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Figure 2: Return on Equity of Sampfed Banks (2006-
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Test of Hypothesis

Hypothesis 1 states that there is no significant difference in the impact of consolidation
on the Return on Assets of the post consolidation banks. From Table 2, the analysis of
variance shows that, at 5% level of significance, there is no significant difference in the
ROA of the sampled banks (F=1.545, p>0.05). This result corroborates the descriptive
result plotted on the line graph in Figure 1. Thus, it is cpncluded that the banks’ ROA

. . . . . . i def
have reacted to the recapitalization in similar fashion.

Table 2: ANOVA Rrgsglt for Test of Hypothesis 1

Sum  of | df | Mean F Sig.
Scluurgs Square |
Return on | Between Groups 008 4 |.002 1.545 | 211
Assets
Within Groups . [ .043 [ 35 [ .001
Total ) * {151 39 |

Source: SPSS Computation (2014)

Hypothesis 2 states that there is no significant difference in the impact of
consolidation on the Return on Equityof the post consolidation banks. From Table 3, the
analysis of variance shows that, at 5% level of significance, there is significant difference
in the ROE of the sampled banks (F=3.392, p>0.05). This result corroborates the
descriptive result plotted on the line graph in Figure 2. Thus, it is concluded that the
bunks’ ROA have reacted to the recapitalization in different fashion.
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Table 3: ANOVA Result for Test of prothesiS-Z ;

Sum “of [ df | Mean F Sig.
Squares Square
Return on | Between Groups .140 4 1.035 3.392 |.019
Assets )
Within Groups 62 35 [.010
Total 502 39

Source: SPSS Computation (2014)

Conclusion and Recommendation
The review of literature has shown that the dividend of the consolidation exercise

is being harnessed by the Nigerian banking sector. as evidenced in the findings of

previous empirical studies that the performance of banks improved in post consolidation
era. This study filled a gap by assessing whether the gains of the exercise are reaped in
similar manner by the banks. The Return on Assets of the sampled banks reacted
similarly and thus, concluded that the gains of the consolidation exercise are being
enjoyed by all the banks. However, this was not the case with Return on Equity. The
results showed that the Return on Equity of the banks behaved in different fashion and
thus, concluded that the gains enjoyed by the providers of the equity in the banks vary, It
is, therefore, recommended that subsequent studies should examine how the relevant

stakeholders have benefited from the recapitalization exercise: should there be a

stakeholder group whose loss is being submerged by the overwhelming gains made by

other stakeholders. T
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Abstract

In 2005, the Central Bank of Nigeria (CBN) raised the minimum capital requirement of
commercial banks in Nigeria to 825 billion in the bid to strengthen the country’s financial system
and insulate licensed banks from financial distress, amongst several potential benefits. This study
examined how the post consolidation banks have reacted to the 2005 exercise. It specifically
assessed whether there is significant difference in how the Return on Assets (ROA) and Return on
Equity (ROE)of the post consolidation banks have reacted to the exercise. Secondary data was
collected from published annual reports and accounts of five (5) first-tier banks from 2006 to 2013
(post consolidation period). Descriptive statistics and one-way Analysis of Variance (ANOVA)
were employed for data analysis using the Statistical Package for Social Sciences (SPSS) Version
21.0. It was found that there is no statistically significant difference in how the ROA of the post
consolidation banks have reacted to the excrcise. However, a siatistical significant difference
exists in the ROE. To this end, it is concluded that not only is the stability of the banking sector of
the economy guaranteed through the recapitalization exercise, the post consolidation banks have
benefited from the exercise in similar fashion.

Keywords: Consolidation; return on asset: return on equity; recapitalization

Introduction

Merger and acquisition are two prominent clements that have characterized the
global economic scene in recent times. Banking sector reforms are a part of the monetary
policy instruments for effective monetary system in both developed and developing
countries. The banking sector in emerging economies has witnessed major changes to
compete, attract international investment and increase capital market growth. Many bank
consolidations had taken place in Europe, America and Asia in the last decades without
any solutions in sight to bank failures and ‘crisis. These business alternatives were
necessitated by the constant desire of corporate concerns to remain solvent and viable.
The liberalization of the Nigerian economy makes it open to global financial markets.
Consequently, this exposure makes her financial system fragile' and vulnerable. It
became, therefore, imperative for the Central Bank of Nigeria (CBN) to always make an
assessment of the soundness of the financial system and continually put measures in
place to reduce the negative consequence of the exposure and enhance the stability of the
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country’s financial system. To this end, it is suggested that a defensive measure to
strengthen the existing banks and put the new ones on a good startup is needed (Somoye,
2008).

Many cases of bank consolidation that have been recorded to date in the modern
history of banking are promoted by government policy rather than being induced by
market forces (Bayo, 2005). Market-induced consolidations normally  bring about
economies of scale, gains in operational efficiency, improvement in profitubility and
resource optimization.

Bank mergers are not just about adjusting inputs to affect costs favourably;
rather, they also involve adjusting output (product) mix to enhance revenue. Akhaevin,
Jalai, Allen and David (1997) and Berger (1998). reviewing mergers of the 1980s and
1990s, found that bank mergers tend to be associated with improvement in overall
performance, in part, because banks achieved higher valued product mix. The studies
asserted that merged banks also tend to experience a lowering of cost of borrowed funds
without the need to increase capital ratios.

The recapitalization exercise of 2005 in Nigeria reduced the commercial banks
from 89 to 25 and required investors to put more of their funds in equity investment.
Eight years on, this study examines, using data sourced from published annual reports
from 2006 to 2013 to compute the Return on Assets (ROA) and Return on Equity (ROE)
of sampled banks, how the ‘post consolidation banks’ have reacted to the exercise.

Literature Review

Conceptual Framework

Business combinations, which may take the form of mergers or acquisitions, are
important features of corporate restructuring. They have played an important role in the
external growth of leading companies in the world over (Pandey, 2000). Kohler (1953)
defined merger as the fusion of two or more companies through direct acquisition by one
of the merged entities of the net assets of the other or loosely any form of business
combination. According to Peter and Waterman (1982), merger was described as “a
combination of two or more undertakings or enterprises into an enterprise, such
combination could take the form of an amalgamation, acquisition or restructuring”.
Akhamikhor (1995) defined acquisition as including “all businesses and corporate
organizational and operational device and arrangement by which the ownership and
management of independently operated businesses are brought under the control of a
single management”.Section 590 of the Companies and Allied Matters Act (CAMA)
(1990) defined merger as an amalgamation of the undertakings or interest in the
undertakings or any part of the undertaking of one or more companies and one or more
bodies corporate. What amounts .to a merger. is not‘defined in the Investment and
Securities Act (ISA) No. 45 (1990); however, in the rules and regulations made there
under, a merger is defined as an amalgamation of an undertaking or interest in
undertakings. A merger contemplates a transfer of properties and liabilities of one or
more companies to another. Such transfer does not include rights and obligations, which
are not transferrable such as contracts of personal service.

230




image3.jpeg
An Assessment of the Post Consolidation Performance of the Nigerian Banking Sector

Pandey (2000) referred to merger as “amalgamation” and a merger is said to
occur when two or more companies combine to form a new company. He believes that
merged companies stand a chance of gaining a number of outstanding benefits.
Furthermore, he asserts that acquisition is an act of acquiring effective control by one
company over assets or management of another company without any combination of the
companies. In any acquisition, the acquiring company usually enjoys an administrative
convenience and may or may not be engaged in any operational activities and the
acquired company becomes its subsidiary. The holding company merely becomes the
beneficial owner of all or a substantial part of the business in the subsidiary while the
main shareholder of the group will only have interest in the holding company’s shares.
According to Gbede (2003), merger and acquisition are forms of business combination
where two or more companies pool together their resources for synergy reasons. Merger
can take the form of an amalgamation or absorption. Amalgamation involves the
liquidation of all the merging companies and the formation of a new bigger entity, while
absorption involves the enlargement of one of the merging companies and the liquidation
of the other(s). According to Mark and Shéridan (2003), merger and acquisition refer to
transactions that combine two firms into one new firm or the purchase of one firm by
another firm, the two organizations are combined and one less stock is publicly traded.
Steve and Chris (2003) defined merger as when two companies of roughly equal size get
together and pool their resources while acquisition or takeover is where a large company
purchases a small company.According to Ravi (2004) he opined that when the
shareholders of more than one company, usually two, decide to pool the resources of the
companies under a common entity, “merger is the result”. However, if one company
acquires the controlling interest in another company, it is a case of acquisition or
takeover.

Ravi (2004) discussed three distinct classes of business combination; namely,
Horizontal Combination, Vertical Combination and Conglomerate Combination.
Horizontal business combination is one that takes place between two or more companies
which are essentially operating in the same market. The merged companies produce
similar commodities or identical services. Such merging companies hitherto operated as
competitors in the same industry. Anexample is the coming together of Equatorial Trust
Bank Limited (ETB) and Sterling Bank plc to become Sterling Bank Plc. Horizontal
merger is also referred to asStrategic Merger or Acquisition. Vertical business
combination is a form of a merger in which the company expands backward by takeover
or merger with a company supplying raw materials or expands forward in the direction of
the ultimate consumers. It is the combination of two or more companies engaged in
complementary business activities where the product of one company is an essential input
or spare part for the other. Most of the mergers and acquisitions consummated in Nigeria
in the 1980s were vertical. Conglomerate business combination involves the coming
together of two or more enterprises in completely different business line which are also
non-complementary. The concerned companies are totally unrelated lines of business. An
example is an acquisition of a bank by a petroleum company; or the merger of an
automobile assembly plant and a confectionery company. Conglomerate merger is also
referred to as diversifying merger.
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using factor analysis to reduce forty-three (43) variables to seven (7) non-financial
performance measures (cost of transaction, information technology, service delivery,
quality of service, bank offering, loan application and customer satisfaction), the study

with all independent variables, except cost of transaction, being significant in accounting
for the variation in bank performance.

from the banking sector to reforms and consolidation programme in the Nigeria banking
sector.The study sourced cross-sectional data from the 89 pre-consolidation banks and the
25 post consolidation banks in Nigeria. The Engle-Granger approach to error correction

positively influence bank lending performance in the Nigerian banking industry.
Ikpefan (2012) investigated the impact of shareholders’ fund on bank
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and used the ordinary least Square regression method for data analysis. The study found a
long run positive relationship between capitalization and profitability.
Owolabi and Ogunlaly (2013‘) analysed the financial performances of pre and

purpose of selecting five (5) post consolidation banks out of the twenty-one (21) existing
banks as at the time of this compilation. The criterion used for selection is for a sampled
bank to be rated as u first-tier bank by the CBN. These banks are Guaranty Trust Bank
(GTB) Ple. First Bunk of Nigeria (FBN) Ple.. Diamond Bank (DB) Plc.. Zenith Bank
(ZB) Ple. and United Bunk for Africa (UBA) Ple These banks hold a market share of
55% of the total deposit liahilities in the Nigerian hunking sector (CBN, 2012). Since the
™25 billion capitalization evercise took place in 205, the period from 2006 to 2013 is
taken as the postconsolidation era and formed the scope of this study.
The variables of interest are the Return on Assets (ROA) and the Return on
Equity (ROE). which are computed as follow s
ROA;,

PAT,,, ti 1
— PRNRGEE )L ceee e e e €quation
T, a

ROEm

PAT;
=_ i S i e, equation 2
Eqi,

235




image6.jpeg
llorin Journal of Business and Sécial Sciences 16(1) October 2014

Where: ROA,, is Return on Asset for Bank ‘i' in year ‘n’;

PAT;, is Profit After Tax for Bank ‘i in year ‘n’;

TA, is Total Asset for Bank ‘' in year ‘n’;

ROE;, is Return on Equity for Bank ' in year ‘n’; and

Eqj, is Equity for Bank ‘i’ in year ‘n’.

Subsequently, the Statistical Package for Social Sciences (SPSS) Version 21.0
was used in analyzing the data for the purpose of test of the two hypotheses. The
statistical tool employed in the analyses is the one-way Analysis of Variance (ANOVA)
at 3% level of significance. In order to be sure that any difference in the research
variables are as a result of the treatment of this research (consolidation in the Nigerian
banking sector), the levene’s statistic was used to test for the homogeneity of variance,
also at 5% level of significance.

Results and Findings

Descriptive Analysis .

This section gives a graphical presentation-of the Return on Assets and Return of
Equity of the five (5) sampled banks as computed in Appendix 1. Figure | shows the line
graph of the Return on Asset of the sampled banks from 2006 to 2013.The line graph
suggests that the ROA of the post consolidation banks reacted to the recapitalization
exercise in similar fashion as the graph shows (except for FBN that produced an increase
in ROA from 2010 to 2011 when other banks’ ROA decreased) a uniform pattern in the
year on year movement in the ROA. This is tested under the first hypothesis of this study,
the result of which is communicated later.

Figure 1: Return on Asset of Sampled Banks (2006-

2013)
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Figure 2 shows the line graph of the Return on Equity of the sampled banks from 2006 to
2013. The line graph suggests that.the ROE of the post consolidation banks reacted to the
recapitalization exercise in different fashion as the graph does not show any uniform
pattern in the year on year movement in the ROE. This is tested under the second
hypothesis of this study.
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