viet Post Joint Stock Commercial Bar
(VPSC)
2 | 26/12/2011| Saigon Joint Stock Commercial Bank | First Joint Stock Commercial Bank Saigon Joint Stock Commercial Bank (SCE
(SCB) (Ficombank)
VietNam Tin Nghia Commercial Joint Stoq
Bank (TinNghiaBank)
3 | 28/08/2012] Saigon — Hanoi Commercial Joint StogkHanoi Building Commercial Bank Saigon — Hanoi Commercial Joint Stock
Bank (SHB) (Habubank) Bank (SHB)
4 | 30/09/2013 PetroVietnam Finance Corporation Western Commercial Joint Stock Bank Vietnam Pulidint Stock Commercial
(PVFC) Bank (PVcomBank)
5 | 20/12/2013 Ho Chi Minh City Development Joint | Dai A Commercial Joint Stock Bank Ho Chi Minh Cibgvelopment Joint Stock
Stock Commercial Bank (HD Bank) Commercial Bank (HD Bank)
6 | 01/04/2015 Vietnam Maritime Commercial Stock | MDB (Mekong Development Bank) Vietham Maritime Coemtial Stock Bank
Bank (MSB) (MSB)
7 | 02/02/2015 The State Bank of Vietnam Vietham @otion Bank (VNCB) * Vietnam Construction Bank\B), One
Member Limited Liability Bank
8 | 25/04/2015 The State Bank of Vietnam Ocean Commercial Joint Stock Bank * Ocean Commercial One Member Limited
Liability Bank (Ocean Bank)
9 | 25/05/2015| Joint Stock Commercial Bank for Mekong Housing Bank (MHB) Joint Stock CommerciahBdor Investment
Investment and Development of Vietnam and Development of Vietham (BIDV)
(BIDV)
10 | 07/07/2015 The State Bank of Vietnam Globald@wmmercial Joint Stock Bank| Global Petro Sole Member Limited
(GP Bank) * Commercial Bank (GP Bank)
11 | 01/10/2015 Saigon Thuong Tin Commercial Joint-| Phuong Nam Commercial Joint Stock BankSaigon Thuong Tin Commercial Joint-Stoc

Stock Bank (Sacombank)

(Southern Bank)

Bank (Sacombank)

* These banks were bought by the State Bank afidfreaait 0 VND, i.e. all the shareholders lost thigjhts in the banks, and then changed from comrakrci
banks to one-member limited liability banks.

~



Appendices (not destined for publication)

The appendices show the regressions where therme#uof acquiring related variables is not staii significant.

Robust Fixed-effects Least Squares M odel

Assets Quality Capital Ratios
L oan Loss Loan Loss Loan Loss Impaired Equity /
Provision/Net  Reserve/ Impaired Equity / Total Equity / Net Customers & Equity /
Reserves / . Loans/ Gross . o
Interest Impaired Loans / Equity Assets Loans Short Term Liabilities
Gross Loans Loans .
Revenue Loans Funding
Acquiring
Acquiring 2.595%* 29.431%** -41.671 0.425 9.230 -1.001 -22.716 19.790 18.398
(1.036) (10.080) (27.244) (0.758) (6.828) (4.470) (22y783 (18.537) (18.216)
Acquiring Year 1 2.667 -27.122** -6.707 2.000** 6.854 -4.965 -15.470 -13.505 -12.318
(3.066) (10.610) (25.560) (0.979) (9.828) (7.473) (38096 (13.251) (12.927)
Acquiring Year 2 -1.303** -21.266%*** 2.934 0.601 2.017 2.905 24.224 -7.057 -5.987
(0.643) (7.740) (23.608) (0.933) (9.137) (3.586) (15.214) (11.368) (11.081)
Acquiring Year 3 -1.134* -8.215 11.297 -0.354 -5.329 3.344 23.954* -2.418 -1.645
(0.615) (5.952) (22.496) (0.852) (7.627) (3.574) (14.050) (9.708) (9.382)
Acquiring Year 4 -0.910* -5.415 42.841 -0.995 -7.990 2.661 19.885 -0.823 -0.046
(0.489) (5.950) (32.056) (0.612) (5.843) (3.332) (12.926) (8.148) (7.883)
Acquiring Year 5 -0.604 -8.548* 29.808 -0.871 -5.949 3.772 20.991 3.210 3.652
(0.472) (4.498) (18.187) (0.588) (4.554) (3.379) (13.296) (7.376) (7.185)
Acquiring Year 6 -0.354 6.762 40.544 -1.011 -5.763 2.971 17.441 4.324 4.308
(0.420) (9.908) (24.815) (0.669) (6.448) (3.409) (13.596) (7.424) (7.113)
Control variables
Bank size -0.535%** -10.877*** 14.354*** -0.188 -1.795 -5.256%** -13.109* -16.895** -15.918*
(0.191) (3.654) (5.294) (0.168) (1.612) (0.858) (6.991) .868) (6.790)
GDP growth rate -0.447%** -3.517 21.379** -0.482*** 2.661 -2.641%** -6.261** -7.882*** -7.362**
(0.134) (2.731) (8.514) (0.176) (3.375) (0.485) (3.140) 945) (2.896)
Prob > F 0.0266 0.0519 0.0001 0.0045 0.2763 0.0000 0.0119 0.0468 0.0701
N 538 539 367 372 374 581 577 577 577
R-squared 0.345 0.178 0.280 0.245 0.315 0.682 0.493 0.464 0.462

Notes: Variables are defined in Table 1.
Robust standard errors in parentheses
** n<0.01, ** p<0.05, * p<0.1



Robust Random-effects L east Squares M odel

Assets Quality Capital Ratios
L oan Loss Loan Loss Loan Loss \mpaired Equity /
Provision/Net  Reserve/ Impaired Equity / Total Equity / Net Customers & Equity /
Reserves / . Loans/ Gross . o
Interest Impaired Loans / Equity Assets Loans Short Term Liabilities
Gross Loans Loans .
Revenue Loans Funding
Acquiring
Acquiring 1.094** -4.671 -21.520 0.012 -3.317 0.159 -Bl0 20.572 19.215
(0.476) (5.593) (19.124) (0.491) (3.451) (4.053) (18.671) (16.253) (15.812)
Acquiring Year 1 4.813 -2.434 -22.951 2.537*** 16.663* 6.712 -23.524 -15.278 -14.056
(4.879) (13.171) (15.733) (0.943) (9.961) (8.714) (4440 (12.199) (11.828)
Acquiring Year 2 -0.451* 5.537 -13.050 1.121 11.765 2.129 20.016** -7.630 -6.626
(0.255) (6.549) (15.470) (0.827) (8.182) (1.994) (9.324) 8.0L5) (7.856)
Acquiring Year 3 -0.402** 12.874 -2.597 0.218 4.133 2.743 20.356*** -2.778 -2.099
(0.192) (8.363) (13.572) (0.677) (6.318) (1.677) (7.337) 5.860) (5.678)
Acquiring Year 4 -0.333*** 12.114 31.187 -0.393 0.887 21 17.102*** -1.395 -0.712
(0.097) (7.612) (24.670) (0.260) (3.331) (1.456) (6.178) 4.468) (4.343)
Acquiring Year 5 -0.188*** 9.948 18.842* -0.247 2.489 BI>* 17.771%* 2.836 3.221
(0.062) (6.235) (10.927) (0.283) (3.727) (1.611) (6.452) 3.464) (3.462)
Acquiring Year 6 0.002 21.269** 31.708* -0.262 3.635 563 15.067* 4.374 4.316
(0.169) (9.978) (18.021) (0.334) (4.277) (2.016) (8.304) 4.647) (4.461)
Control variables
Bank size -0.404 -2.856 9.793* -0.276 0.864 -5.451*** N230* -17.106** -16.126**
(0.249) (3.229) (5.365) (0.218) (1.281) (1.667) (7.040) .208B) (6.969)
GDP growth rate -0.368*** 1.318 20.680** -0.599** 3.494 2.824%** -6.895** -8.186*** -7.633***
(0.113) (2.546) (9.050) (0.235) (3.514) (0.504) (2.957) 54D) (2.525)
Prob > chi2 0.0000 0.0000 0.0000 0.0000 0.0000 0.0000 00.00 0.0000 0.0000
N 538 539 367 372 374 581 577 577 577
R-squared 0.0985 0.0409 0.0706 0.0945 0.1768 10.44 0.2163 0.2652 0.2627

Notes: Variables are defined in Table 1.
Robust standard errors in parentheses
** pn<0.01, ** p<0.05, * p<0.1



Robust Random-effects Least Squares M odel

Operation/ Profitability Liquidity
Other . .
Net Interest . Non Operating Return On Liquid Assets/ , . .
Net Interest Revenue / Operating Iltems & Taxes  Average Deposits & Liquid ASSEt.S /
A Income / ) Total Deposits
Margin Average Average / Average Equity Short-term & Borrowings
Assets Assets (ROAE) Funding
Assets
Acquiring
Acquiring -0.090 -0.204 0.447 0.117 -1.551 -3.746 -7.946*
(0.620) (0.477) (0.842) (0.077) (2.068) (9.646) (3.673)
Acquiring Year 1 -0.877 -0.779 -0.612 0.034 -2.406 2.178 1.459
(0.820) (0.665) (0.646) (0.075) (3.742) (6.810) (3.462)
Acquiring Year 2 -0.735* -0.628* -0.215 -0.071 -6.953*+* 3.840 3.712
(0.425) (0.347) (0.582) (0.134) (2.211) (5.366) (3.770)
Acquiring Year 3 -0.353 -0.333 -0.212 0.054 -8.989*** a8 3.025
(0.347) (0.303) (0.375) (0.041) (2.144) (3.172) (2.033)
Acquiring Year 4 0.052 0.018 -0.403 0.082*** -8.302%** 7 0.849
(0.455) (0.416) (0.273) (0.028) (2.020) (3.161) (1.776)
Acquiring Year 5 0.010 0.079 -0.239 -0.059 -7.088*** 208 -0.340
(0.525) (0.494) (0.211) (0.043) (2.637) (4.532) (3.388)
Acquiring Year 6 -0.356 -0.293 0.006 0.035 -6.909* 5.273 463
(0.328) (0.285) (0.225) (0.085) (4.051) (3.216) (3.340)
Ownership
100% foreign-owned  0.459 0.721** 0.517 -0.238 -0.021 36*1* 13.277*+*
(0.374) (0.333) (0.378) (0.146) (1.838) (8.383) (4557)
Joint-venture -0.408 -0.097 1.005 -0.080 -0.918 11.129 8.
(0.488) (0.366) (0.814) (0.086) (1.686) (9.290) (12.952)
State-owned 0.948 0.832* 0.779 0.133 13.527 18.505 7.760
(0.661) (0.504) (0.774) (0.086) (15.594) (11.936) (6.428)
Control variables
Bank size -0.426 -0.319* -0.358 0.014 2.455%* -11.227%** -5.843*+*
(0.259) (0.190) (0.296) (0.028) (0.775) (4.283) (1.369)
GDP growth rate -0.336** -0.265** -0.258 -0.064*** 4.008 2.678 3.465*+*
(0.133) (0.121) (0.271) (0.020) (1.357) (2.249) (1.295)
Prob > chi2 0.0000 0.0000 0.0000 0.0000 0.0000 0.0000 00.00
N 576 576 574 494 576 577 471
R-squared 0.1203 0.1256 0.0698 0.1137 0.0349 0.2755 0.2727

Notes: Variables are defined in Table 1.
Robust standard errors in parentheses

#k 5<0.01, ** p<0.05, * p<0.1



Robust Fixed-effects Least Squares M odel

Operation/ Profitability Liquidity
Other . L
Net Interest . Non Operating Return On Liquid Assets/ . .
Operating . Liquid Assets/
Net Interest Revenue/ Items & Taxes  Average Deposits & .
A Income / ) Total Deposits
Margin Average Average / Average Equity Short-term & Borrowings
Assets Assets (ROAE) Funding
Assets
Acquiring
Acquiring -0.500 -0.557 0.538 0.107 -3.611 -3.194 -7.268
(0.740) (0.629) (0.540) (0.077) (2.910) (12.999) (4.617)
Acquiring Year 1 -0.286 -0.275 -0.685 0.039 0.904 2.067 .158%
(0.769) (0.658) (0.480) (0.081) (3.909) (9.714) (5.320)
Acquiring Year 2 -0.231 -0.193 -0.368 -0.066 -2.001 3.964 3.196
(0.578) (0.504) (0.469) (0.129) (3.759) (8.270) (5.654)
Acquiring Year 3 0.150 0.100 -0.352 0.058 -3.158 4.681 2@.9
(0.626) (0.572) (0.390) (0.054) (2.476) (6.382) (4.072)
Acquiring Year 4 0.610 0.494 -0.548* 0.083* -3.800 3.381 .851
(0.780) (0.698) (0.318) (0.050) (2.569) (6.595) (3.932)
Acquiring Year 5 0.363 0.381 -0.288 -0.058 -2.950 3.314 .278
(0.748) (0.687) (0.323) (0.053) (3.781) (7.962) (5.384)
Acquiring Year 6 -0.024 -0.008 -0.035 0.034 -2.483 6.271 .532
(0.516) (0.457) (0.337) (0.108) (2.163) (6.119) (4.730)
Control variables
Bank size -0.433** -0.318* -0.402%** 0.013 0.106 -12.288 -6.123%**
(0.186) (0.140) (0.140) (0.019) (0.634) (4.763) (1.027)
GDP growth rate -0.328%** -0.253** -0.284* -0.065*** 216 2.213 3.300%**
(0.114) (0.096) (0.132) (0.017) (2.328) (2.198) (1.208)
Prob > F 0.0011 0.0009 0.0086 0.0000 0.0000 0.0000 0.0000
N 576 576 574 494 576 577 471
R-squared 0.436 0.438 0.388 0.399 0.144 0.434 0.586

Notes: Variables are defined in Table 1.
Robust standard errors in parentheses
*** p<0.01, ** p<0.05, * p<0.1



