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ABSTRACT
Effects of bank mergers and acquisitions on bank loans to small businesses have raised
significant concern among policy makers in Nigeria. Small business lending is a prime
example of a banking product likely to be affected by bank consolidations. Although bank
consolidations are likely to bring evolution in the banking product market, this kind of
product had remained local in nature. By remaining local, the product may not likely appeal
to consolidated banks that are forward looking. This scenario has raised questions for
instance; to what extent do banking consolidations affect their ability to supply small credit
loans. The information regarding this question has remained asymmetrical implying that
policy capable of pulling down the economy may likely arise in near future. Therefore, this
study seeks to mitigate such likely economic catastrophe by trying to analyze empirically
the effects of bank mergers and acquisitions of emerging mega banks on small business
lending. All the 24 banks that emerged successfully after the N25billion bank
recapitalization mandate were selected for study as all of them were involved in the
consolidation and recapitalization exercises. An Ex-Post Facto Research Design was
engaged and secondary data were obtained from the CBN Statistical Bulletins and database
of banks selected for study. Multiple regression analysis was used to analyze the data with
the aid of E-View Software. The result indicated that changes in bank size after bank
consolidation negatively affected banks’ decision to lend, which is not statistically
significant (β=-0.62; p-value >0.05). This means that as bank gross asset increases as a
result of bank consolidation, bank loans to small businesses would likely fall. Changes in
consolidated banks’ deposits negatively affected small business lending and it is
insignificant (β=-0.063;p-value> 0.05). This shows that as bank deposits of the consolidated
banks increase, the credit availability to Nigerian small businesses begins to drop by 6% for
every 1% positive changes. Changes in bank Market share after bank consolidation affected
bank lending positively and it is insignificant (β=0.02; p-value >0.05). The effect indicates
that as banks increase their competitive stands due to consolidation, loans to small business
as well increase. Finally, changes in equity positively affected banks’ decision to lend after
consolidation, which is insignificant (β=0.0197; p-value >0.05). This means that increases
in shareholders’ funds encouraged banks to supply loans to small business borrowers after
mergers and acquisitions. We concluded that bank mergers and acquisitions do not largely
advance the interest of small business borrowers in Nigeria. Based on the conclusion, we
recommended that government should encourage bank capital adequacy. Most importantly,
they should encourage micro finance banks and other non-bank financial institutions to pick
up loans dropped by the consolidating banks.
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CHAPTER ONE
INTRODUCTION

1.1Background of the Study
Bank mergers and acquisitions remain complex corporate events that affect bank customers
in particular markets for banking services they seek to purchase (Samolynk and Avery,
2000). This assertion agrees with both the Structure-Conduct Performance (SCP) and
Efficient-Structure Performance (ESP) theories of banking consolidation, which state that
changes in bank market structures and concentrations due to banking consolidation affect
the way banks behave and bring about gain in overall bank efficiency respectively (Shaik et
al 2009). This theory was generally based on general bank lending and was not narrowed
down to specifics such as small business lending. At present, the dynamic effect of a
merger-driven collusion power on the banks’ ability to create small risk assets has remained
a contentious issue among Nigerian policy makers. Therefore, with subsequent banking
consolidations and recapitalizations that have resulted in the emergence of huge banks, the
policy makers have raised great concern and fear that small business borrowers’ may not
have been benefiting from banking consolidation. Determining the reality of this fear is a
necessity that cannot be ignored in order to mitigate any likely risk of bad economic policy.

What then are mergers and acquisitions that could make the phenomena have the potential
to influence the behaviour of banks if we may ask before we proceed? As a concept, a
merger according to Ofoegbu, (2003), takes place, where shareholders or business
enterprises combine their operations in order to achieve mutual sharing of risks and rewards
attached to the combined enterprises. This means in relation to banks, it is a combination of
two or more separate banks into a single bank. On the other hand, an acquisition involves
the purchase of controlling shares in another company (Oye, 2011). In this case, the
acquiring entities obtain control over the action of the entities taken over and this control
gives the acquirers the power to govern the financial and operating policies of the acquired,
which enables them to obtain benefits from their activities (David, Britton and Ann 2009).

2

Both mergers and acquisitions can be used interchangeably as forms of business
combinations and are consummated through consolidations.

Banking consolidation brings about evolution in banking product market. However, despite
the potential product evolution, small business lending is likely to be one of the banking
products that would remain local amidst the evolution (Samolynk and Avery 2000).
Traditionally, according to the scholars, small business lending as a banking product has
inherently been local in nature, which means the product would likely be supplied to firms
and borrowers having idiosyncratic credit needs and risks embedded to the prospects of the
local economy. This implies that small business lending would generally require local
expertise for monitoring borrower-specific risks. In contrast, it is a well-known fact that
large commercial loans, consumer credits, treasury bills, government bonds, open market
operation (OMO) bills, multinational lending and home mortgage lending have become
increasingly standardized and evolving products transacted in what have become national or
international markets. Although these types of loan products require expertise, we should
realize that they might no longer require the same sort of local presence that small business
loans require according to scholars.

Scholars have identified two major types of mergers and acquisitions effects, which are
static and dynamic effects as shown in the work of Berger, Saunders and Udell (1998). In
Nigerian setting, only the static effect has been substantially explored probably due to data
limitation. Static effect just identifies the changes in lending propensities that result from
simply combining the balance sheets of the participating institutions into larger pro forma
institutions with combined characteristics within one year of consummating the merger
(Berger et al 1998). On the other hand, the dynamic effect according to the scholars,
identifies the change in lending that follows from decisions to restructure the institution in
terms of its sizes, financial characteristics or equity conditions (ratio of equity to gross
assets) and local competitive positions (market share or asset concentration, and market
deposit demand) after the consummation of mergers and acquisitions. This kind of effect
fully surfaces at least after three years. In relation to the static effect and with respect to

3

Nigerian-banking sector, there is clear evidence of the effect in the works of Okafor and
Emeni (2008), and Asuquo (2012). In these works, mergers and acquisitions were presented
in substance as just a mere static event having mere static influences on banks’ ability to
lend.

However, bank mergers and acquisitions are not just a mere combination of pro forma
assets and liabilities of the consolidating institutions for which we may just add for
instance; N20billion and N5billion worth of assets of banks A and B respectively, and then
expect to always get N25billion assets for a new consolidated bank C or AB. If that is so,
then we shall accept the fact that banking consolidation is a mere static event. However, this
may not always be so. Unfortunately, the policy makers are not yet substantially aware of
this. No wonder then there are counter- productive policies in Nigerian banking industry.
We are afraid if that would not bring about total economic break down since according to
Ove and Arksel (2011) the Great Depression of 1930s in US had a depth of its root in the
destruction of local banking products because of information asymmetries. What we should
understand is that most of the times, mergers between banks as illustrated above can result
in bank C or AB worth of N15billion or N30billion in Assets in the end. For instance, the
consolidated institutions may choose, according to Berger et al (1998), to divest some of the
combined assets in order to reduce excess capacity in their markets. This reduction in size
after the consolidations may change their abilities to create small risk assets in the end. On
the other hand, where banks engage in acquisitions to obtain more market power or for
diversification purposes, aggressive investments may be pursued which would in turn
increase the consolidated banks’ market share and assets, and reduce risk that may
positively affect their ability to lend. We can also look at it this way. After consummation
of mergers, the business focus of the consolidated institutions may significantly change.
This is likely to be the case where the reason behind the acquisitions is for value
maximization. The consolidated banks may lose interest in participating actively in less
profitable bank product markets, and then may begin to pursue new larger product markets
and highly priced-ventures with promising future returns. They would be able to do these
because of the liquidity pool or synergy likely to result from the consolidations. From this

4

pool, the parent companies or the acquirers may engage in the act of liquidity siphoning
where they would be moving or siphoning away funds from the acquired banks in pursuit of
the investments objectives consistent with them, which may or may not include risk asset
creation for small business borrowers. The extent and the direction of banking consolidation
on small business lending remain a ground open for research.

1.2: Statement of Problem
Poor knowledge of the extent and the directions of the impacts of bank consolidations on
small business lending have led to significant counter-productive policies capable of pulling
down the entire economy in near future in Nigeria. Literatures have revealed that the Great
Depression of 1930s in US had a depth of its root in the destruction of local banking
products because of information asymmetries. Such signs of policy misconceptions and
confusions regarding merger effects on local banking products are growing among Nigerian
policy makers. It is quite unfortunate that just few years after the hailed bank
recapitalization mandate that there are great regrets and fears by the apex bank that the
structure of Nigerian banking industry has created a big gap in terms of institutions that
serve different segments of the economy (Ebelo, 2013). This implies that the relationship
between huge banks and small business lending has been in doubt to them before the
recapitalization mandate. This is the problem; running an economy through assumption is
costly and quite risky.

Evidently, researchers have previously studied how bank consolidations have affected small
business lending in Nigeria. However, data limitation may have caused them to focus in
substance only on the static effect as shown in Okafor and Emeni (2008), and Asuquo
(2012). Although they tried to determine the dynamic effect using the 2004 bank data,
unfortunately, Nigerian bank data obtained between 1996 and 2004 would in substance,
only capture the extent and the direction of pre-merger and static effects. First, we have to
realize that the significant bank consolidations that took place in Nigeria majorly began in
2005 although the mandate was made in June 2004. Second, scholars of banking
consolidation have identified that the minimum post-consolidation gestation period for

5

manifestation of dynamic effects is three years as can be seen in the work of Focarelli and
Panetta, (2003), since there is always a delay in efficiency adjustment. The 3-year minimum
gestation period is consistent with the results of the interview conducted by the Federal
Reserve Board of staff with officials of banks involved in US mergers (Berger et al 1998).
Hence, 2004 bank data relating to changes in equities, deposits and gross asset would in no
way be able to capture the restructuring effects as far as banking consolidation is concerned
in Nigeria. Based on this criterion therefore, the above domestic work has created a research
gap. This study intends to fill this gap by using a 6-year post-consolidation gestation perioda period long and good enough for the consolidated banks’ to have restructured fully and
saved all costs associated with the consolidations. Moreover, while those two major works
used 2-bank case studies therefore falling victims of poor representation problems, the
present study makes a difference by studying the reactions of the entire recapitalized banks
in relation to small business lending. In addressing these issues, the researcher shall
therefore, be focusing on driving a concise tool in the form of an econometric model that
would serve as a guide in predicting the potential effects of bank consolidation metrics on
small business lending as a way of remedying and preventing consolidation and lending
information asymmetries that could destroy Nigerian economy.

1.3 Objectives of the Study
The main objective of this study is to determine the extent and the direction of bank
mergers and acquisitions effect on consolidated banks’ ability to lend to Nigerian small
credit users as a strategy for effecting sound economic policies. In view of the above, the
specific objectives of this thesis are therefore to:
1. Determine the extent of the impact of changes in consolidated banks’ deposits on
small business lending.
2. Determine the extent of the impact of changes in consolidated banks’ market share
on small business lending.
3. Ascertain the extent changes in bank equity affect banks’ decision to lend to small
business borrowers after bank consolidations.
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4. Ascertain the extent changes in bank size affect banks’ decision to lend to small
business borrowers after bank consolidations.

1.4 Research Questions
The researcher was guided towards answering the following questions, which are:
1. To what extent do changes in consolidated banks’ deposits impact on small business
lending?
2. To what extent do changes in consolidated banks’ market share impact on small
business lending?
3. To what extent do changes in bank equity affect banks’ decision to lend to small
business borrowers after bank consolidations?
4. To what extent do changes in bank size affect banks’ decision to lend to small
business borrowers after bank consolidations?

1.5 Statement of Hypotheses
The null hypotheses postulated for the purpose of this thesis are that:
1. Changes in consolidated banks’ deposits do not significantly impact on small
business lending.
2. Changes in consolidated banks’ market share do not significantly impact on small
business lending.
3. Changes in bank equity do not significantly affect banks’ decision to lend to small
business borrowers after bank consolidations.
4. Changes in bank size do not significantly affect banks’ decision to lend to small
business borrowers after bank consolidations.

1.6 The Significance of the Study
The significance of this study cannot be overemphasized. The study in summary has a
tripartite significance; namely theoretical, methodological, and practical significance. First,
let us consider its theoretical importance. Evidently, literary work in the phenomenon of
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bank consolidation in Nigeria is still scanty and sketchy. However, this work adopts an
expository, descriptive and hypothesis testing approach towards unearthing the theoretical
framework underlying bank mergers and acquisitions in a contemporary economy.
Methodically, the work used important statistical tools to analyze the data obtained and
authenticate results based on internal and external validity tests of the underlying risk and
techniques. This is an indication that a combination of different research methods and tools
can lead to more credible conclusion on important studies of this kind and by demonstrating
how these methods are applied in an empirical research, good foundation for further study
in this area was being laid. For those who are lacking in research methodologies, this study
has reduced their problems to a minimal level if not to a zero degree.
In relation to its practical significance, we are very sure that among other things, the
findings of this work will help CBN to be properly guided and directed in bank
recapitalization policies. Of course, we are all aware that Nigerian-banking industry has
been marked with policy inconsistency and incompetency. However, we believe the
situation in the banking industry engineering will positively change if the basic findings and
recommendations offered in this study would be humbly implemented and applied.
Through this study, the apex bank would be able to monitor the effect of bank mergers and
acquisitions on bank lending and be able to create alternative market for small business
borrowers when the danger light indicates. It will also guide scholars and researchers in the
area of bank consolidations, which relate directly to small business lending.
Moreover, small business borrowers would be able to explore the strength, weaknesses,
opportunities, and threats revolving around commercial banks in lending to them. They
would be able to key in to the existing opportunities and tap the resources available to them
in the events of mergers and acquisitions.

1.7 Scope of the Study
The study was carried out within the geographical location of Nigeria. The study focused
on the dynamic effects of bank mergers and acquisition on small business borrowers in
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Nigeria. The likely static and external effects are not covered in this research. Therefore, the
lending to small businesses by other non-commercial banks such as Micro-finance banks is
not considered among the loans to small businesses. The period covered is between 2001
and 2010. The study did not consider the trend and changes in the variables that occurred
before 2001 and after 2010. The study concentrated on secondary data. Primary data are not
used in this study. Small businesses are defined by Small and Medium Industries Equity
Investment Scheme as enterprises with total capital employed between N1.5million and
N200 million with staff capacity between 10 and 300. The researcher adopts this boundary
in this work. The entire 24 banks were studied.

1.8 Limitation of the Study
One major limitation this study suffered from is the selection of all the 24 commercial
banks that emerged successfully after the N25billion recapitalization mandate as though
they were all involved in mergers and acquisition. Actually, 3 of them for instance GTB and
Zenith bank although recapitalized were not involved in the 2004/2005 banking
consolidation. The researcher faced the difficulty of separating small business loans of the
non-involved from those of the involved as aggregate of the small business loans reported
in Central Bank of Nigerian Statistical Bulletins were the data readily available. Our
confidence in using the data despite the limitation is that all the emerged banks witnessed
significant changes in sizes and market power that had the potential to drive their lending
behaviour during the periods under review. So, indirectly, all banks were involved in
banking consolidations in Nigeria within the period under survey. Therefore, our results are
unbiased and would not be significantly different had only the data relating only to the
involved were used in the analysis. This limitation if anyone considers it significant and can
dismantle it can even be a good ground for further and deeper study in this area.
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CHAPTER TWO
REVIEW OF RELATED LITERATURE
In this section, we shall first consider the theoretical and conceptual framework and then the
review of the empirical studies related to the impacts of bank mergers and acquisitions on
lending behaviour particularly as it affects small credit supply. The empirical literatures we
reviewed were those relevant to the objectives of this thesis, which is to analyze the extent
bank mergers and acquisitions can have some influence on small credit supply abilities of
merged banks. In addition, the literature reviewed also provided us with sufficient
knowledge of the way in which bank decide their lending and how bank consolidations
would likely affect the lending decisions of merged banks as it majorly affect bank credit
availability, loan pricing, and risk taking.

2.1 Theoretical and Conceptual Framework
2.1.1 The Concept of Mergers and Acquisitions
Mergers and acquisitions in most literatures represent aspect of organizational recomposition geared toward effecting strategic management, corporate finance and value
maximization for investing stakeholders or shareholders in particular. According to extant
literatures, both, that is, mergers and acquisitions deal with the buying, selling, dividing and
combining of different companies and similar entities. Fundamentally, the combination
helps the players grow rapidly in their sector or location of origin, or a new field or new
location. The unique thing about consolidations is that the activities impact on the market
structures of banks, which in turn affects banks’ behaviour. Based on the Structure-Conduct
Performance Paradigm, and Efficient-Structure Performance Hypothesis of banking
consolidation, bank mergers and acquisitions affect the way banks behave, and on the other
hand, bank concentration causes banks to be more efficient through market collusion that
would help the players extract rents from their borrowing customers.

From this scenario, mergers and acquisitions activities can be defined as type of
restructuring events. This is because the activities occur in some corporate organization and
result in reorganization that provides growth or positive value to investing shareholders.
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Mergers and acquisitions are closely related. In fact, the distinction between the two has
become increasingly unclear and variously misconceived in various respects particularly in
terms of the main economic outcome according to scholars. Therefore, although both differ,
scholars use the terms loosely to mean the same thing. From a legal point of view,
according to Wikipedia (2014), a merger is a legal consolidation of two companies into one
entity, whereas an acquisitions occurs when one company takes over another and
completely establishes itself as the new owner in which case the target company still exist
as an independent legal entity controlled by the acquirer. As a concept that is quite
complex, a merger according to Oye (2011) is the situation where two or more companies
combine to form a larger business organization. On the other hand, according to the scholar,
an acquisition involves the purchase of controlling shares in another company. In her book,
‘Advanced Financial Accounting’ Ofoegbu, (2003), sees merger as an event that takes place
where shareholders or business enterprises combine their operations in order to achieve
mutual sharing of risks and rewards attached to the combined enterprises. Hence,
considering merger from her own point of view, the ultimate aim of merging in the
corporate is to diversify for risk removal, reduction or even transfer, which eventually
would result in value maximization. Control is an essential element in acquisitions. No
wonder then Nwude (2005) defines acquisition as the purchase of controlling interest in one
company by another company such that the acquired company becomes a subsidiary or a
division of the acquirer. Where acquisitions occur between entities according to David,
Britton and Ann (2009), the acquiring entity obtains control over the action of the entity
taken over. This control, according to them, gives the acquirer the power to govern the
financial and operating policies of the acquired, which enables them to obtain benefits from
its activities.

Wikipedia (2014) maintains that either structure can result in the economic and financial
consolidation of two entities. In practice according to literatures, a deal that is an acquisition
for legal purposes may be euphemistically called a merger of equal. This is true if both
Chief Executive Officers (CEOs) agree that merging or combining would do both firm
good. However, when the deal is unfriendly, that is when the target company does not want
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to be bought over and considers the acquirers as threats or black knights; it is usually
regarded as acquisitions or takeover. An acquisition or takeover therefore is the purchase of
one business or company by another company or other business entity. In this scenario, the
purchaser would be willing to pay a price otherwise called purchase consideration for
controlling interest or shares of at least 51%. Otherwise, the purchase is to be regarded as a
mere significant influence, investment or joint venture in which case control is not obtained.
In some cases, 100% controlling interest can be obtained making the target entity become a
fully owned subsidiary without any minority or non-controlling interest in existence.
Minority interest or non-controlling is the aspect the target company’s share that do not
belong to the acquiring company. This interest always ranges between 1% and 49%.
Consolidation occurs when two or more companies combine to form a new enterprise
altogether, and neither of the previous companies remain independently. Acquisitions are
divided into private and public acquisitions, depending on whether the acquirer or merging
company (also termed target) is or is not listed on a public stock market. An additional
dimension or categorization consists of whether an acquisition is friendly or hostile. An
acquisition usually refers to a purchase of a smaller firm by a larger one. Sometimes,
however, a similar firm according to Rumyantseva, Grzegorz and Ellen (2002), will acquire
management control of a larger and/or longer-established company and retain the name of
the latter for the post-acquisition combined entity. This is known as a reverse takeover.
Another type of acquisition is the reverse merger, a form of transaction that enables private
company to be publicly listed in a relatively short period. A reverse merger occurs when a
privately held company often one that has strong prospects and is eager to raise financing
buys a publicly listed shell company, usually one with no business and limited assets.

From the extant literatures, achieving acquisition success has proven to be tough. Various
studies have revealed that 50% of acquisitions were unsuccessful especially in its postconsolidation existence. The acquisition process is very complex, with many dimensions
influencing its outcome. According to Douma and Shreuder (2013), serial acquirers appear
to be more successful with M&A than companies who only make an acquisition
occasionally. The new forms of buyout created since the crises are based on serial type
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acquisitions, which is a co-community ownership buy out and the new generation buy outs
of the MIBO (Management Involved or Management Institution Buy Out) and MEIBO
(Management & Employee Involved Buy Out). It is normal for M&A deal communications
to take place in a so-called confidentiality bubble wherein the flow of information is
restricted pursuant to confidentiality agreements. In the case of a friendly transaction, the
companies cooperate in negotiations; in the case of a hostile deal, the board and /or
management of the target is unwilling to be bought or the target’s board has no prior
knowledge of the offer. Hostile acquisitions can and often do ultimately become friendly as
the acquirer secures endorsement of the transaction from the board of the acquire company.
This usually requires an improvement in terms of the offerand/or through negotiation.
According to Douma and Schreuder (2013) in wikipedia, the combined evidence suggests
that the shareholders of Acquired firms realize significant abnormal returns while
shareholders of the acquiring company are most likely to experience a negative wealth
effect. The overall net effect of M&A transactions appears to be positive; almost all studies
report positive returns for the investors in the combined buyer and target firms. This implies
that M&A creates economic value, presumably by transferring assets to management teams
that operate them more efficiently.

Scholars also indicate that there are a variety of structures used in securing control over the
assets of a company, which have different tax and regulatory implications. First, the buyer
buys the shares, and therefore control of the target company acquired or purchased.
Ownership control of the company in turn conveys effective control over the assets of the
company, but since the company is acquired intact as a going concern this form of
transaction according to scholars carries with it all of the liabilities accrued by the business
over its past and all of the risks that company faces in its commercial environment. Second,
the buyer buys the assets of the target company. The cash the target receives from the selloff is paid back to its shareholders by dividend or through liquidation. This type of
transaction leaves the target company as an empty shell if the buyer buys out the entire
assets. A buyer often structures the transaction as an asset purchase to cherry-pick the assets
that it wants and leave out the assets and liabilities that it does not. This can be particularly
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important where foreseeable liabilities may include future unquantifiable damage awards
such as those that could arise from litigation over defective products, employee benefits or
terminations, or environmental damage.

2.1.2 Forms of Mergers and Acquisitions
Based on functional roles in the market, scholars have classified mergers in the following
ways. However, it very important to understand that mergers and acquisitions process itself
is a multifaceted and complex phenomenon, which according to extant literatures depends
upon the type of merging companies.

A horizontal Merger; This is merger between two companies in the same business sector.
On the other way, it is a kind of merger between firms operating at the same level and in the
same industry. Mergers between banks are a good example of a horizontal merger. Another
good example of horizontal merger would be if a health care system as illustrated in
Wikipedia, buys another health care system. This means that synergy can be obtained
through many forms including such as; increased market share, cost savings and exploring
new market opportunities. This form of mergers and acquisitions brings about monopoly
and therefore can stipple competitions.

A vertical Merger: As the name suggests, it is a kind of forward-backward integration
among firms in the same industry although at different levels or stages of productions.
Here, for instance, the source of raw material merges with the distributors or users of the
material. In this case, although, both firms operate in the same industry, they are not at the
same level; hence the vertical relationship. This according to scholars represents the buying
of suppliers of a business. For instance, Coca Cola firm merging with an entertainment firm
or a hotel for mere distribution of its soft drinks is a kind of vertical merger. Another
illustration is a case where a health care system buys the ambulance services from their
service suppliers. The vertical buying is aimed at reducing overhead cost of operations and
economy of sale.
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Conglomerate Mergers and Acquisitions; When two unrelated firms merge, it is termed
conglomerate merger. Some see it as a form of acquisition dealings between two or more
irrelevant companies. When a bank acquires an agricultural firm, you might wonder what
the connection between the firms is. This is a form of merger is called conglomerate
acquisitions. The aim possibly could be for hedging, diversification or empire building.

Arm’s Length Mergers; This is a form of merger that is either Approved by disinterested
directors or Approved by disinterested stockholders. The two elements are complementary
and not substitutes. The first element is important because the directors have the capability
to act as effective and active bargaining agents, which disaggregated stockholders do not.
However, because bargaining agents are not always effective or faithful, the second element
according to scholars is critical, because it gives the minority stockholders the opportunity
to reject their agents’ work. Therefore, when a merger with a controlling stockholder was
negotiated and approved by a special committee of independent directors and conditioned
on an affirmative vote of a majority of the minority stockholders, the business judgment
standard of review should presumptively apply. Any plaintiff ought to have to plead
particularized facts that, if true, support an interference that despite the facially fair process,
the merger was tainted because of fiduciary wrongdoing (In re Cox Communications,
2005).

Strategic Merger; Strategic merger usually refers to long-term strategic holding of target
(acquired) firm. This type of mergers and acquisitions process aims at creating synergies in
the end by increased market share, broad customer base, and corporate strength of business.
Strategic acquirers may also be willing to pay a premium offer to target firm in the outlook
of the synergy value created after mergers and acquisitions processes

Acqui-hire; the term ‘acqui-hire’ is used to refer to acquisitions where the acquiring
company seeks to obtain the target company’s talent, rather than their products, which are
often discontinued as part of the acquisition so the team can on projects for their new
employer. In recent years, these types of acquisitions have become common in the
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technology industry, where major web companies such as facebook, twitter, and yahoo have
frequently used talents acquisitions to add expertise in particular areas to their workforces
(Hof, 2014).

2.1.3 Brand Considerations and Implications on Consolidation
Mergers and Acquisitions often create brand problems, beginning with what to call the
company after the transaction and going down into details about overlapping and competing
product brand. Consolidation used in this sense to mean mergers and acquisition has several
implications for the banking industry. Available literatures show that the implication can be
categorized into two namely: branch and structure implications. After mergers and
acquisition, new branch entities that emerge out of this exercise will begin to change their
names especially where two or more banks decide to adopt a single name. Changes in logos
and branch messages will begin to occur. These changes are regarded as branch implication
of mergers and acquisitions. Apart from the changes noted above, changes in staff,
customers and entire banking sector will definitely surface after consolidation. There would
be a decrease in the number of banks in the country, closure of many small banks especially
in the rural areas, increased competition and acquisition digestion issues. These changes
occurring after mergers and acquisition are the structural implication of bank consolidation.
Decisions about what brand equity to write off are consequential. Given the ability for the
right brand choices to drive preference and earn a price premium, the future success of a
merger or acquisition depends on making wise brand choices. Brand decisions-makers
essentially can choose from four different approaches to dealing with naming issues, each
with specific pros and cons (Merriam, 2012).

Keep one name and discontinue the other. The strongest legacy brand with the best
prospects for the future lives on. In the metrger of United Airlines And Continental
Airlines, the united brand will continue while Continental is retired.
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Keep one name and demote the other. The strongest name becomes the company name
and the weaker one is demoted to a divisional brand or product brand. An example is
caterpillar inc. keeping the Bucyrus International name.

Keep both names and use them together. Some companies try to please everyone and
keep the value of both brands by using them together. This can create an unwieldy name as
in the case of pricewaterhousecoopers, which has since changed its name to PWC.

Discard both legacy names and adopt a totally new one. The classic example is the
merger of Bell Atlantic with GTE, which became Verizon Communication. Not every
merger with a new name is successful.

The factors influencing brand decisions in a merger or acquisitions transaction can range
from political to tactical. Ego can drive choice just as well as rational factors such as brand
value and cost involved with changing brands.

2.1.4 The Theory of Drivers and Motives of Mergers and Acquisition
There are specific factors that drive bank mergers and acquisitions. These factors motivate
and encourage banks to get involved in the activities. First among these factors is the desire
for value maximization by the consolidating institutions. This is the shareholders’ theory of
banking consolidation. Banks get involved in mergers and acquisitions because they want to
maximize the value of their investors. They pursue this goal by investing to increase market
power, which can easily be achieved through consolidations. In the process of merging, the
shareholders always make sure that the mergers would result in a positive present value.
Through bank consolidation, the involved can also achieve wealth maximization by
replacing inefficient management after the acquisitions. Mergers and acquisitions promote
economies of scale and scope, which also advance the interest of investors. As institutions
merge, their scale of operations widens for instance geographically. Increase in Scale of
operation such as productions reduces fixed cost, which in turn bring about increasing
returns to scale. In order to benefit from the increasing returns associated with larger scale
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of operations, shareholders always take advantage of mergers and acquisitions to meet their
target value. Therefore, an economy of scale is an opportunity for the consolidating
institutions to spread fixed costs across a larger volume of output. This opportunity can be
achieved through the elimination of duplicating and competing resources, bulk purchases of
materials at reduced prices due to discounts. It may be obtained through improved
negotiating strength in dealing with suppliers, intensive utilization of production facilities,
standardization of materials and products to enable value analysis to be applied, and
acquisition of improved technology and know- how from the acquired company. Moreover,
banking consolidation also decreases risk through geographic and product diversification.
This no doubt increases shareholders values thereby motivating them to consolidate. Apart
from value maximization theory, mergers can also occur between institutions for non-value
maximization purposes. Mergers can take place because of desire for managerial
acquisitions and hubris hypothesis. When an organization needs expertise in management,
they can come by it by acquisition of other entities, which would encourage intermanagerial breed. If the subsidiary has specialist knowledge in specific areas of the parent
company’s production area, they can demand the release of the specialist from the
subsidiary company for the task in the acquiring company since they are both under one
entity. This need for managerial expertise, therefore, can drive institutional integrations
such as mergers and acquisitions. Organizations such as banks can go for acquisitions
because of desire to claim mere superiority over their competitors such that even when the
acquisitions may not result in positive net present value to the parent shareholders’ wealth,
the acquirers may go on to purchase the firm. This is the pride theory in mergers and
acquisitions- in this hubris hypothesis, the predatory company just want to show off by even
paying higher it should have cost it to acquire similar company under normal
circumstances. In addition to these firm level motives, banks decision for mergers and
acquisition might be influenced by external factor such as industry level differences in the
economic environment, laws and regulations (Berger et al 1999). Taking for instance, the
laws and regulations, institutions can engage in consolidation because a new law that
positively reviewed the minimum capital base was passed. The case of the Nigerian
consolidation experience was as a result of N25 billion minimum capital mandate by the
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Central Bank of Nigeria. This law influenced greatly the banks desire to merge in Nigeria.
In 2005, 74 banks out of 89 banks in existence merged into 24. Indeed, the causes of
mergers and acquisitions have long been debated in the literature (Folios et al 2011).
However, following the neoclassical theory argument, all firm decisions including
acquisitions are made with the sole objective of maximizing shareholders wealth. Mergers
and acquisitions according to them in this context serve as a means to increase market
power, replaces inefficient management, achieve economies of scale and scope among
others. Nwude (2003) also states that the reasons behind corporate acquisitions and mergers
are operating economies of scale; sources of supplies, finance/leverage, management
expertise, increased market share, desire for growth and technological drive are largely the
factors that firms seek to achieve while pursuing policies for merger and acquisitions. The
reasons for mergers and acquisitions would be appreciated when one considers the fact that
the acquiring company may be seeking to safeguard the source of supply for materials so
that it will not be thrown out of business suddenly. Leverage as the scholar noted improves
earning per share, over all liquidity, access to capital markets, access to cash resources,
acquisition of asset backing which may assist in obtaining loans. These benefits can be
enjoyed through business combinations. Banks going for combinations may have such
benefits at the back of their minds. Liquidity is an essential bank specific characteristic and
no bank can be managed efficiently without adequate liquid assets. Companies fishing for
management expertise can also achieve such by opting for acquisition. The motive here is
to acquire management team that is highly experienced, aggressive, competent and
respected, cross pollination of managerial tactics and expertise or displacement of existing
management to ensure continued growth (Nwude:2003).

In summary the following factors bellow are the motivators of mergers and acquisitions
Improving Financial Performance; the dominant rationale used to explain M&A activity
is that acquiring firms seek improved financial performance. The following motives are
considered to improve financial performance.
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Economy of Scale; this refers to the fact that the combined company can often reduce its
fixed costs by removing duplicate departments or operations, lowering the costs of the
company relative to the same revenue stream, thus increasing profit margins.

Economy of Scope: this refers to the efficiencies primarily associated with demand-side
changes, such as increasing or decreasing the scope of marketing and distribution of
different types of products.
Increased revenue or market share: this assumes that the buyer will be absorbing a major
competitor and thus increase its market power (by capturing increased market share) to set
prices.

Cross-selling: for example a bank buying a stock broker could then sell it banking products
to the stock brokers’s customers while the broker can sign up the bank’s customers for
brokerage accounts. Or a manufacturer can acquire and sell complementary products.

Synergy: for example, managerial economies such as the increased opportunity of
managerial specialization. Another example is purchasing economies due to increased order
size and associated bulk-buying discounts.

Taxation: a profitable company can buy a loss maker to use the target’s loss as their
advantage by reducing their tax liability

Geographical or other diversification: this is designed to smooth the earnings results of a
company, which over the long term smoothens the stock price of a company, giving
conservative investors more confidence in investing in the company. However, this does not
always deliver value to shareholders.

Resource transfer: resources are unevenly distributed across firms( Barney, 1999) and the
interaction of target and acquiring firm resources can create value through either
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overcoming information asymmetry or by combing scarce resources as maintained by King:
Slotegraaf, and Kesner (2008).

Vertical Integration: Vertical integration occurs when an upstream and downstream firm
merge (or one acquires the other). There are several reasons for this to occur. One reason is
to internalize an externality problem. A common example of such an externality is double
marginalization. Double marginalization occurs when both the upstream and downstream
firms have monopoly power and each firm reduces output from the competitive level to the
monopoly level. Following a merger, the vertically integrated firm can collect one
deadweight loss by setting the downstream firm output to the competitive level. This
increases profits and consumer surplus. A merger that creates a vertically integrated firm
can be profitable (Madigan and Zaima (1985).

Hiring: some companies use acquisitions as an alternative to the normal hiring process.
This is especially common when the target is a small private company, thereby acquiring
company simply hires (acquires) the staff of the target private company, thereby acquiring
its talent (if that is its main assets and appeal). The target private company simply dissolves
and little legal issues are involved.

Absorption of similar businesses under single management: Similar portfolio invested
by two different mutual funds namely united money market fund and united growth and
income fund, caused the management to absorb united money market fund into united
growth and income fund.
Diversification; while this may hedge a company against a downturn in an individual
industry it fail to deliver value, since it is possible for individual shareholders to achieve the
same hedge by diversification of their portfolios at a much lower cost than those associated
with a merger.

Manager’s Hubris: manager’s overconfidence about expected synergies from M&A which
result in overpayment for the target company.
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Empire-Building: managers have large companies to manage and hence more power.

Manager’s Compensation: in the past, certain executive management teams had their
payout based on the total amount of profit of the company, instead of the profit pershare,
which would give the team a perverse incentive to buy companies to increase the total profit
while decreasing the profit per share (which hurts the owners of the company, the
shareholders)

2.1.5. Potential benefits and Cost of Mergers and Acquisitions
However, there are many potential benefits associated with the waves of mergers and
acquisitions. Among the benefits as reported by Berger et al (1995) are increased
investment diversifications, improved competition and deletion of the entrenched inefficient
and self-serving bank managers. Apart from the above benefits there are other dividends of
consolidations as discovered by the scholars such as Cole et al (1996). For them reduction
of excess capacity, and the additional discipline brought to bear on bank managers at
institutions that might be candidates for acquisition constitute potential benefits of mergers
and acquisitions. The researchers discover that consolidation enables costs to be minimized
if economies of scale or scope can be made. It is also observed that larger institutions may
be more efficient if redundant facilities and personnel are eliminated after the merger.
Moreover, according to Prompitak (2009) costs may go down if the same bank can offer
several products at a lower cost than was possible for separate banks each providing
individual products. Increasing the number of services and products can also diversify risk
for consolidated banks. Besides the value incentive, bank managers may also pursue
mergers for their own advantage, since to do so reduce their largely undiversified
employment risk, provides extra benefits and increases the size or the power of their
organization.

Moreover, both shareholders and managers may use consolidations to increase a bank’s
access to government safety nets (Prompitak, 2009). Take for instance; consolidations open
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a bank an access to deposit insurance and a discount window. In addition, according to the
scholar, a government can also use bank mergers and acquisitions in order to pursue its own
objectives, using the merger mechanism in particular as an option for economic policy
reforms in its national banks. In this context the most common purpose of bank mergers is
to assist troubled banks, notably those with insufficient capacity, by letting them be safer
and sounder once their operation becomes more efficient from economies of scale and
scope of mergers and acquisitions.

Although there are many dividends of consolidations, yet mergers and acquisitions have
potential drastic effect that can throw the economy into chaos. According to Cole and
Wolken (1995), and Cole et al. (1996), major potential costs of consolidation constitute
reduced competition, especially in smaller markets, and the disruption of established
commercial banking relationships between borrowers and the banks that are the targets of
takeovers. This disruption according to the scholars is likely to be especially severe and
heavy for small businesses because such firms rely primarily upon banks for their credit
needs. Another potential problem associated with consolidation as they maintain is the
shortfall in small business lending that might arise if, as some scholars of banking
consolidation observe and claim, large banks acquire smaller banks and use the newly
acquired deposits as a source of funding for middle-market and larger loans originated by
the main office of the merged entity. These factors have been associated with the cost of
bank consolidation. However, despite these costs, bank managers have been making
acquisition proposal advances to their potential targets with reckless abandon while the
policy makers continue to demand new evidence of the impact. According to Cole et al
(1998) not addressed by the claims of potential lending disruptions is the possibility that
small business borrowers turned away by large acquirers can transfer their business to small
banks or other lenders operating in the same market. That means there is need for further
investigations.

2.1.6 The Monti-Klein Theory (Model) of the Banking Firm
According to prompitak (2009) a variety of industrial organizational approaches can be
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used in examining how banks behave in respect of loan creation and pricing. According to
the scholar, these models or theories can be divided into two groups according to their
assumptions made in respect of banking market structure. The assumptions of these models
are either that the market structure is a perfect competitive or is imperfectly competitive
structure. Out of these models, the most popular model in respect of a perfectly competitive
banking market is the Marginal Cost Pricing (MCP) theory. According to De Bondt (2002)
quoted in Prompitak, in this model, the optimal conditions are obtained when prices for
instance loans equal marginal costs and the derivative of prices with respect to marginal
costs equals one. However, the European banking system and generally banking market
elsewhere as he maintained can be characterized as an imperfectly competitive market, in
which case each national market is led by only three to five large banks. This fact of
oligopolistic composition of banking market structures can be verified in the following
works; Heffernan (1996) and Berg and Kim (1998) as cited in Prompitak (2009). Taking
Nigeria, as an example, bank structures since 2005 has been oligopolistic with few banks
dominating the market. Likewise, the studies of De Bandt and Davis (2000) and Corvoisier
and Gropp (2001) as shown in Prompitak’s show that in the principal European countries
competition in the 1990s was monopolistic. Because of the present market composition
where perfectly competitive bank market is no longer obtainable, the marginal cost-pricing
model is not appropriate for analyzing present behaviour of bank. This means that the costpricing theory of banking behaviour would not constitute our theoretical frame of work.

The second approach, which would likely form our theoretical frame of reference, is the
model that assumes an imperfectly competitive banking market. This theory considering the
characteristic nature of our present banking market is indeed considered suitable for the
purpose of this work. According to prompitak up cit, Edgeworth (1888), first originated this
imperfectly competitive approach. He identified the unique features of banks of holding not
up to 100% of deposits as reserve. In this way, banks make profits from the positive margin
obtained from the difference between risk asset (loan) and deposit interest rates. In addition,
because the optimal level of reserves grows less than proportionately to deposits, larger
banks will be more profitable than smaller banks. This imperfectly competitive market
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structure means according to prompitak that banks can exert monopoly power. The theory
of bank monopoly was formalised by at least two studies. Klein (1971) and Monti (1972)
developed the most popular model. Today, this theory is popularly known as the MontiKlein model of the banking firm. The unique thing about this theory is that it views the
banking firm in a static setting. What this view implies is that demands for deposits and
supply of loans simultaneously clear both markets. This means at a point in time, banks can
be without reserve from deposit. Therefore, out of the depositors’ fund, banks can maximize
profit by lending everything out to their customers-something unlikely to be realistic in the
present days banking operations. Therefore, the problem with this formulation is that it fails
to determine how to separate decisions about loans and about deposits in the bank
optimization problem of the basic Monti-Klein model. This has generated controversy ever
since. However, according to scholars, the shortcoming can be overcome by including
additional assumptions. The very thing the theorists would least accept as they would make
us believe that such additional variables are exogenous factors. However, scholars believe
that without such additional supposition being introduced, the theory would not represent
the reality it purports to. Ever since, the model has been modified. One such approach is to
introduce risks into the function. Studies that have incorporated risk in the model include;
Prisman, Slovin and Sushka (1986), Dermine (1986), Fuentes and Santre (1998) and
Corvoisier and Gropp (2001) as quoted in Prompitak. The studies show that loan and
deposit decisions are interdependent if the bank faces the positive probability of risk. In
addition, according to prompitak by extending the Monti-Klein model into the context of
two-stage game theory, Dvorak (2005) finds that the second stage optimal lending prices of
both incumbent and entrant will depend on the first stage optimal prices, which are the
function of the associated bank’s deposit supply.

The alternative model is the location model of Salop (1979). This model is based on the
concept of monopolistic competition, in which product differentiation is generated by
transportation costs. The bank optimal pricing behaviour depends on the security price, the
transportation cost for loans and the optimal number of banks in the market (Freixas and
Rochet, 1998). However, due to the lack of data, which allows the econometrician to
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identify the effect on loan prices of the borrower-lender distance, or, in other words, the
effect of loan transportation cost, very few empirical studies have investigated price lending
behaviour within this framework (Cerqueiro, 2007). In addition, as stated by Dvorak
(2005), the Salop model has less possible range of applicability compared with the MontiKlein model which can be applied to the study of a great number of diverse problems
(Dvorak, 2005). In the context of bank pricing behaviour, the Monti-Klein model is applied
in a number of studies; for example, Corvoisier and Gropp (2001) examine bank pricing
behaviour in the EU banking market by assuming that banks behave like Cournot
competitors, as suggested by the Monti-Klein oligopolistic version. In order to examine
interest rate setting by universal banks in the euro area, De Bondt, Mojon and Valla (2002)
apply an equilibrium relationship between the retail and market rates obtained in a simple
static Monti-Klein bank where banks hold money market instruments and longer term
assets. Fernandez de Guevara, Maudos and Perez (2005) analyse the evolution of price
setting in the banking sectors of the European Union based on estimating Lerner indices,
obtained from the Monti-Klein model. Nys (2003) analyses the determinants of bank
interest margins for 12 selected European countries by using a firm-theoretical approach
which uses the framework of the Monti-Klein model. Uchida and Tsutsui (2004) use the
Cournot oligopoly based on the Monti-Klein model to derive a setting function for the loan
interest rate for the Japanese banking sector. Betancourt, Vargas and Rodriguez (2008)
apply the Monti-Klein model to explain the changes in the bank’s interest rate policy in the
Colombian banking market. Therefore, if the appropriate assumption of an imperfectly
competitive banking market is made, its power in modeling the bank pricing behaviour, as
well as the shortcomings of alternative approaches, makes the Monti-Klein model of the
banking firm a suitable model for examining the impacts of bank mergers and acquisitions
on loan pricing behaviour or credit creation. The theory therefore forms our theoretical
framework.

In the Monti-Klein theory or model according to Prompitak, a monopolistic bank is
assumed a financial intermediary, which collects savings from households and finances
investment needs to firms by lending to them. The bank holds two types of asset – securities
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and loans – and one liability, namely deposits. In the securities market, the volume and
price of securities are given by government. However, in the deposit and loan markets
banks are assumed to set the price that would help them maximize profit. The bank
determines whatever interest rate for deposits and loans that would maximize its profit. The
decision variables are the amount of loans and the amount of deposits with the amount of
equity and asset as given. In addition, in granting loans and collecting deposits, the bank has
to pay intermediary costs, which are assumed to be linear functions of the amounts of loans
and of deposits. Besides the above assumptions, the bank is assumed to issue two types of
deposit: demand deposits and time deposits. The supplies of both deposits are supposed to
have increasing functions of the returns, which the bank offers on these accounts. For
demand deposits, the bank has to pay some implicit return in the form of preferential
treatment to customers. Although demand deposits have implicit returns, they are assumed
to have a significant role in the bank’s profit function. This is because the bank has to pay
some costs arising from the payment mechanism. With regard to time deposits, the bank is
assumed to invest these funds in earning assets. These assets are government securities and
loans. Government securities have perfect elasticity of supply because the bank’s actions
have no impact on the expected return or on the risk characteristics of the securities. Loans
are imperfectly elastic in supply to the individual bank because the return on loans depends
on the amount of loans issued by the bank. From the above assumptions, the profit function
of the bank as shown in Prompitak in the traditional Monti-Klein model can be expressed as
the following equation:

π=rL ( L) L +rS -rD ( D) D -C ( L, D)……………………………..1

Subject to S+L = D

Where
π is the monopolist bank’s profit, which is assumed to be concave. It indicates that it is
diminishing returns to scale.
r , rL and rD are the returns on security, loan and deposit, respectively.
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The inverse demand function for loans is given by; rL ( L) , with derivative rL′( L)<0.
The inverse supply function of deposits is rD ( D) , with derivative rD′( D)>0.
The return on security demonstrates the market risk, which is the risk of loss caused by
changes in the level or volatility of market prices.
S, L, and D are the amounts of security, loan and deposit, respectively.
C is the total intermediate costs of managing an amount L of loans and an amount D of
deposits. This is the convex managing-cost function.

To maximize the profit, the proportion of total funds allocated to the loan is chosen at the
point where the marginal return on loan is equal to the average expected return on
investment or equity or government security. The optimal pricing rule is taken in the
following form;
∗
{

∂, }
=€ ∗
∗
 

………………………………………………………………2

where
rL* is the optimal loan price which, maximizes the bank’s profit based on loan allocation.
∂,
∂

is the marginal cost of issuing loans.

€L stands for loan demand elasticity.

Equation above, which is the optimal loan pricing rule presents the equalities between the
,

Lerner’s indices (price-cost divided by price), ∗-(r+∂ ∂ ) and inverse elasticity.
That is, in the Monti-Klein model, a monopolist bank would set its loan and deposit
volumes such that the Lerner’s indices equal inverse elasticity.

By rearranging the above equation, the optimal loan interest rate can be written as the
following equation: ∗=
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…………………………………………….……3
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The equation above suggests that the loan interest rate and propensity to create risk assets
tends to increase with market rate and marginal cost, while it decreases with loan demand
elasticity. In addition, when costs are separable by activity, the optimal loan interest rate is
independent of the deposit market. In other words, loan-pricing decision-making according
Prompitak (2009) is not influenced by the bank’s deposit characteristics. Loan price tends to
increase with the market interest rate and marginal cost of managing loans, while it
decreases with loan demand elasticity.

2.1.7 The Monti-Klein Bank Theoretical Model and Market Competition or Share
The original Monti-Klein model is primarily based on the case of a unique, monopolistic
bank, which might apply in countries with only one bank. However, a situation in which
there are several banks is more interesting and closer to experience as in Nigeria. As
suggested by Molyneux, Lloyd-Williams and Thornton (1994) and De Bandt and Davis
(1999), who studied the competition in the European banking market, the banking industry
can be characterised by monopolistic competition. This suggests that oligopoly models
would be more relevant for the study than a monopolistic model.

In the oligopolistic version, according to Freixas and Rochet (1998), the Monti-Klein model
can be reinterpreted as a model of imperfect (Cournot) competition between a finite number
N of banks, n=1,..,N. By having the same assumptions as the monopolistic model has, with
the additional assumption that every bank has the same linear cost function (which is the
function of aggregate loan volume, L, and aggregate amount of deposit, D), the optimal
condition for every bank is:
,
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Comparing Equation 2 with Equation 4 above, we can see that the only difference between
the monopoly case and the oligopolistic version is that the elasticity € is multiplied by the
total number of banks, N. Because the number of banks reflects the intensity of competition
in the market, we can see from Equation 4 the relationship between competition and the
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loan interest rate or loans. That is, as the number of banks in the market increases, or when
the market is more competitive, a bank tends to reduce its loan price and propensity to lend.
In contrast, as the number of banks decreases, or when the market is less competitive, the
price of loans tends to rise with consequential desire to sell more of the loan product.
Moreover, the Monti-Klein oligopolisitic version model also indicates that the sensitivity of
loan interest rates to changes in market interest rate has a negative relationship with the
number of banks in the market. That is, the higher the number of banks in the market, the
less sensitive the loan interest rate to changes in the market rate. In contrast, loan prices
tend to be more sensitive to market interest rates when the number of banks goes down.
Fuentes and Sastre (1998) also examine the effect of the reactions of a bank’s rivals. They
assume that banks in the market have different products and prices to offer to lenders and
depositors. That means there are products and price differentiations in loan and deposit
markets. Therefore, the strategies of competitor banks in reaction to a particular bank’s
actions may also have an impact on the behaviour of the bank’s products and prices. The
effects of product differentiation and price differentiation are measured by the substitution
elasticity of products between banks and their cross-price elasticity respectively. In addition
to the factors suggested by the Monti-Klein model, Fuentes and Sastre (1998) from
Prompitak indicate that the sensitivity of bank interest rate also depends on the strategic
interactions among participants in the same market and the degree to which their products
can be substituted for one another. In other words, the more sensitive competitors in
products and prices are, the lower the interest rates for the bank to collect from its lenders.
Literature indicated that Dvorak (2005) extends the oligopoly version of the Monti-Klein
model by analyzing bank lending behaviour within the context of game theory. He adopts
the standard incumbent/entrant game under the Bain-Sylos-Labini-Modigliani framework
(BSM framework). In addition to the Monti-Klein assumptions, the model was set up as a
two-stage game in which there are two banks in the market: the incumbent and the entrant.
Moreover, any banks, which plan to enter the industry have to pay certain fixed setup costs
according to scholars. In the first stage, the incumbent can pre-commit itself to a loan price,
which it will set in the second stage and this action can be observed by the entrant who uses
this information in order to decide whether or not to enter into the market. In the second
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stage, the incumbent is assumed to set a loan price, which maximizes its profit, as it has
committed itself to do in the first stage. The entrant reacts optimally to the choice of the
incumbent. Unlike the traditional Monti-Klein model, Dvorak (2005) claims that loan
pricing decisions depend on the deposit market. In other words, the decisions about loans
and deposits are interdependent, in contrast to the separability of these two decisions, which
is suggested by the Monti-Klein model.

According to Prompitak, there are two prominent theoretical approaches, which can be used
to explain the role of market concentration on loan pricing behaviour. One is the StructureConduct- Performance (SCP) hypothesis. This approach was derived from the neoclassical
analysis of markets in order to identify the relationship between industry structure and
performance (Shaik et al., 2009). The SCP paradigm states that a change in the market
structure affects the way in which banks behave and perform. The degree of market
concentration is inversely related to the degree of competition, because market
concentration encourages firms to collude. This hypothesis will be supported if there is a
positive relationship between market concentration and performance, regardless of the
efficiency of the firm. Therefore, firms in more concentrated industries will earn higher
profits than firms operating in less concentrated industries irrespective of their efficiency.
That is, as concentration increases, banks with market power can exert this power to earn
more profits by setting relatively high loan prices but low deposit rates. Thus, loan interest
rates or loans and market concentration are expected to have a positive relationship. The
other approach rivaling the SCP is the Efficient-Structure-Performance (ESP) hypothesis.
This paradigm suggests that the performance of a firm is positively related to its efficiency.
When the number of banks is small as a result of consolidation, the more efficient banks
will dominate the market. Market concentration emerges from competition where firms
with a low cost structure increase profits by reducing prices and expanding their market
share. That is, some banks earn super normal profits because they are more efficient than
others are and not because of collusive activities, as the traditional SCP paradigm would
suggest. In the ESP approach, consistent with the SCP paradigm, concentration and profits
have a positive relationship. However, the ESP predicts an inverse relationship between
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prices or loans and concentration. That is, as concentration increases, by taking the ESP
approach, more efficient banks earn higher profits by setting lower lending prices, which
reduces their propensity to lend, and offering high deposit interest rates. Thus, loans or loan
interest rates and market concentration are expected to have a negative relationship.

2.1.8 The Monti-Klein Theoretical Model and Risks
Risk is an essential factor in bank lending. However, one of the weaknesses of the MontiKlein model is that it did not control for both default risk and liquidity risk. These two
factors were ignored. The model assumes that these two risks are exogenous because both
deposit and loan repayments are random without notice. In the model, the bank is assumed
to ignore the liquidity risk, which arises from a cash deficiency. This is because the bank is
required to hold some cash, which has implicit returns and is able to adjust its asset
portfolio by changing the level of its government securities in order to secure its liquidity
position. These assumptions are inconsistent with the characteristics of the banking market,
which may make the results of the traditional Monti-Klein model inappropriate for
explaining bank lending behaviours. Therefore, to make the model more rational, these two
risks should be considered. Prisman, Slovin and Sushka (1986) introduce liquidity risk into
the traditional Monti- Klein model. In this mode, deposits are assumed to be the only source
of funds and to be sufficient to finance loans. The bank is required to keep some reserves,
which earn a return at the same rate as the market interest rate. Moreover, the bank can
suffer from liquidity risk, which occurs when the bank has to make unexpected cash
payments or when there is an unexpected massive withdrawal of deposits. This risk is
defined in the model by the random amount in the volume of deposit withdrawals. If the
deposit withdrawals are larger than the bank reserve, a liquidity shortage results and the
bank has to pay some penalty cost for this shortage. That is, the bank has to pay two kinds
of cost: the deposit interest rate and the penalty cost of a liquidity shortage. However, this
model ignores the marginal costs of granting loans and collecting deposits.

The optimal conditions of the model indicate that the maximized profit behaviours are
similar to the conclusion of the Monti-Klein monopolistic bank model. In addition, for the
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role of liquidity risk, loan interest rates tend to increase with the liquidity shortage penalty
rate, the amount of deposit withdrawal and the uncertainty over the amount of withdrawn
deposits. However, in contrast to the Monti-Klein model, this model shows that the bank’s
decisions on loans depend on deposits. That is, loan interest rate decision making depends
on the deposit characteristics. This is because the optimal loan interest rate is the function of
the expected cost of the liquidity shortage. This cost depends on the bank reserve, which in
turn is the difference between the amounts of deposits and of loans. Thus, loans are also the
functions of the deposit volumes. Besides the liquidity risk, the role of the default risk on
bank behaviours is one of the important aspects in the analysis of bank lending behaviour.
Default risk is the risk that an asset or a loan will become irrecoverable in the case of
complete default, or the risk of an unexpected delay in the debt repayment. Default risk is a
common risk for a commercial bank, since every commercial bank, by definition, has a loan
portfolio. In order to investigate this effect, Fuentes and Sastre (1998) and Corvoisier and
Gropp (2001) introduce default risk into the Monti-Klein oligopolistic version. The models
assume that there is a possibility that borrowers may be unable to pay their debts and this
risk is measured by the probability of non-performing loans. In addition, an oligopolistic
bank is assumed to hold some reserves on which the return equals the market interest rate.
Consistent with the Monti-Klein model, the loan interest rate tends to increase with the
market interest rate, marginal cost of managing loans and the aggregate demand for loans.
However, it decreases with the degree of competition in the banking market and the
elasticity of demand for loans, both that of individual bank loan demands and that of the
whole banking market. However, unlike the traditional model, Corvoisier and Gropp (2001)
find that the optimal loan rate also depends on the deposit interest rate, which is assumed to
be exogenously given and on the reserve requirement, which is the difference between the
volume of deposits and of loans. This violates the conclusion about the independence in the
Monti-Klein model of decision-making about loans from that about deposits. Thus, it can be
concluded that when risks are considered, bank decision-making on setting a loan price will
also depend on the characteristics of its deposits. In addition, for the role of default risk,
both models indicate that loan prices and the expected bank default risk have a positive
relationship. That is, banks tend to raise their loan rate as their expected rate of non-
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performing loans increases. From the above theoretical models, we can form some
conclusions about the factors, which affect bank loan pricing behaviour. These factors
include the market interest rate, the characteristics of demands for loans, which include the
elasticity of the loan demand and the aggregate demand for loans, the characteristics of
deposits, including deposit rates and reserve requirements and the intensity of competition,
marginal costs and risks. In addition, all these writers agree on the relationships between
these factors and loan interest rates. They agree that the lending price has a positive
relationship with the market rate, total demand for loans, the bank’s deposit position, cost
and risks and that it has a negative relationship with the elasticity of demand for loans and
the number of competitors, reflecting the intensity of market competition. Moreover, when
risks are considered, the decision-making on loan prices depends on a bank’s deposit
position, for example, its deposit interest rate and the amount of deposits. This conclusion is
inconsistent with the result from the original Monti-Klein model, in which loan and deposit
positions are independent of each other. All the loan interest rate determinants based on the
Monti-Klein model have been empirically investigated. For the effect of the market interest
rate, Slovin and Sushka (1984), Hannan (1991a), Kahn, Pennacchi and Sopranzetti (2001)
and Gambacorta (2004) (please see Prompitac 2009) discover that the money market rate
has a positive relationship with the loan interest rate. However, in Kahn, Pennacchi and
Sopranzetti’s study, the impact of the market rate is significant for the automobile loan rate
only, but not for the rate of personal loans. In addition, Slovin and Sushka (1984), Kahn,
Pennacchi and Sopranzetti (2001) and Gambacorta (2004) as quoted in Prompitak suggest
that the demand for loans, proxied by the investment rate, personal income, inflation rate
and GDP, has a positive effect on the loan price and credit creation. But in Corvoisier and
Gropp (2001)’s paper the elasticity of demand for loans and loan interest rate have a
negative relationship. Moreover, the deposit reserve requirement has a positive impact on
loan rate, according to the results of Slovin and Sushka (1984). In addition, Hannan
(1991a), Kahn, Pennacchi and opranzetti (2001) and Corvoisier and Gropp (2001) in
Prompitack (2009) suggest that the loan rate has a negative relationship with the
competition in the banking market. In other words, it has a positive relationship with market
concentration measured by the Herfindahl Index, which is calculated from the market share
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of bank deposits. Moreover, the results of Gambacorta (2004) as in Prompitak show that
intermediation costs have a positive effect on loan interest rates. Finally, for the impacts of
risks on loan price, Slovin and Sushka (1984) find that the cyclical change and loan rate
have a positive relationship. In addition, default risk and liquidity risk also have a positive
effect on the loan interest rate, as suggested by Corvoisier and Gropp (2001), Gambacorta
(2004) and Hao (2004) in Prompitak (2009).
The theoretical framework of bank consolidation and banking behaviour has a foundation in
Mont-Klein Model. However, this model was not formulated with banking consolidation in
mind. Banking consolidation is a dynamic event. Moreover, the Monti-Klein model of
banking firm is based on general bank lending behaviour. While we appreciate the progress
so far especially with the level of modification so far just to make the model relevant to the
society in which we live, the theory is yet not complete until begin to consider specifics
even within the merger and acquisition environment. We borrowed ideas and words
extensively from the work of prompitak(2009), although we duly acknowledged the erudite
scholars. But I must say that the models, both the original and modified, have left behind
one essential factor and that is how banks behave in respect of lending to small business
borrowers. The challenge now is can the model be modified to accommodate how banks
behave with regard to lending to small business borrowers who solely depends on banks for
their credit especially in a developing economy like Nigerian in the events of banking
consolidation. As long as this question remains, the theory remains incomplete and that
constitutes a serious gap in literature.

2.2 Empirical Review
Within the past few decades, the global economy has witnessed significant banking
consolidations. Since then the need to examine how banking consolidation impacts on the
banks’ propensity to lend to small businesses has dawned on scholars especially among the
US and European ones. For countries such as Nigerian, mergers and acquisitions are just
recent happenings especially in the banking sectors. The Nigerian banking sector witnessed
a significant wave of the activities in 2005 and little of it in 2012. Within these periods, 78
banks were reduced to 21 through the banking consolidations. In terms of scholars who
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pioneered the studies on the effects of banking consolidation on bank lending to small
businesses, first among them was Berger et (1988). They studied how banking
consolidation has impacted on US banks in respect of creation of small risk assets.
Although, the effects have remained contentious ever since, they identified two class of
effect associated with banking consolidation and small business lending. According to
them, the effects include the Static Effect, which results from simply combining the balance
sheets of the small institutions into a larger pro-forma institution with combined
characteristics. Another effect is the Dynamic Effect, which is categorized into two. They
include the restructuring effect, which is change in small business lending that follows from
decisions to restructure the institution in forms of its sizes and other characteristics after the
Merger and acquisition and the direct effect, which is change in lending focus beyond that
associated with the changes in sizes and other characteristics from the static and
restructuring effects. The final effect has to do with dynamic responses of other lenders to
mergers and acquisitions in the same market. This is called the external effect. The
restructuring effect is a dynamic effect of mergers and acquisitions because of change in
focus in which the organization changes its sizes, financial condition, or competitive
position from their pro-forma values after consummating mergers and acquisitions. The
dynamic restructuring and direct effects increase small business lending propensities for
consulting banks offsetting some of the static effects. That is, managers of consolidating
banks tend to restructure and refocus their policies and procedures in ways that increase
small business lending relative to size, peers in some markets. The external effects tend to
increase small business lending by other banks in the local market. These other banks
according to Berger et al (1988), may pick up profitable loans that are dropped by merging
institutions, or otherwise have a dynamic reaction that increases their small business supply.
Berger et al (1988) conclude by maintaining that the effect of bank mergers and acquisitions
are complex with several offsetting static and dynamic effects. For them, the effects of
mergers and acquisition on small business lending depend on the type of mergers and
acquisitions, size of institutions involved, intrastate versus interstate nature, and many other
factors. The external effect which is the reactions of the other banks in the local markets
seems to be quite strong and positive, offsetting much if not all of the reductions in supply

36

of small business lending by the consolidating institutions. However, this effects as they say
is most difficult to pin down precisely. Generally, we shall do the empirical review in terms
of the following heading.

2.2.1 Banking Consolidation and Credit Availability
Most of the studies exploring the potential effect of bank mergers and acquisitions on credit
availability focus on their impact on specific group of borrowers, in particular, the small
business borrowers (Prompitak, 2009). In the context of US banking market, the results are
mixed. Featherstone (1996) suggests, from examining the effects of bank mergers on
agricultural loans from 1987 to 1993, in general, that the agricultural loans offered by
merged banks did not decrease during the three years after any consolidation. However,
small banks tend to increase their agricultural credits after mergers. This positive change in
credit provided by small banks is consistent with the findings of other researchers such as
Strahan and Weston (1996). The scholars took interest in investigating the relationship
between small business lending and bank mergers. This they did by comparing the
variations in merged banks’ pre- and post- merger small lending with those of nonacquisition players. Their results show that mergers and acquisitions between small banks
tend to promote the credit available to small business borrowers. However, it is discovered
from Prompitak (2009) that other types of merger have little impact. For Avery and
Samolyk (2004) who use bank mergers and acquisitions data in the US banking market
between 1993 and 1997 to analyze the impact of bank mergers, bank mergers between
small banks have a tendency to offer more small business lending in local banking markets.
This finding is in contrast to the finding of Gilbert and Belongia (1988) that investigated the
impact of bank mergers on agricultural loans and reported negative relationship. The
inverse relationship between consolidation and credit supply is consistent with the results of
Keeton (1996). Keeton investigated the impact of bank mergers and acquisitions on farm
and business lending in the Federal Reserve System’s Tenth District states for the period
1986 to 1995 and discovered that out- of- state acquisitions of banks owned by urban
organizations tend to reduce the loans, which they offer to small businesses and farmers.
However, other banks competing in the same local market have a tendency to increase their
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small business lending according to him. Peek and Rosengren (1997) use data from 1993 to
1996 to examine the effects of bank consolidations on the willingness of a banking
organization to lend to small customers. Their results show that consolidated banks tend to
lower their small business loan portfolio share following a merger.

Joe and Eric (1997) discover that large institutions invest a relatively smaller share of assets
in small business loan. The scholars maintained that mergers and acquisitions are not just
about the bank size. Some other issues matter. Large banks according to them look away
from the small business loan application. The reason for this behaviour was that small
institutions are generally limited to small loans and cannot make large business because of
legal lending limits and diversification problem. Large institutions may be disinclined to
extend relationship driven small business loans because of organization diseconomies
associated with producing such loan along with the transactions driven large loans and
capital market services in which large banks specialize. Moreover, the policies and
procedures associated with dealing with small informational opaque borrowers may be very
different according to them from those associated with providing credit to large
informational transparent borrowers and it may be costly to employ both types of policies
and procedures in the same organization. From their findings, large banks that usually
emerge out of mergers and acquisitions are not always disposed to maintain their former
loan service relationship with the small business. Level has changed and their reallocated
assets are now sufficient for higher dealings. This of course may not be in the interest of the
small business unless some other non-banking loaning units find such a departure as a new
market for lending to small businesses.

Some extant literatures maintain that the number of small banks has declined and the effect
of this on small business lending is not of small concern. Literatures maintain that there is
strong inverse link between banking institutions size and the proportion of bank assets lent
to small business. On the surface according to literatures, these facts that banking
consolidation has significantly reduced the number of small banks and that large institutions
make business loans would seem to suggest that the total supply of the bank credit to small
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business may fall substantially. However, the report from the US Office of Economic
Research rejects the simplistic analysis that small business lending propensities are static
and are determined solely by the size of the institution. Their reason is that mergers and
acquisitions are fundamentally dynamic events that may involve significant changes in the
business focus of the consolidating institutions. According to the report, bank get involved
in mergers and acquisitions because they want to do something different and the something
different may be more aggressive or less aggressive in lending to the small business.
Moreover, they reason that local banks or non-bank lenders such as finance companies, in
the same local markets may pick up any profitable loans that are no longer supplied by the
consolidated banks. These other banks could also react to mergers and acquisitions with
their own dynamic change in focus that could either increase or decrease their supplies of
small business loans.

2.2.2 Market Structure and Bank Lending Behaviour
One of the determinants of the bank loan interest rate is the structure of the banking market
(Prompitak, 2009). The impact of the market structure on the bank loan interest rate is
generally summarized by two opposing hypotheses. One is the Structure-ConductPerformance (SCP) hypothesis, which suggests that banks will collude and use their market
power to extract rents. The other is the Efficient-Structure-Performance (ESP) hypothesis,
which suggests that concentration would increase the overall efficiency of the banking
sector. In this framework, concentration is given to the faster growth of more efficient
banks than of less efficient banks, or the take-over of the latter by the former. In this case,
more banks that are efficient are expected to price their services more competitively or, in
other words, to offer prices that are more favorable to their customers. Studies examining
the impacts of market structure on bank loan price yield mixed results. Aspinwall (1970)
investigated the relationship between market structure and bank mortgage interest rates in
the US banking market in 1965. Estimating a cross-section regression analysis, the results
indicated a statistically significant association between lending rates and two market
structure measures: the number of lending instructions in the market and the concentration
ratio. That is, the lending rate tends to be lower when the number of institutions increases,
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while it tends to be higher as the market concentration increases. Besides market structure,
he also showed that other factors influence lending rates. These factors include the demand
for credit, a nation’s per capita income, credit risk and bank size. Using the data of 300 US
banks during the period 1984 to 1986 to test the SCP hypothesis based on the Monti-Klein
model of the banking firm, the Hannan (1991) confirmed the relationship between
commercial loan rates and market concentration, as predicted by the SCP paradigm. The
result specifically showed that loan interest rates rise higher in markets that are more
concentrated. In addition, he also concluded that, if loan rates are more rigid in concentrated
markets and if rates in equilibrium tend to be higher in such markets, then it followed that
periods involving sharp rises in interest rates would exhibit a more distant relationship
between loan rates and concentration. This is because banks in more concentrated markets
adjust their rates upward more slowly than banks in less concentrated markets. In contrast,
Petersen and Rajan (1995) investigate the effects of competition between banks on the loan
rate and availability of credit. They found that banks with uncertain future cash flows in
more concentrated banking markets charge substantially lower loan rates and provide more
financing. However, they do not provide any explanation to support the ESP hypothesis.
Instead, they surmise that this reduction in loan price results from the fact that banks
seemingly smooth loan rates in concentrated markets and as a result provide more credit
availability. These results support the SCP hypothesis, which suggests that higher market
concentration will result in collusion. Extant literatures also suggested that in 1993 high
bank concentration in the US had, on average, a positive relationship with loan rates. In
addition, focusing on the risk effect, Boyd and De Nicolo (2005) found that greater
competition reduces loan rates. They show that, in equilibrium, the risk in bank loan
portfolios increases with the level of concentration. This risk-shifting mechanism is based
on the idea that banks, as concentration increases, charge higher loan rates to their
customers. In turn, the higher loan rates worsen the agency problems in the credit market,
since they induce firms to take more risk. Changes in the market interest rate could have a
significant impact on bank lending rates.

40

2.2.3 Loan Pricing Behaviour of Merging Banks
Studies examining the price effect of bank mergers and acquisitions can be classified into
three main groups: the effects of bank mergers on deposits rates, on lending prices and on
bank loan spreads. In the case of deposit interest rates, most of the studies which focus on
Us bank mergers find that bank mergers and acquisitions have a negative influence on the
deposit interest rates of the merged banks. This can be seen from the study of Prager and
Hannan(1998), who analyzed the price effects of bank mergers which have substantially
increased the concentration of a local market. They examine the dynamic changes in deposit
interest rates and find that mergers occurring in concentrated banking market leads to
adverse changes in the short-term deposit interest rate. That is, merged banks do not pass on
efficiency gains to their customers, but instead earn increased monopoly rent and therefore
offer lower deposit interest rates. In addition, the deposit rates of banks, which did not
operate in the markets where such mergers took place, change in the same direction.
However, the deposit rates of the merged banks tend to be decreased by a greater
percentage. The evidence of the reduction in deposit rates is consistent with the findings of
Park and Pennacchi (2007), who formulate a theoretical model to investigate the setting of
interest rates by large multimarket banks, which have been created by cross-border mergers.
Their model suggests that large banks engaging in mergers and acquisitions tend to reduce
their retail deposit rates. In addition, their empirical analysis of data on large US
multimarket banks from 1994-2005 also supports the predictions of this model. One of the
explanations for this finding is that of finding advantages. That is, as banks grow larger,
they tend to have greater access to alternative and cheaper sources of funding, implying
optimally lower retail deposit interest rates. However, Rosen (2003) argues that this
explanation is not specific to banks in the US over the period 1988-2000, his results show
that merged banks tend to offer higher deposit interest rates on both cheque accounts and
money market deposit accounts. Moreover, a market with more and larger multimarket
banks generally has higher deposit interest rates. Hannan and Prager (2004) provide
empirical evidence regarding the determinants of deposit interest rates offered by those US
banks, which engaged in mergers and acquisitions between 2000 and 2002. Their results
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also indicate that large banks offer lower deposit interest rates than their smaller
counterparts. In addition, when the size of the organization is controlled, banks operating in
many local banking markets tend to set lower deposit interest rates than those operating in
fewer markets.

Evidence of the effects of bank mergers on deposit interest rates in European banking
markets is rather scarce. Focarelli and Panetta (2003) use Italian data at bank level between
1990 and 1998 to analyze empirically both the short-term and long-term pricing effects of
bank mergers and acquisitions. They find that merged banks obtain increased monopoly
rent and exert market power by lowering their deposit rates. The largest rate reductions are
made in the first years after the mergers. However, in the end, post-merger deposit interest
rates can also be positive. This is explained by the fact that cost efficiency gains through
mergers can often take years to achieve. Ashton and Pham(2007) study the influence of
bank mergers by focusing on the level of interest payable on retail deposits. Using data
from the UK retail bank mergers between 1988 and 2004; their results indicate that merged
banks tend to be more cost efficient, which leads to improved deposit interest rates for their
customers.

Studies, which examine the effects of bank mergers on loan interest rates, tend to yield
mixed results. As noted by Ashton and Pham (2007), different empirical findings may exist
for many reasons, including differences in the market structure of the banking market under
consolidation. In the context of US bank mergers, Akhavein, Berger and Humphrey (1997)
analyze the price effects associated with bank megamergers. Comparing the loan pricing
behaviour of the merged banks and non- merging banks, they find that the changes on
lending price, which occurs following consolidations, are notably small and hard to predict.
That is, although the loan interest rates of merged banks tend to be lower than the loan
interest rates of non-merging banks; this difference is small and not significantly different
from zero. However, they suggest that the small price difference could reflect the efficiency
gains and better diversification of loan portfolios across geographical markets, which come
from bank merging.
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2.2.4 Risk Taking Attitude of Merging Banks
While the impact of consolidation on prices and credit availability has been widely
investigated, evidence on the effects of consolidation on banks’ attitude to risk has been
more limited and understanding this will shed useful light on the merged banks’ lending
behavior. As suggested by De Nicolo et al. (2003), bank mergers can provide differential
incentives for bank’s risk-taking. On the one hand, consolidations may result in
diversification gains, which may reduce bank risk. On the other, consolidations may allow
banks to increase risk exposure. The studies presenting evidence on consolidations and
bank’s attitude to risk mainly focus on mergers between US banks. Some of them claim that
bank mergers and acquisitions can reduce bank risk. Craig and Santos (1997) examine the
dynamics of risk effects caused by bank consolidations, using the sample of bank
acquisition in the US. They find that the post-acquisition risk of newly formed banking
organizations is substantially lower than the pre-acquisition risk of acquiring bank holding
companies (BHCs). This result indicates that bank mergers and acquisitions could produce
less risky organizations and therefore diversification gains can be one of the motives for
merging.

2.2.5 Small Business Lending and Changing Structures of Banking Industry.
Philip et al (2011), have examined small business lending and changing structures of banks.
They approached the issue by looking at after effects of the banking company as a unit
rather than looking at individual banking units of the consolidating organization. Through
their studies, intra-company transfer of funding and lending activities were captured. They
investigated two potential opposing influences on small business lending associated with
changes in the size distribution of the banking sector- namely the diseconomies of scale
associated with small business lending that may increase lending costs as the size of
banking company increases and the size-related diversification that may enhance small
business lending. By emphasizing banking company size rather than bank unit size, the
study concluded that diversification enhances bank lending, by both large and small banks,
as size increases rather than reducing small business lending because of increasing costs
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caused by organizational diseconomies. Specifically, consolidation among small banking
companies according to them serves to increase bank lending to small businesses, while
other types of mergers and acquisitions have no effect. The study also found that small
business lending might increase with bank size and complexity.

Kolari and Asghar (2011) reviewed historical data on the relationship between small
business lending and various banking characteristics. The research hypothesis in these
studies that small business lending is related to different variables that capture bank
structure was tested. Secondly, the studies examined recent mergers and acquisitions for
their potential effects on changes on in small business lending. From their work, the main
research hypothesis is that changes in small business lending activity before and after
acquisitions are related to different variables that reflect bank structure. In this regard, they
proposed two competing hypotheses, which constitute (a) the size hypothesis. The size
hypothesis, which contends that target bank benefit from joining a larger aggregate
organization, which results in increased credit supplies to smaller bank customer; (b) the
siphoning hypothesis which argues that the larger aggregate organization will spirit away
funds from the smaller target bank or reallocate credit consistent with the objectives of the
parent bank. Consistent with other published research on this subject, the authors found that
the empirical results are mixed. However, the weight of the evidence points to more
negative than positive effects of banking industry consolidation on small business lending.
Briefly stated, some of the findings of their study are as follows. Regarding the relationship
between small business lending and different variables that capture bank structure, the
findings are as stated below. (A) With respect to bank holding companies, holding a number
of factors constant in a multivariate context, the authors found that member banks tended to
make more small business loans as a proportion of total assets compared with independent
banks. Likewise, holding asset size constant, member of large bank holding companies
tended to have lower small business loans ratios than members of small bank holding
companies. Banks in states previously allowing national entry of merged bank holding
companies or allowing statewide merged bank holding companies tended to have lower
small business loan ratios; and more liberal bank encourages a greater degree of bank
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consolidation than in order states. For branch banks, the results were similar to those for
bank holding companies in many ways. They also found that branch banks tended to make
more small business loans than banks with no branches. According to them, large branch
banks organization tented to have lower small business loan ratios than small branch bank
organizations while states allowing statewide branching tended to have lower small
business loan ratios compared to states with limitations on statewide branching. Regarding
the after-merger activities of a sample of bank targets and buyers involved in acquisitions in
the second half of 1993 and 1994, the finding is that the total asset size of the target banks
had a significant positive relationship with changes in small business loan ratio before and
after bank acquisition. This means that the evidence from their work tended to support the
size hypothesis in which more loans are associated with greater size, rather than the
siphoning hypothesis, in which there are fewer loans because of the siphoning away of only
the creditworthy. Moreover, they maintained that the evidence on whether or not banks that
were independents or members of one-bank holding companies before acquisition changed
their small business loan ratios after being purchased by the larger organization was mixed.
The finding was such that, at least in the short run, no clear inferences on how structural
change affects small business lending activities could be made. Finally, they found that
analysis of aggregate data for buyers and targets in acquisitions and mergers revealed that,
when targets of simpler organization forms more complex organizations. This implies that
there are greater increases in small business lending compared with targets of complex
organizations. This short-run evidence again tends to support the size hypothesis, rather
than the siphoning hypothesis. Moreover, according to them, intrastate mergers are more
beneficial to small business than interstate mergers, which can be interpreted to mean that
mergers across state lines are not motivated by increasing access to small loan market. Such
intrastate mergers are more likely motivated by the desire to expand a banking
organization’s large business loan market.

Okafor and Emeni (2008), and Asuquo (2012) all revealed that going by the restructuring
and direct effect, bank size, bank financial specifics and deposits of non-merged banks are
directly related to small business lending in Nigeria. They found that for every one naira
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increase in bank gross total assets loans to small business investors increases by N0.47k and
for every one unit increases in ratio of equity to gross total asset, small business lending
also increases by a whooping N300, 457.2. According to their finding, after mergers and
acquisitions, for every N1 increase in bank deposits the lending to small business increases
by N2.13k. Furthermore, they discovered that for the deposits of the merged banks, every
one percent increase in bank market share, lending to small business falls by N1.50k.
Hence, going by the direct and external effects for merged banks, after mergers and
acquisitions the reverse is the case because there is an inverse relationship between size of
merged banks and their lending to small business, given according to their finding that for
every 1% rise in bank market share, lending to small business will fall by N6,694.76. From
their findings, the static effect resulted in a positive relationship between small business
lending and bank size given that for every N1 deposit received about N0.3k was given out
to small business as loan. For the dynamic effect, they found negative relationship between
bank lending and mergers and acquisition as regards small business lending. After mergers
and acquisition, the merging banks seem to shy away from lending to small business. They
discovered that changes in banking focus otherwise referred to as restructuring effects,
resulted in poor lending to small business.

2.3 Summary of Literature Review
In summary, the review of the related literature showed that the effects of banking
consolidation on bank lending are not only static but also dynamic. Moreover, the effects
largely depend on the type of mergers and acquisitions, size of institutions involved, and
among other factors, on how long the mergers have taken place. In many of the above
literature reviewed, although substantial effort had been made to explore the effect of
banking consolidations on credit availability, only very few relate to mergers and
acquisitions in a developing nation such as Nigeria and considered the facts that the effects
are largely dependent on whether the consolidated banks have fully restructured or not.
Those that applied the appropriate and normal three year gestation period are in respect of
US, and European bank consolidations. Unfortunately, knowledge of the extent of the
effects of such banking consolidation on credit availability to small business borrowers may
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not be directly applied in Nigerian banking sector due to differing economic factors and
environments. These gaps point to one thing: the need for a substantial research in Nigerian
as it affects bank consolidation and credit availabilities to small business borrowers by fully
restructured consolidated banks.
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CHAPTER THREE
METHODOLOGY
In this chapter, the researcher presents the methodological approaches used in the course of
conducting this research. Therefore, the population of the study, the sources of data, and the
techniques of analyzing the data including the methods of post-regression tests were
presented here.

3.1 Research Design
The research is an event and an archival study where we wish to ascertain effects of
independent variables on the dependent variable using historical accounting data. Therefore,
the design should be such that we should not have control over or manipulate the
independent variables. Based on this, we used Ex-Post Factor research design. By using this
design, we carried out a ten-year (2001 to 2010) cross-sectional trend study of the Nigerian
banking industry. The period under study was divided into two, and is of specific interest to
us. They are the period from 2001 to 2004 and the period from 2005 to 2010. The period
2001 to 2004 covers four-year pre-merger time while the period 2005-2010 covers a six –
year post- merger era in Nigerian banking history. With a 6-year gestation period chosen,
we would be able to capture the dynamic effect since the minimum gestation period needed
to capture the dynamic effects is three years according to scholars. To separate the impact
of pre merger from post-merger, and in order to capture the time effect or the trend effect on
bank lending, we created a dummy variable f, which takes the value 0 for pre-merger period
and 1 for post merger period.

This design also enabled us to carry out hypothesis testing, descriptive and exploratory
approaches. Therefore, we gathered as much data as possible about banking consolidation
and small business lending in Nigeria. For instance, we read a number of journal articles,
explored published and unpublished thesis, and other literatures related to banking
consolidations thereby vividly describing the existing and proposed rules and theories
regarding the banking consolidations. We formulated our own hypotheses, which were
empirically tested since we collected enough data for postulation of hypotheses. With these,
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we were able to establish and confirm facts, and developed new theories about banking
consolidations in Nigeria.

3.2 Population/Sample Size
This study was focused on commercial banks in Nigerian banking sector. Therefore, the
population of the study was all the 24 commercial banks that emerged successfully through
the N25billion minimum recapitalization exercises that took place between 2004/2005. The
entire population was selected for study.

3.3 Data Source
We made use of secondary data obtained from the Central Bank of Nigerian Statistical
Bulletins and the selected banks’ database. The data were collected at different points in
time from 2001 to 2010. We also sourced data from internet downloads, journals, published
and unpublished theses.

3.4 Data Analysis Techniques
In an empirical research, various tools can be used in analyzing the data collected.
However, the choice of any tool is dependent on the nature of the data and the objectives of
the research in general. For the purpose of our thesis, the following techniques were
engaged in analyzing our data.

3.4.1 Multiple Regression Analysis
We collected data that have cause-effect characteristics and multiple independent variables.
Because of these, we analyzed the data by multiple regression analysis with the aid of Eview software. E-view is powerful statistical software for panel data analysis, which has
several extensive tests and correction such as test for normality, linearity and serial
correlation of the empirical data. In a multiple regression analysis, there is always one
dependent variable and at least two independent variables to be analyzed together. The
multiple regression equation takes the form:
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y= α0 + β1x1 +β2x2+---+βnxn+er………………………………………………………….(5)
y equals the dependent variable where as x1 through xn are the independent variables. α and
βs are the intercept and the gradients respectively, which are parameters to be estimated
using the multiple regression method. er is the stochastic error. The parameters would be
automatically generated when the statistical package is run with the data keyed in.

We employed the regression coefficients (Beta or βs) in determining the degree and
direction of the effects of mergers and acquisitions on bank lending. Beta of positive value
signifies positive direction while Beta of negative value indicates negative effects. Zero
Betas indicate no effects. The higher the beta is the higher the degree or the impact either
positively or negatively.
3.4.2 Co-Efficient of Determination (R-Squared)
Regression analysis demands that data should be analyzed in relation to how good the data
fit the formulated model. The statistic that indicates this is the Co-efficient of Determination
(R2). We therefore engaged this statistic to be able to determine how good our model fits.
The statistic would be automatically obtained from the E-View statistical software output
when regression command is initiated. The higher this statistics is the better for the model.
R2 =1 or 100% indicates a perfect fit and means that the response of the dependent variable
is solely explained by the behaviour of the independent variable if serial correlation of the
residual is absence.

3.4.3 Wald Coefficient Restrictive Test
As already indicated above, we employed hypothesis testing research approach. Null
hypotheses were postulated in which we made assumptions that the relationship between
the explanatory and response variables not significant. We therefore, determine the reality
of these assumptions. To do this; we employed Wald Coefficient Restrictive Tests and Ftests. The Wald test works by testing the null hypothesis that a parameter is equal to some
value. In this thesis, the null hypothesis is that the coefficient associated with an
explanatory variable is significantly not different from zero. This means that Wald statistic
tests how far the estimated parameter is from zero. We reject or accept the hypothesis
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depending on the value of the probability associated with Wald statistics, which follows Chi
(X2) distribution in comparison with the normal 5% level of significance. The statistics for
this test would be generated with the E-view statistical software.

3.4.4 Data Screening and Post-Regression Tests
For regression analysis to be unbiased and genuine, certain assumptions must be satisfied
especially as it concerns multiple regressions. Among the assumptions are that the data
obtained for the purpose of regression analysis must follow a normal distribution, and the
independent variable is expected to have a linear relationship with the dependent variable.
In this work, we test for normality and linearity using Jarque- Bera Statistic. Jarque- Bera
statistic tests the null hypothesis that the data are normally distributed. In statistics, the
Jarque-Bera test is a goodness-of-fit test of whether sample data have the skewness and
kurtosis matching a normal distribution. The test statistic is defined as:




JB=  (s2+  − 3 )………………………………………….......................................(6)
where n is the number of observations (or degree of freedom in general); S is the sample
Skewness, and K is the sample kurtosis.
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where µ 3 and µ 4 are the estimates of third and third Central moments respectively, µ is the
population mean and δ2 is the estimate of the Second Central Moment, the variance. If the
data come from a normal distribution, the JB Statistic asymptotically has a Chi-Squared
distribution with two degrees of freedom. So the statistics can be used to test the hypothesis
that the data are from a normal distributed source. P-value of greater than 0.05 indicates the
presence of normality and we would be willing to accept the null hypothesis that the data is
drawn from a normally distributed data.
Multiple regression analysis also demands that in order to obtain a valid and unbiased
regression result some post-regression assumptions must be satisfied. For instance; the
residual of the regression must be normally distributed which is indispensable to obtaining a
valid result with statistical significance (Jarque and Bera, 1980), and the model must be
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correctly specified. If the model is not correctly specified, the basic OLS fitted values may
not help explain significantly the response variable (Ramsey, 1969). To be able to examine
if our regression analysis met the essential assumptions, we conducted a test for each of the
assumptions. First, we test for the distribution implicit using Jarque-Bera statistics, which
test the null hypothesis that the residual error is normally distributed. The usual formulation
of the JB test statistic when we test for normality of the errors in an OLS regression model
is:
/

JB=





(0 + (k-3)2…………………………………………................(9)


Where n is the number of observation and k is the number of regressors when examining
residual to an equation. S= the sample or the population skewness. Finally, post-regression
test for error specification of our basic pooled OLS model was carried out using Ramsey
RESET test. Regression Specification Error Test (RESET) is indeed an essential test that is
needed after the basic OLS regression. Now consider;
2

Y=1{3 }=βx………………………………………………………………...………...(10)
The Ramsey RESET tests whether (βx)2, (βx)3, (βx)4… (βx)n has any power in explaining
Y. This is executed by estimating the following regression:
y=αx + γ1x2+…+ γk-1 x k + 1 ………………………………………………………..…..(11),
and the testing by a means of F-test whether γ1 through γk-1 are zeros. If the null hypothesis
that all coefficients (γs) are zero is rejected, then we conclude that the basic model is misspecified and therefore must be adjusted or corrected. Ramsey RESET test would help us to
determine this and to correct a wrongly specified model.

3.5 Model Formulation
In formulating the model for bank lending behaviour, we followed the foundation laid by
the traditional models that assume an imperfectly competitive banking market structures as
described in chapter two. One of these models, which we adapted, is Monti-Klein model of
banking firm named after the formal studies of banks’ profit maximization behaviour by
Klein (1971) and Monti (1972). In this model, the unique feature of banks as it affects
maximizing profit by holding less than 100% of deposits as reserve was indentified. This
behaviour makes banks profit from the positive margin obtained from the difference
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between risk asset (loan) and deposit interest rates. This imperfectly competitive market
structure means according to scholars that banks can exert monopoly power as previously
described. The unique thing about this model is that it views the banking firm in a static
setting.

By assuming that banks operate in this kind of environment, it implies that

demands for deposits and supply of loans can simultaneously clear both markets at
equilibrium, where demand for loans equal supply of loans through efficient profitmaximizing portfolio pricing. This assumption has constituted a big problem among
scholars and has generated controversy ever since. That is, the traditional Monti-Klein
model failed to determine how to separate decisions about loans and about deposits in the
profit optimization of banks. However, the solution to this shortcoming has been to
introduce additional variables or suppositions into the model, which we did.

One such variable we introduced was concentration ratio. One of the major shortcomings of
the traditional Monti-Klein model is the assumption that banks operate in a monopolist
environment where competition among banks is nil. This assumption is far from the reality
obtainable today. In fact, the original Monti-Klein model is primarily based on the case of a
unique, monopolistic bank, which might apply in countries with only one bank. Which
means the model did not consider the effect of market concentration on bank lending
behaviour. Bank consolidation brings about market concentration in which case market may
be dominated or led by few banks. Therefore, a situation in which there are several banks
with just few of them dominating or leading the market is more realistic and closer to
contemporary global banking experience as in Nigeria. The present banking industry can be
characterized by monopolistic competition therefore; oligopoly models would be more
relevant for the study of the way bank behave in respect of lending than a monopolistic
model as Monti and Klein demonstrated. Therefore, we make the traditional monopolistic
model an oligopoly version by introducing concentration ratio factor in the model.

Another weakness of the Monti-Klein model is that it ignores size and equity conditions of
banks. The model assumes that these variables are exogenous because both deposits and
loans repayments, according to its assumption are random without notice. However, in the
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study of bank lending behaviour, size and financial characteristics of the banks are very
essential in understanding how banks behave. First, big bank allocates their assets in a
manner that may be inconsistent with how smaller banks do. Small banks according to
scholars are more predisposed to supply small loans because of the limitation imposed on
them by their size. Moreover, mergers between banks in an oligopolistic banking market
may affects both their size and equity condition which in turn can lead to increase or
decrease in their propensity to lend. Interestingly, most of the times, mergers between banks
can result in equity divestitures the essence of which may be to remove some excess loads
in the market, which in turn may negatively affect the firm’s ability to lend. On the other
hand, mergers may trigger diversification that may result in market deepening that would
grow the assets of the players. This increment in size or equity after the consolidations has
the potential to positively change their abilities to create small risk assets in the long-run.

In the study of bank consolidation and behaviour, time dimension is quite essential.
According to scholars, there are two types of effects being associated with mergers and
acquisitions. They are static effect and dynamic effect. Static effect is observable within 1
to 2 years of consummating the mergers while dynamic effect is observable after three years
of consolidations. For the restructuring effects to surface fully, the minimum postconsolidation gestation periods must be completed and this takes quite substantial period,
which according to Focarelli and Panetta, (2003) is because there is always a delay in
efficiency adjustment. Extant literatures actually show that it may take time to restructure
the consolidated institutions’ portfolio by divesting assets, or to change its lending focus by
promulgating revised lending policies and procedures. There may also be temporary
disequilibrium due to downsizing, meshing of bank cultures, or turf battles that draw
managerial attention away from the refocusing efforts (Berger et al 1998). The result of the
interview conducted by the Federal Reserve Board of staff with officials of banks involved
in US mergers is consistent with the minimum of 3-year post-consolidation gestation period
for the harvest of dynamic effect by the consolidating banks (see Berger et al 1998). To
take care of this, we allowed for a 6-year post consolidation lag and introduced time merger
dummy f in the model to capture the trend effects. The time dummy f takes value 0 in all
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pre-merger years, which helped us to switch off pre-merger period effect and 1 to capture
net post-merger effect.

From the above theoretical framework, the researcher has explored pertinent variables,
which can explain bank lending behaviour. These factors include bank deposits, bank size,
bank equity condition, market concentration and merger. This theoretical framework for the
effect of bank consolidation on bank lending behaviour has a foundation in a traditional
Mont-Klein Model. We therefore adapted this model as it bank lending behaviour in a
merging environment. The model is thus;
Small business loan = f (size, equity condition, deposits, market share, merger,m) ….(8)
Specified as:
Sblit=β1equit+β2bcr4it+β3gtait+β4depit + δ fi + mi + rit………………………………(9),
Where
β1 is the vector coefficient on the independent variable -bank equity (equ).
β2 is the vector coefficient on independent variable- bank concentration of 4 top banks
(bcr4) measuring market share.
β3 is the vector coefficient on independent variable- bank gross asset (gta).
β4 is the vector coefficient on independent variable -bank deposit (dep).
fi is a time-invariant dummy variable, which vary only between individuals.
δ is the vector coefficient on merger dummy
mi is the unobservable individual level effects or the constant.
rit is the stochastic error.
Other constituents of the model are described in details in table 3.1 below
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Table 3.1-Detailed Description of the Variables
Variables

Detailed descriptions

Source

Sbl

This is a dependent variable. It stands for bank CBN

Statistical

loans to small business borrowers. It is a measure of Bulletin
aggregate bank loans to small-scale businesses. We
analyze how the variable responds to changes in
explanatory variable in the right-hand side of the
above equation. In the equation, the researcher
measures the banks’ gross total assets (GTA) that
are allocated to small business borrowers as
domestic loans because of variations in the above
merger metrics. Therefore, in this model small
business borrowers are represented by the size of
loans from the banks as reported in their financial
statements and CBN bulletins. The variable is
transformed into natural logarithm

bcr4

This is a bank concentration ratio/market share. It is Author’s

Own

the four top bank concentration ratio in the Nigerian Calculati-on; Data
banking industry measured in terms of total assets. used

From

This is the main indicator in the banking market Audited Financial
structure that can influence the behaviour of banks Statement-s
in terms of lending. Concentration ratio determines four big banks.
the market share of banks in the domestic banking
market setting. Hence, it is used in
Source: Author

of
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Table 3.1 continues
order to feature the bank’s market structure, or in
other words, the competitive environment in
which the banks operates (Prompitak, 2008). The
data for the measurement of this index is obtained
from the CBN database and the banks’ financial
statements. The four banks selected for the
purpose of this calculation are First Bank of
Nigeria Plc, Zenith Bank, UBA and GTB that
control about 50% of the industry’s asset base as
at 2009. As at 2012, the top firms’ assets
constitute about 70% of the entire industry’s gross
assets. To calculate the concentration ratio, we
measure the individual market shares of the
selected banks. Thus, we apply the formula:
4
bcr4 = ∑ Ci
i=1

Ci= the concentration ratio of each selected top
bank= individual assets/ total industry assets,
i=1,…4
N= the number of the banks =4
∑= summation symbol

Gta

Is an explanatory variable that stands for bank CBN Statistical
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gross assets. It measures bank size effect on credit

Bulletin

Source: Author

Table 3.1 continues
policy of banks. It is transformed into natural logarithm
to enhance normality and linearity. The
Equ

Is an explanatory variable that stands for bank financial Author’s
characteristic. It is measured as the ratio of bank equity calculation;
to total assets. Equity is the aggregate of the Data used from
shareholders fund. This variable capture the effect on CBN Statistical
loans to small businesses because of the way the new Bulletin
institutions restructure itself that may alter its equity
condition. This change in equity over a period could
significantly affect the banks propensity to lend.

Depa

This variable stands for the ratio of total deposit to total Author’s
assets. It is an independent variable that measures Calculation;
industry market size and bank deposit market demand. It Data from CBN
is scaled in terms of assets to remove the variations that Statistical
would result from the size differences. The variable Bulletin
captures bank deposit characteristics and indicates
changes in bank financing. The variable has been used in
the work of Ayida and Pujas (2000).

F

This is a merger dummy variable featured to capture Author
merger effect based on time dimension. f takes value 0 if
the period is pre-merger and 1 for post merger period.
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Source; Author

The summary of the detailed description of the variables is presented in table 3.2 below

Table 3.2: Summary Description of the variables
Variable

Symbol

Description

Source

Dependent Variable
Small

Business Sbl

Loans

Log

of

loans

to

small

businesses

scale CBN Statistical
Bulletins

Independent
Variables
Market Share

bcr4

Four

Firm

concentration

Expressed in percentage

Ratio Author’s calculation
from

financial

statements of four
big banks
Equity Condition

equ

Ratio of Bank equity to total assets CBN Bulletins &
expressed in percentage

authors

own

calculations
Bank Size

gta

Log of Gross Total Asset

Author’s
Calculation;

Data

used

CBN

from

Statistical Bulletin
Market

Demand/ depa

Deposit Condition

Ratio of total bank deposit to total Author’s
assets expressed in percentage.

Calculation.

Data
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used

from

CBN

Statistical Bulletin
Merger Effect

F

Time dummy that takes value 1 and 0
for post and pre merger periods
respectively

Source: Author

Author
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CHAPTER FOUR
PRESENTATION OF DATA AND ANALYSIS
4.1 Introduction
We present and give accurate analysis of the data obtained in this chapter. The data was
presented in tables and graphs. The raw data were data collected based on the research
questions. The operational measures of the variables are the transformed data for normality
and regression analysis purposes. These data were analyzed and the analysis enhanced
accurate statistical tests and conclusion reached in this study. Through the analysis, the
extent and the direction of the effects of bank mergers and acquisitions metrics on small
business credit supply in Nigeria were established. The analysis also helped us to test the
postulated hypothesis by using Wald-Coefficient restrictive and F-ratio tests at 5% level of
significance, where the testing procedure follows the same decision rule and that is, to
accept the null hypotheses if the computed p-values for Wald are more than the theoretical
critical value otherwise reject.

4.2 Data Presentation
The data obtained based on the research questions are presented in table 4.1 below. First,
the data in column 3 (TBDEP) and 5 (SBLOANS) in table 4.1 is in respect of research
question 1 where we asked the extent changes in consolidated banks’ deposits affected
credit availability to the small business borrowers in Nigeria. Second, the data in column 6
(TBEQUITY) and 5 (SBLOANS) in table 4.1 is in respect of research question 3 where it it
was asked the extent changes in bank equity affected banks’ decision to lend to small
business borrowers after mergers and acquisitions. Third, the raw data in column 2
(TBAC4) and 5 (SBLOANS) in table 4.1 is in relation to research question. In this question,
we asked the extent changes in bank market share because of bank consolidations affected
credits banks supply to small business borrowers. Finally, the raw data displayed in column
4 (TBA) and 5 (SBLOANS) in table 4.1 is in relation to research question 4: To what extent
do changes in bank size affect banks’ decision to lend to small business borrowers after
mergers and acquisitions?
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Table 4.1: The Raw Data Obtained
Year

TBAC4

(1)

(2)

TBDEP
(3)

TBA
(4)

SBLOANS
(5)

TBEQUITY
(6)

TBLOANS
(7)

2010

8361953 9784542

17331559

12550

3829448

9611990

2009

8828001 9150037

17522858

16366

2961363

9667877

2008

5951779 7960166

15919559

13512

2642647

7799400

2007

3810984 5001470

10981693

41100

1625291

4820696

2006

2426729 3245156

7172932

25713

1061594

2609289

2005

1236126 2036089

4515117

50672

717903.7

1991146

2004

897337 1661482

3753277

54981

412860.6

1519243

2003

640546 1337296

3047856

90176

536422.7

1203199

2002

480409 1157111

2766880

82368

500805.3

948464.1

2001

261303 947182

2247039

52428

364020.5

844486.2

NB: Figures in millions of Naira; Source; Author; Data used are extracted from CBN
Statistical Bulletin
TBDEP = Total Bank Deposit, TBA =Total Bank Asset, SBLOAN= Small Business Loans
TBAC4= Total Bank Assets Concentration of 4 top banks, TBEQUITY= Total Bank
Equity. TBLOANS= Total Bank Loans
We also present some of the data by graphs as shown below.
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Figure 4.1: Graph of Bank Deposits and Small Business Credits

SBLOANS(in millions)

Graph of direction of relationship between bank deposits and
loans to small businesses
100000
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0
0

2000000 4000000 6000000 8000000 10000000 12000000
TBDEP (in millions)

Source: Author; Data used for the plotting are from CBN Statistical Bulletin
SBLOANS=Small Business Loans; TBDEP= Total Bank Deposit

The graph below in figure 4.2 is the graph of small business loans (SBLOAN) and total
bank asset (TBA). It shows both a positive and a negative relationship between the
variables. The positive part signifies pre-merger period while the negative part represent
post- merger period.

SBLOANS(in millions)

Figure 4.2: Graph of bank size and small business loans
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Source: Author; Data used to plot the graph are from CBN Bulletin as displayed in table 4.1
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TBA= Total Bank Asset; SBLOANS= Small Business Loans
The graph above was plotted with total bank assets and small business loans picked from
table 4.1 columns 4 and 5. It shows the relationship between bank size and bank loans to
small business borrowers. From the graph, it can be seen that the relationship between small
business loans and changes in bank assets is substantially negative. Initially, the relationship
appeared positive. However, the sudden nose-diving of the curve must have begun when
banks began mergers and acquisitions activities. The gradient of this curve would be
determined from regression analysis.

Figure 4.3: Graph showing trend in bank gross asset
20000000
18000000
16000000
14000000
12000000
10000000
8000000
6000000
4000000
2000000
0
2001

2002

2003

2004

2005

2006

2007

2008

2009

2010

Note: figures in millions; Source; Author. The chart was drawn using data (TBA) from
CBN Bulletin as shown in table 4.1 above.

Figure 4.3 above is the graph of changes in total bank assets (TBA) for ten years. Within
the years under consideration, banks increased in sizes. It grew exponentially from 2005
and experienced the highest growth in 2009.

Figure 4.4 below shows how banks have been allocating their assets to small business
borrowers. The graph indicates falls in credit availability to small businesses as the years
pass by starting from 2004 when the consolidation arrangements were being made. The
banks lent more to small business borrowers in 2003, which was a pre-merger period.

64

Starting from 2004, loans to small businesses began to decree, which was when the effects
of mergers must have begun. However, in 2007, the credits to small business borrowers
increased. However, it fell again from 2008.
Figure 4.4: Graph showing trend in bank loans to small business borrowers.
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Note: figures in millions; Source; Author; Data (SBLOANS) used are from CBN Bulletin
The graph was plotted using small business loans (SBLOANS) in table 4.1 above.

To make sure that our data comply properly with normality test, we transformed them. The
transformation of the data was presented in the table 4.2 below.

Table 4.2: Operational Measure of the Variables for Regression Analysis
Year

Gta

Sbl

2010

7.238838

4.098654

56.45506

22.09523

48.25

2009

7.243605

4.213956

52.21772

16.9

50.38

2008

7.201931

4.130726

50.00243

16.6

37.39

2007

7.040669

4.613846

45.54371

14.8

34.7

2006

6.855697

4.410165

45.24169

14.8

33.83

2005

6.654669

4.704773

45.09493

15.9

27.38

2004

6.574411

4.740214

44.2675

11

23.91

2003

6.483994

4.955093

43.87661

17.6

21.02

2002

6.44199

4.915761

41.82006

18.1

17.36

2001

6.351611

4.719567

42.15245

16.20001

11.63

Depa

Equ

bcr4
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Source: Author; Data used are from banks’ financial reports and CBN statistical Bulletins
as shown in table 4.1 above.

gta= log10(TBA); This is the operational measure of the Total Bank Assets. It is the
natural logarithm values of banks assets for various years. sbl=log10(SBLOAN); This is
the operational measure of the Small Business Loans (SBLOANS). It is the natural
logarithm values of SBLOANS for various years under considerations. depa =
(TBDEP/TBA)*100: This is the ratio of Total Bank Deposits to Total Bank Assets
multiplied by 100. equ= (EQUITY/TBA)*100: This is the ratio of EQUITY to Total Bank
Asset multiplied by 100%. bcr4 = (BAC4/TBA)*100: This also is the ratio of Bank Asset
Concentration of 4 Top Banks to Total Bank Asset multiplied by 100.
The descriptive statistics are presented below in table 4.3. The descriptive statistics are
computed from the operational measures of the variables as displayed in table 4.2 above.

Table 4.3: Summary of Descriptive Statistics
Statistic/Varia

Sbl

Gta

Depa

Equ

bcr4

bles
Mean

4.550400

7.719995

1.667113

16.39950

30.58500

Median

4.659500

7.647768

1.654833

16.40000

30.60500

Maximum

4.955000

8.541607

1.751703

22.09500

50.38000

Minimum

4.099000

6.889275

1.621385

11.00000

11.63000

Std. Dev.

0.316677

0.633005

0.042244

0.028213

0.127286

Skewness

-0.279688

0.170514

0.881911

0.134591

0.190765

Kurtosis

1.632982

1.530233

2.598949

3.754333

1.992221

Jarque-Bera

0.909017

0.948548

1.363295

0.267282

0.483827

Probability

0.634760

0.622337

0.505783

0.874904

0.785124
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Sum

45.50400

77.19995

16.67113

163.9950

305.8500

Sum Sq.

0.902558

3.606263

0.016061

71.62302

1458.175

10

10

10

10

10

Dev.

Observations

Source: Author Computations; Data used are from CBN Bulletin as shown in table 4.1
transformed as in table 4.2 above.
456

Mean=the average of a given variable data =789:;<='>? e.g Mean of sbl=

@.@???
?

=4.550400
Maximum= the highest value of a given variable data over the 10 year period
Minimum= the lowest value of a given variable data over the 10 year observation period
Std. Dev= the standard deviation of the variable data= the square root of sum of the squared
variable deviation from the mean divided by the number of the
456 4C.:;

observation=B789:;<='>? e.g the Std. Dev of sbl= B

?.D? @@E
?

= 0.316677

Skewness=the measure of how the variable data tilted either positively or negatively.
Kurtosis= measures the peakness or flatness of the variable data
Jarque- Bera= is a statistic that tests the normality of the variable data for regression


?

?
analysis= JB=  (s2+  − 3 =  (Skewness2+ FGH0I0 − 3 ) e.g JB of sbl=  (

0.2796882+ 1.632982 − 3 = 0.909017
Sum Sq. Dev.= sum of the squared deviation. Observation=the number of years under
survey (2001 to 2010=10 years).

From the above table, the dispersions around the mean are very low for each variable. For
instance, the mean of Total Bank Asset now transformed into gta is 7.719995 while the
standard deviation is 0.633005%. This indicates that the variables are good proxies for bank
mergers and acquisitions. The table also presents statistics for the test of data normality and
linearity. The test for the data normality and linearity is done using Jarque-Bera statistic. If
the data were not normally distributed, the probability associated with the statistic would be
less than 0.05. The normality of data signifies also linearity. The statistics indicate that the
data are normal and linear in nature. The probability associated with each of the Jarque-bera
statistic is greater than 0.05.Therefore, the null hypothesis that the data for the regression
are normally distributed is accepted. Skewness also confirms the normality test by yielding
values that are less than 1 as shown in the above table.
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4.3 Regression Analysis
The direction and the extent of the effects of bank mergers and acquisitions are captured in
regression analysis. We display the output of this analysis in the table below.
Table 4.4: Regression Output
Variable

Coefficients (βs)

Std. Error

t-Statistic

Prob.

Gta

-0.622753

0.576972

-1.079346

0.3412

Equ

0.019785

0.025569

0.773812

0.4822

Depa

-0.063516

0.038044

-1.669537

0.1703

bcr4

0.020336

0.017752

1.145577

0.3158

F

-0.159190

0.205372

-0.775133

0.4815

M

10.90361

3.377120

3.228671

0.0320

R-squared

0.898327

Mean dependent var

4.550275

Adjusted R-squared

0.771235

S.D. dependent var

0.316724

S.E. of regression

0.151487

Akaike info criterion

-0.652921

Sum squared resid

0.091794

Schwarz criterion

-0.471370

Log likelihood

9.264606

F-statistic

7.068345

Durbin-Watson stat

2.730283

Prob(F-statistic)

0.040717

Source: Author; Data used are from CBN Bulletin displayed in table 4.1 above and
transformed as shown in table 4.2 above.
The above table 4.4 would be interpreted after the residual and Ramsey RESET Tests
carried out below.

4.4 Residual Test
Before examining the regression output above, we have to consider first the quality of the
output by carrying out the residual test. This test is aimed at determining if the stochastic
residual error is normally distributed. For regression analysis to be unbiased, the
distribution of the residual must be normal. We have noted that the normality on the
distribution of residuals of a model is indispensable in order to obtain a valid result with
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statistical significance. Therefore, we carry out this test using Jarque-Bera statistic as shown
in the table 4.5 below. Decision rule is to accept the null hypothesis that the residual is
normal if the p-value associated with JB is greater than 5% level of significance. Otherwise,
we reject the hypothesis that the residual is normal.

From the table below, it can be seen that the distribution of the residuals is normal
(JB=.0.4342; p-value=0.8048>0.05). We therefore accept the null hypothesis that the error
is normally distributed. Therefore, there would be no possibility of committing any type of
error.

Figure 4.5: Test for Residual Normality
2.4
Series: Residuals
Sample 2001 2010
Observations 10

2.0
1.6
1.2
0.8
0.4
0.0
-0.2

-0.1

-0.0

Mean
Median
Maximum
Minimum
Std. Dev.
Skewness
Kurtosis

1.78e-16
-0.000671
0.148283
-0.172080
0.100992
-0.160792
2.031125

Jarque-Bera
Probability

0.434223
0.804840

0.1

Source; Author

4.5 Ramsey RESET Test
Although we have obtained the basic ordinary-least squares result as shown above in table
4.3 and can begin the interpretation right away having established that the residual is
normal, yet we also have to test for any possible error specification for our basic model
coefficients. We shall carry out this test using RegRESET. RegRESET is a regression postprocessor, which performs Ramsey test. As we have noted in chapter three, it is used after
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running a linear regression to test the specification of that regression. We shall still remind
ourselves that Ramsey RESET test is indeed a general specification test for regression
model and it generally tests whether non-linear combinations of the fitted values help
explain the response variable. The result of this test, which is based on the regression output
displayed in table 4.4 is shown in table 4.5 below.

Table 4.5: Ramsey RESET Test
Ramsey RESET Test:
F-statistic

0.275798

Probability

0.635809

Log likelihood ratio

0.879493

Probability

0.348341

Dependent Variable: SBL
Included observations: 10
Variable

Coefficient

Std. Error

t-Statistic

Prob.

GTA

-8.212292

14.46578

-0.567705

0.6099

EQU

-0.858533

1.514426

-0.566903

0.6104

DEPA

0.296200

0.527096

0.561947

0.6134

CR4

0.270844

0.477410

0.567319

0.6102

F

-2.329717

4.139263

-0.562834

0.6129

C

117.8331

203.6454

0.578619

0.6034

FITTED^2

-1.397355

2.660793

-0.525165

0.6358

R-squared

0.906887

Mean dependent var

4.550275

Adjusted R-squared

0.720661

S.D. dependent var

0.316724

S.E. of regression

0.167397

Akaike info criterion

-0.540870

Sum squared resid

0.084065

Schwarz criterion

-0.329061

Log likelihood

9.704352

F-statistic

4.869815

Durbin-Watson stat

2.449877

Prob(F-statistic)

0.110879

Source; Author

The result as shown in the above table indicates that there was no presence of error in the
model specification in our basic ordinary least squares result displayed in table 4.4. The null
hypothesis that the basic model was not wrongly specified is therefore accepted (F-
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statistic=0.275; p-value=0.635>0.05). Therefore, our model would not be based on Ramsey
RESET test since our basic regression model is a correctly specified model. We would be
interpreting and fitting our model based on the basic regression output as presented in table
4.4 above.

4.6 Interpretation of the Regression Results
The output of the regression analysis as outlined in the table 4.4 above provides us with the
information needed for our interpretations and applications. First, we shall start the analysis
by looking at R2, which indicates the proportion of the dependent variable behaviour that is
accounted for by the explanatory variables. R2 equals approximately 0.90, which indicates
that 90% of variations in bank loans to small businesses are caused by mergers and
acquisitions. On the other hand, only 10% of the variances are attributable to an error. From
all indications, the statistic indicates that our model fits well and we can predict with high
accuracy the likely behaviour of banks in the events of banking consolidations in the longrun. We therefore fit our model thus: Sbl= 10.9 -0.159f+0.02bcr4 +0.0197equ -0.635depa 0.623gta

Restructuring Effect of Changes in Bank Deposits
Having established that our model fits well, we shall consider the extent and the direction of
individual effects of changes in the explanatory variables on banks’ propensities to lend to
small business borrowers. First, we shall consider how changes in bank deposits affected
consolidated and restructured banks in relation to small risk asset creation. This shall be in
relation to objective one. Based on the result, the impact of changes in bank deposits on the
lending behaviour of consolidated banks is negative (β= -0.063). This indicates that as bank
deposits increase after mergers and acquisitions, bank loans to small business borrowers
substantially decrease. As revealed by the impact elasticity or coefficient, 1% increase in
bank deposits brought about 0.063% increases in bank loans to small business borrowers.
Therefore, in market where banks merge subsequently, the effect on small business
borrowers as deposits increase due to the activities would be to affect adversely small
business borrowers through insufficient credit availability for their transactions.
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Restructuring Effect of Changes in Bank Market Share
In relation to objective two, we try to see how changes in restructured banks’ concentration
ratio or market shares impact on banks’ lending to small business borrowers. Based on the
result of our analysis, the impact of post merger changes in market share/ concentration
ratio on small credit lending is positive (β=0.02). This implies that increases in market share
increases bank loan to small business borrowers. For 1% positive change in bank’s market
share, loans to small business borrowers increase by 0.02%. Higher bank asset
concentrations after consolidation encourage banks’ willingness to offer loans to small
business borrowers in Nigeria. The reason for this behaviour could be that the dominating
large banks are not willing to abandon small profitable local products for higher ones.
Instead, they pursue higher transactions while maintaining their grip of small business
credit customers. Moreover, competition between the big four banks may have kept their
focus on small business loans market.

Dynamic Effect of Changes in Merged Banks’ Equity Condition on Banks’ Decision to
Make Small Business Loans
The extent changes in equity condition of fully restructured banks in Nigeria affect banks’
decision to create small risk assets is the content of objective two. This was also revealed in
the basic regression table above. Changes in equity have a positive effect on bank lending to
small business borrowers (β=0.019). This implies that as bank equity increases, bank loans
to small businesses would also likely increase. Based on the coefficient (β) reported above,
for every 1% increase in the consolidated banks’ equity, bank may decide to release 0.019%
of their asset as loans to small businesses. Therefore, as bank equity increases in relation to
bank assets, banks would likely allocate more of their resources to small credit borrowers.
We can infer that increase in shareholders’ fund through banking consolidation positively
affected banks’ decision to lend to small business borrowers insignificantly. Therefore,
increasing bank equity through mergers and acquisitions in Nigeria could encourage
lending to small business borrowers.
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Dynamic Effect of Changes in Merged Banks’ Bank Size on Banks’ Becision to Make
Small Business Loans
Based on the above result, it is clear that the relationship between the decision to supply
credits to small business borrowers and changes in bank size in a post merger period is
negative and insignificant (β= -0.062). Therefore, as bank gross asset increases, merged
banks would likely decide to reduce their bank loans to small business borrowers by 0.62%
for every 1% increase in bank gross assets. As bank gross assets increase, banks would be
reluctant to allocate more of their resources to small business borrowers. That means that
bigger banks in terms of assets devoted insignificant amount of their resources to small
credit borrowers in Nigeria after consolidation. This has a high implication. Take for
instance, bank acquisition that might lead to divestment, would increase bank loans to small
businesses while mergers between huge banks for asset diversification purposes would
affects banks’ decision to lend to small business borrowers negatively. This relationship can
also be seen in the graph below. The graph reveals a negative slop. It slows down gradually
over the 10 year-period.

Figure: 4.6 Graph of the Effects of Bank Size on Small Business Lending

sbl

graph showing the effect of changes in bank size
on loans to small business borrowers
6
5
4
3
2
1
0

sbl = -0.62gta

6

6.5

7

7.5

gta

Source; Author; Data used are from table 4.2

The Net Dynamic Effect of Banking Consolidation on Banks’ Lending Abilities
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The main essence of dividing the study into pre and post using dummy variable is to capture
the net time effect on the welfare of the small business borrowers. Our emphasis here is on
the direction of the net effect over the period. Negative direction shows the effect is badly
affecting small business borrowers and vice versa. Based on our result, the dummy variable
shows that the post-merger effect is negative on bank lending behaviour (δ=-.159). The
dummy variable indicated in our regression outputs relates to the post merger period and
since the post merger is negative, the pre-merger on the other hand would be positive as the
dummy operates based on “On” and “Off” iteration. This implies that prior to bank mergers,
banks had strong lending relationship with small business borrowers. However, this
relationship has changed in post merger period in Nigeria. Before we proceed, we would
like to test our hypotheses in order to draw our specific conclusions.

4.7 Test of Hypotheses
Four hypotheses were postulated each of which is stated in null. We shall restate each of the
hypotheses before testing them. However, we do these simultaneously including
comparative analysis with past results on the related work. The information for the test of
the hypotheses would be taken from table 4.4

Hypothesis 1: Changes in bank deposits do not significantly affect small business lending.
The information used for the test of this hypothesis is taken from table 4.4- the regression
output table where data in table 4.1 and 4.2 relating to Total Bank Deposit (Depa) and
Small Business Loans (sbl) were used in regression analysis. The data and the statistics
from the regression output are presented again in summary in table 4.6 and table 4.7
respectively below for testing the hypothesis. The decision rule is to reject the null
hypothesis if the p-values associated with the calculated Wald (Chi- Statistic), or the Fstatistic as displayed in table 4.7 below is less or equal to 0.05 critical values, otherwise,
accept.

Table 4.6: Operational Measure of the Variable Data for the Test of Hypothesis 1
Year

Sbl

Depa
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2010

4.098654

56.45506

2009

4.213956

52.21772

2008

4.130726

50.00243

2007

4.613846

45.54371

2006

4.410165

45.24169

2005

4.704773

45.09493

2004

4.740214

44.2675

2003

4.955093

43.87661

2002

4.915761

41.82006

2001

4.719567

42.15245

Source: Author; Data used are from CBN statistical Bulletins displayed in table 4.1

sbl=log10(SBLOAN), which is the natural logarithm values of SBLOANS for various
years under considerations. depa = (TBDEP/TBA)*100 which is the ratio of Total Bank
Deposits to Total Bank Assets multiplied by 100.
Table 4.7: Summary Regression Output Statistics for the Test of Hypothesis 1
Wald Test:
Equation: depa
Test Statistic

Value

df

Probability

F-statistic (T-

2.787355

(1, 4)

0.1703

2.787355

1

0.0950

Value

Std. Err.

Statistic)
Chi-square
Null Hypothesis Summary:
Normalized Restriction (= 0)
β1(depo)

-0.063516

0.038044

Source: Author; Source: Author; Data used are from CBN statistical Bulletins displayed in
table 4.1, which were regressed and displayed in table 4.4

The statistics above indicate that the null hypothesis 1 is accepted. The significant values
(0.1703 and 0.0950) yielded by the test are greater than the critical value 0.05. We therefore
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accept the null hypothesis and conclude that changes in bank bank deposit do not
significantly impact on small business lending. The result is not consistent with the finding
of Okafor and Emenike (2008) and Asuquo(2012) who found the effect of changes in bank
deposit on small business lending to be significant and negative. This difference must have
surfaced due to variation in the post-consolidation gestation periods chosen. However, our
result shows that changes in bank deposits affect positively the ability of banks to create
small risk assets.

Hypothesis 2: Changes in consolidated banks’ market share do not significantly impact on
small businesses lending. The information for the test of this hypothesis was from the
regression output in table 4.4 where the concentration ratio and small business loans were
regressed. The data and the test statistics from the regression output for the test of the
hypothesis 2 are displayed respectively in table 4.8 and table 4.9 below. The decision rule is
to reject the null hypothesis if the probabilities associated with the calculated Wald (ChiStatistic) or the F-statistic is less than or equal to 0.05 critical values, otherwise, accept.

Table 4.8: Operational Measure of the Variable Data for the Test of Hypothesis 2

Year

Sbl

2010

4.098654

48.25

2009

4.213956

50.38

2008

4.130726

37.39

2007

4.613846

34.7

2006

4.410165

33.83

2005

4.704773

15.9

2004

4.740214

23.91

2003

4.955093

21.02

cr4
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2002

4.915761

17.36

2001

4.719567

11.63

Source: Author; Data used are from CBN statistical Bulletins displayed in table 4.1

cr4= log10(TBACR4) which is the natural logarithm values of Total Bank Asset
Concentration 4 top banks for various years under consideration. sbl=log10(SBLOAN)
which is the natural logarithm values of SBLOANS for various years under considerations.

Table 4.9: Summary Regression Output Statistics for the Test of Hypothesis 2
Wald Test:
Equation: cr4
Test Statistic

Value

df

Probability

F-statistic

1.312346

(1, 4)

0.3158

Chi-square

1.312346

1

0.2520

Value

Std. Err.

0.020336

0.017752

Null Hypothesis Summary:
Normalized Restriction (= 0)
β2(Cr4)
Restrictions are linear in coefficients.
Source: Author; Source: Author; Data used are from CBN statistical Bulletins displayed in
table 4.1, which were regressed and displayed in table 4.4

The statistics above indicate that the null hypothesis 2 is accepted. The significant values
(0.3158 and 0.2520) yielded by the test are greater than the critical value 0.05. We therefore
accept the null hypothesis and conclude that changes in bank market share do not
significantly impact on small business lending. This conclusion is not consistent with what
Okafor et al discovered. They found negative relationship between changes in bank market
share and small business lending while we found positive relationship. The finding of
Kolari et al (2011) also supports this present finding. They discover that market share has
not been an important factor in determining bank lending behaviour, which is consistent
with our result. Our finding does not confirm the Efficient- Structure Performance theory
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where changes in banking market share or concentration result in overall bank lending
efficiency due to rent extraction.

Hypothesis 3: Changes in bank equity do not significantly affect banks’ decision to lend to
small business borrowers after bank consolidations. The information for the test of this
hypothesis was from the regression output in table 4.4 where the data relating to bank
Equity (EQUITY) and small business loans (SBLOANS) were regressed. For the purpose
of the test of hypothesis 3, we used the data in table 4.2 and the information from the output
of the regression analysis in table 4.4 to test the hypothesis. The data and the information
are brought forward and presented in table 4.10 and table 4.11 respectively below. The
decision rule is to reject the null hypothesis if the probabilities associated with the
calculated Wald (Chi- Statistic) or the F-statistic (t-Statistic) is less than or equal to 0.05
critical values, otherwise, accept. The decision rule is to reject the null hypothesis if the pvalue yielded by the calculated Wald (Chi- Statistic) or the F-statistic is less than or equal to
0.05 critical values, otherwise, accept.

Table 4.10: Operational Measure of the Variable Data for the Test of Hypothesis 3
Year

Sbl

2010

4.098654

22.09523

2009

4.213956

16.9

2008

4.130726

16.6

2007

4.613846

14.8

2006

4.410165

14.8

Equ

Source: Author; Data used are from CBN statistical Bulletins displayed in table 4.1
Table 4.10 continues
2005

4.704773

15.9

2004

4.740214

11

2003

4.955093

17.6
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2002

4.915761

18.1

2001

4.719567

16.20001

Source: Author; Data used are from CBN statistical Bulletins displayed in table 4.1

equ= log10(TBEQUITY) which equals the natural logarithm of total bank equity.
sbl=log10(SBLOAN) which equals the natural logarithm values of SBLOANS for
various years under considerations.
Table 4.11: Summary Regression Output Statistics for the Test of Hypothesis 3
Wald Test:
Equation: equ
Test Statistic

Value

df

Probability

F-statistic (T-

0.598785

(1, 4)

0.4822

0.598785

1

0.4390

Value

Std. Err.

0.019785

0.025569

Statistic)
Chi-square
Null Hypothesis Summary:
Normalized Restriction (= 0)
β3 (equ)

Source: Author; Data used are from CBN statistical Bulletins displayed in table 4.1, which
were regressed and displayed in table 4.4

The result of the test speaks in favour of the null Hypothesis 3 that changes in bank equity
do not significantly affect banks’ decision to lend to small business borrowers after mergers
and acquisitions. Both F-ratio and Chi-square statistics yielded probabilities greater than
0.05. Since their associated probabilities 0.4822 and 0.4390 are greater than 0.05, we accept
the null hypothesis and therefore conclude that changes in bank equity do not significantly
affect banks’ decision to lend to small business borrowers after mergers and acquisitions.
Our finding is not consistent the finding of Okafor et al. While they found significant
positive relationship between bank equity and small business lending, ours indicates
insignificant positive relationship.
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Hypothesis 4: Changes in bank size do not significantly affect banks’ decision to lend to
small business borrowers after bank consolidations. The information for the test of this final
hypothesis was from the regression output in table 4.4 where the data relating to Total Bank
Asset transformed into gta and small business loans (SBLOANS) were used among other
variables for regression analysis. For the purpose of the test of this hypothesis, we used the
information from the output of this regression analysis to test this hypothesis. In summary,
we bring forward the data and the regression output information in tables 4.12 and 4.13
respectively below. The decision rule is to reject the null hypothesis if the p-value
associated with the calculated Wald (Chi- Statistic) or the F-statistic is less than or equal to
0.05 critical values, otherwise, accept.

Table 4.12: Operational Measure of Variable Data for the Test of Hypothesis 4
Year

Gta

Sbl

2010

7.238838

4.098654

2009

7.243605

4.213956

2008

7.201931

4.130726

2007

7.040669

4.613846

2006

6.855697

4.410165

2005

6.654669

4.704773

2004

6.574411

4.740214

2003

6.483994

4.955093

2002

6.44199

4.915761

2001

6.351611

4.719567

Source: Author; Data used from CBN Statistical Bulletin

Gta=Log10(TBA) which equal the natural logarithm of bank gross asset. TBA= Total Bank
Assets

Table 4.13: Summary Regression Output Statistics for the Test of Hypothesis 4
Wald Test:
Equation: gta
Test Statistic
F-statistic (T-statistic)

Value

df

1.164989

(1, 4)

Probability
0.3412
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Chi-square

1.164989

1

0.2804

Value

Std. Err.

Null Hypothesis Summary:
Normalized Restriction (= 0)
β4 (gta)

-0.622753

0.576972

Source: Author; Data used are from CBN statistical Bulletins displayed in table 4.1 which were regressed
and displayed in table 4.4

The test statistics indicate non-significant. Probabilities associated with both F-statistic
(0.3412) and X2 (0.2804) are greater than 5% significant level. Based on this we accept
the null hypothesis and conclude that Changes in bank size do not significantly affect
banks’ decision to lend to small business borrowers after bank consolidations. The
conclusion is also not in agreement with with the conclusion reached by Asuquo (2012)
where he found significant positive relationship between banking consolidation and changes
in bank size. The present study is consistent with Joe and Eric (1997) who found that
increase in bank size decreases credits available to borrowers. Based on these findings, we
therefore summarily present our work below.
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CHAPTER FIVE
SUMMARY, CONCLUSIONS, AND RECOMMENDATIONS

5.1 Summary
The researcher made extensive efforts in analyzing the effect of bank mergers and
acquisitions on small business borrowers in Nigeria, which has raised significant concern
among the policy makers in Nigeria. We have through this study tried to provide answers to
the questions raised. To have done this successfully, we gathered data that enabled us to
formulate and test the empirical hypotheses postulated. The hypotheses tested were rejected
giving us strong empirical reasons for the conclusions we drew. We did not just apply the
panel data obtained in analysis without examination of their nature as regards normality and
linearity. Both were satisfactorily met. Having met all that are required to make our thesis a
good empirical study, we therefore come to some significant findings and conclusions,
which we summarily present.
(1) Changes in consolidated banks’ deposit negatively impacted on banks’ small
business lending to the extent that for every 1% rise in bank deposits, banks cut
their credits to small businesses by 0.063%.
(2) Changes in bank market share of consolidated banks in Nigeria positively impacted
on small business lending. In this case, 1% positive change in banks’ market share
resulted in 0.02% rise in bank loans to small business borrowers.
(3) Changes in bank equity of merged banks positively affected banks’ decisions to
allocate loans to small business borrowers such that for every 1% increase in
shareholders fund, banks decided to increase loans to small businesses by 0.02%.
(4) Changes in bank size negatively affected consolidated banks’ decisions to allocate
loans to small business borrowers to the extent that for each 1% increase in bank
gross assets, banks decided to reduce loans to small business borrowers by 0.062%.
(5) Therefore, based on the merger dummy time effect, one can confidently announce
that the overall effects of bank mergers and acquisitions are negative on the welfare
of small business borrowers. This means that banking consolidation do not advance
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the interest of small business borrowers in Nigeria although statistically, this
conclusion is not significant.

5.2 Conclusion
The concern of policy makers as to the extent banking consolidation affects small
businesses in Nigeria has been met through this study. Our analysis provided every detail
as regard the restructuring effects of bank lending to small businesses. How changes in
bank size, equity, deposits, and market share affected small business borrowers is now an
established theory in Nigeria. Each of these merger driven small business lending
explanatory variables to a reasonable extent affected small businesses lending in Nigeria.
Although, statistically, the impacts are not significant, economically, the influences should
not be ignored in making lending policies on the part of the government. Based on the
evidence before, we therefore, conclude that banking consolidation has not been
significantly advancing the interests of small businesses in Nigeria. The model derived in
this work if properly applied by the policy makers would go a long way in enhancing
decisions that would leverage lending to small business borrowers for economic growth.

5.3 Recommendations
Based on the above findings and conclusion, the researcher therefore makes the following
recommendations.
(1) As mergers between mega banks continue to take place, government should
promote and lay strong emphasis on even capital adequacy since increase in
equity promotes credit availability to small business borrowers.
(2) Micro-finance banks should be sensitized on the possible small credit market
created by bank mergers and acquisitions. The market abandoned by the
emerging mega banks can be filled up by the micro-finance banks, which are
limited to small loans. This means government should encourage the
proliferations of these small banks to all nooks and crannies of our nation.

83

(3) Banking concentration should not be worried about but should be encouraged in
relation to small business lending since increase in concentration yields positive
effects on bank lending to small businesses.
(4) Moreover, government should continue to promote bank lending to small
businesses by educating the mega banks on the need for continual supply of
loans to small businesses as they grow in sizes. The bank directors should be
made to understand that without loans to small businesses, the economy would
not grow and this would eventually affect bank performances.
(5) We also recommend that there should be incentives such as awards to the banks
that lend highest to small business borrowers. Moreover, adequate default shock
absorptions should also be provided by the Central Bank of Nigeria. They
should be willing to come to the aid of any bank that suffers from credit default
from small business borrowers. The negative relationship between increase in
size and loans to small business borrowers is likely an indication that banks are
more risk averse in post consolidation period. Hence, this study recommends
possible bail out if it is connected with loan default by small business
borrowers.

Contributions to Knowledge
This study has contributed immensely to knowledge as it affects how consolidated and fully
restructured banks allocate their risk assets to Nigerian small business borrowers. This
study is the first formal study to establish that fully restructured banks in Nigeria allocate
relatively little amount of their asset to small credit users. Prior to this study, no study has
been carried out which established the dynamic relationship between equity, size,
concentration index and loans to small businesses by the emerging merged mega banks in
Nigeria. This study, therefore, is a groundbreaking research in the area of banking
consolidation and credit availability to small business borrowers in Nigeria.

Recommendation for Further Study
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Although commercial banks are the major suppliers of credit to small business borrowers,
non-commercial bank institutions also supply loans to small businesses. Therefore, we
recommend a further study that would integrate loans to small businesses by other financial
institutions such as micro-finance banks.
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Appendix
Bank mergers and acquisitions in Nigeria between 2004 and 2005
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Table A.2.8: Commercial Banks' Loans to Small Scale Enterprises1
Period

Commercial Banks Loans

Commercial Banks

Commercial Banks Loans

To Small Scale

Total Credit to Private

To Small Scale Enterprises as

Enterprises (N' Million)

Sector (N' Million)

% of Total Credit (%)

1992

20,400.0

75,456.3

27.04

1993

15,462.9

88,821.0

17.41

1994

20,552.5

143,516.8

14.32

1995

32,374.5

204,090.6

15.86

1996

42,302.1

254,853.1

16.60

1997

40,844.3

311,358.4

13.12

1998

42,260.7

366,544.1

11.53

1999

46,824.0

449,054.3

10.43

2000

44,542.3

587,999.9

7.58

2001

52,428.4

844,486.2

6.21

2002

82,368.4

948,464.1

8.68

2003

90,176.5

1,203,199.0

7.49

2004

54,981.2

1,519,242.7

3.62

2005

50,672.6

1,991,146.4

2.54

2006

25,713.7

2,609,289.4

0.99

2007

41,100.4

4,820,695.7

0.85

2008

13,512.2

7,799,400.1

0.17

2009

16,366.5

9,667,876.7

0.17

Q1

17,822.9

9,611,990.0

0.19

Q2

12,978.0

9,706,272.2

0.13

Q3

13,686.8

9,771,333.9

0.14

Q4

12,550.3

9,198,173.1

0.14

Q1

13,133.2

9,009,438.9

0.15

Q2

109,587.2

9,231,557.4

1.19

Q3

14,952.5

10,240,403.5

0.15

Q4

15,611.7

9,614,445.8

0.16

2010

2011

Source : Computed from Deposit Money Banks' Returns
Notes: This table contains revised figures
1The abolition of mandatory banks' credit allocations of 20% of it's total credit to small scale enterprises wholly
owned
by Nigerians took effect from October 1, 1996
Small Scale Enterprises started in 1992
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Table A.2.1: Commercial Banks' Statement of Assets & Liabilities - Assets (N' Million)
2001

2002

2003

2004

2005

2006

RESERVES
Currency
Deposits with CBN:
Reserve Requirements
Current Accounts
FOREIGN ASSETS
Claims on Non-resident Banks:
Balances held with banks outside Nig.
Balances in offices and outside Nig.
Loans & Advances to Banks outside Nig.
Bills Discounted Payable outside Nigeria
CLAIMS ON CENTRAL GOVERNMENT
Treasury Bills
Treasury Certificates
Development Stocks
Loans & Advances to Central Govt.
CLAIMS ON STATE & LOCAL GOVT.
Loans & Advances to State Government
Loans & Advances to Local Government
CLAIMS ON OTHER PRIVATE SECTOR
Loans & Advances to Other Customers
Loans & Advances to Nigeria Banks Sub.
Bills Discounted from non-bank sources
Investments:
Ordinary Shares
Preference Shares
Debentures
Subsidiaries
Other investments
Commercial papers
Bankers Acceptances
Advances under Lease
CLAIMS ON OTHER FINANCIAL INSTS.

284,451.5
64,834.8
219,616.7
125,257.8
94,358.9
305,028.5
305,017.8
250,736.9
54,280.9
0.0
10.7
208,270.5
199,261.5
0.0
3,704.7
5,304.3
26,796.4
24,905.6
1,890.8
817,689.8
714,473.2
0.0
91.5
15,919.9
6,486.7
62.8
1,501.7
2,213.4
5,655.3
35,347.5
30,752.8
21,104.9

321,232.1
76,210.7
245,021.4
139,701.8
105,319.6
398,210.0
398,201.2
350,438.8
47,762.4
0.0
8.8
467,521.7
460,229.0
0.0
1,128.0
6,164.7
17,326.6
16,350.9
975.7
931,137.5
805,309.5
0.0
324.5
35,375.0
10,871.6
40.2
5,807.9
3,794.9
14,860.4
36,978.2
32,214.2
20,936.1

362,399.9
90,099.3
272,300.6
152,275.5
120,025.1
437,658.6
437,651.6
378,372.1
59,279.5
0.0
7.0
378,204.5
338,115.5
750.0
32,504.9
6,834.1
20,234.9
19,355.5
879.4
1,182,964.1
1,012,365.2
65.4
458.7
62,928.6
24,576.5
470.4
15,111.0
8,757.0
14,013.7
47,569.0
33,900.3
25,676.9

364,192.9
87,216.5
276,976.4
165,303.1
111,673.3
481,295.5
481,290.6
405,725.5
75,565.1
0.0
4.9
609,075.3
572,426.4
0.0
32,758.7
3,890.2
24,631.8
22,104.4
2,527.4
1,494,610.9
1,278,644.5
154.0
241.7
72,772.3
31,970.1
2,333.5
13,168.6
9,578.4
15,721.7
80,115.3
24,002.9
38,680.2

515,207.3
79,156.2
436,051.1
101,097.3
334,953.8
463,238.7
463,222.9
415,733.5
47,489.4
0.0
15.8
630,848.2
511,923.7
0.0
101,361.5
17,563.0
54,526.6
50,768.0
3,758.6
1,936,619.8
1,584,518.6
0.0
310.5
88,382.1
31,786.5
10,899.7
16,972.5
13,598.6
15,124.8
194,591.2
41,123.5
27,693.9

670,463.8
128,310.6
542,153.2
206,513.6
307,508.1
1,358,276.1
1,358,270.6
1,232,400.7
125,869.9
0.0
5.5
993,530.4
653,356.8
14,600.0
304,732.3
20,841.3
80,652.4
72,768.8
7,883.6
2,528,637.0
2,096,269.9
0.0
0.0
141,577.5
75,814.0
0.0
2,728.3
18,954.0
44,081.2
193,511.6
45,743.5
51,534.6

89,579.0

66,692.2

85,992.0

0.0

UNCLASSIFIED ASSETS
Fixed Assets
Domestic Inter-Bank Claims:
Bills Discounted from Banks in Nigeria
Money at call with Banks
Inter-bank Placements
Balances held with banks in Nigeria
Loans & Advances to other Banks in Nig.
Checks for Collection
Money at call outside banks
Placement with Disc. Houses

570,268.5
153,852.6
139,383.3
29.7
4,942.6
37,779.3
60,042.4
419.9
36,169.4
0.0
97,677.6

631,189.6
192,181.3
142,423.0
165.3
9,150.9
36,094.9
57,019.6
847.1
39,145.2
0.0
68,021.4

576,815.3
234,541.4
170,136.9
3.7
4,807.5
46,082.8
47,190.5
817.6
71,234.8
0.0

712,779.2
285,308.3
247,611.3
35.5
5,313.1
29,751.1
97,245.0
278.3
114,988.3
0.0

828,685.0
263,833.9
206,266.1
12.6
16,231.9
54,132.0
77,684.8
251.0
57,953.8
0.0

1,541,372.4
429,112.0
208,196.9
1.2
6,834.7
50,440.0
136,482.4
3.3
14,435.4
77,731.3

ASSETS
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Other Assets:
Suspense
Sundry Debtors
FEM
CBN naira Depreciation
NDIC
Miscellaneous
TOTAL ASSETS

179,355.0
24,125.6
42,317.9
0.0
0.0
0.0
58,180.3
2,247,039.9

228,563.9
27,866.8
0.0
0.0
0.0
0.0
134,130.9
2,766,880.3

172,137.0
19,784.6
40,123.5
0.0
0.0
0.0
3,838.9
3,047,856.3

179,859.6
19,877.2
39,629.4
0.0
0.0
0.0
1,786.6
3,753,277.8

Source: Central Bank of Nigeria; Modified by Author
Table A.2.1: Commercial Banks' Statement of Assets & Liabilities - Assets (N' Million)
ASSETS
RESERVES
Currency

2007
659,631.3
222,907.2

2008
910,673.4
262,659.0

Deposits with CBN:

436,724.1

648,014.5

FOREIGN ASSETS

930,748.0

1,506,845.9

Bills Discounted Payable outside Nigeria
CLAIMS ON CENTRAL GOVERNMENT
Treasury Bills

5.4
1,960,407.8

1,717,149.9

1,264,274.9

749,326.0

Treasury Certificates

46,268.1

39,705.9

Development Stocks

647,792.9

914,106.1

2,071.9

14,011.9

87,753.6

149,765.1

Loans & Advances to Central Govt.
CLAIMS ON STATE & LOCAL GOVT.
Loans & Advances to State Government

69,542.7

Loans & Advances to Local Government

18,210.9

CLAIMS ON OTHER PRIVATE SECTOR

4,732,942.1

Loans & Advances to Other Customers
Loans & Advances to Nigeria Banks Sub.
Investments:
Ordinary Shares
Debentures
Subsidiaries
Other investments

129,739.1
20,026.0
7,649,635.0

3,861,541.1

6,051,684.0

61,750.0

116,359.1

292,298.7

480,718.6

177,352.8

317,505.1

631.8

1,252.6

38,859.4

84,493.5

75,454.7

77,467.3

363,369.5

822,700.9

Bankers Acceptances

81,834.0

66,398.7

Advances under Lease

72,148.9

111,773.8

Commercial papers

CLAIMS ON OTHER FINANCIAL INSTS.
UNCLASSIFIED ASSETS

2,473,825.8

Fixed Assets

655,708.8

Domestic Inter-Bank Claims:
Bills Discounted from Banks in Nigeria

527,842.7

3,985,490.5
834,391.2
1,311,149.6

1.2

12.4

Money at call with Banks

70,510.0

163,784.8

Inter-bank Placements

78,176.2

385,866.0

358,585.0
38,945.7
184,956.1
0.0
0.0
0.0
12,569.0
4,515,117.6

826,332.2
63,975.4
49,898.0
11,209.4
22,748.9
59,055.6
370,033.3
7,172,932.1
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Balances held with banks in Nigeria

217,469.0

476,958.8

Checks for Collection

161,686.4

284,527.6

Money at call outside banks
2,497.9

Certificates of Deposit

-

289,453.2

Placement with Disc. Houses
Other Assets:

673,971.0

998,323.3

Miscellaneous

1,165,978.7

260,405.7

TOTAL ASSETS

131,165.9

10,981,693.6

15,919,559.8

Source: Central Bank of Nigeria; Modified by Author
Table A.2.1: Commercial Banks' Statement of Assets & Liabilities - Assets (N' Million)
2009

september

ASSETS

March

June

RESERVES

977,028.16

718,062.86

557,597.75

655,864.41

Currency

233,692.89

260,135.03

253,127.46

254,305.48

Deposits with CBN:

743,335.27

457,927.83

304,470.29

401,558.93

Reserve Requirements

153,140.92

75,597.06

80,675.63

87,026.35

Current Accounts

540,088.08

342,231.69

190,446.05

180,466.42

3,708.96

4,710.02

4,215.29

42,000.00

1,358,811.17

1,192,194.29

1,237,253.19

1,265,643.42

0.00

10.77

11.58

14.94

Stabilization Securities
FOREIGN ASSETS
Bills Discounted Payable outside Nigeria
CLAIMS ON CENTRAL GOVERNMENT

December

1,380,936.41

1,571,590.02

1,505,459.85

1,881,081.13

Treasury Bills

405,764.74

445,159.90

405,142.35

639,845.24

Development Stocks

962,091.30

1,107,227.27

1,094,947.79

1,229,049.67

Loans & Advances to Central Govt.

13,080.37

19,202.85

5,369.70

12,186.23

CLAIMS ON STATE & LOCAL GOVT.

210,869.76

251,661.16

294,951.66

310,324.27

Loans & Advances to State Government

194,620.17

229,868.83

281,684.41

292,010.83

Loans & Advances to Local Government

16,249.59

21,792.33

13,267.25

18,313.44

7,701,961.17

7,969,158.53

9,070,724.75

9,357,552.41

CLAIMS ON OTHER PRIVATE SECTOR
Loans & Advances to Other Customers

6,178,412.99

6,381,165.12

7,069,786.19

7,385,758.63

Loans & Advances to Nigeria Banks Sub.

45,967.67

85,065.62

114,831.05

330,691.82

Bills Discounted from non-bank sources

0.00

0.00

98,033.62

49,990.84

544,079.50

670,775.87

820,657.12

890,332.64

Investments:
Ordinary Shares

358,538.96

472,140.07

562,256.31

611,965.07

Debentures

2,736.08

11,030.78

18,176.53

27,587.78

Subsidiaries

93,433.64

96,349.47

157,202.48

155,970.95

Other investments

89,370.82

91,255.56

83,021.80

94,808.83

Commercial papers

748,295.46

602,465.92

722,521.76

509,079.12

Bankers Acceptances

77,513.74

74,215.72

109,361.77

62,243.63

Advances under Lease

107,691.82

155,470.28

135,533.23

129,455.74

UNCLASSIFIED ASSETS

3,913,006.83

3,817,196.10

4,065,552.44

4,052,392.61
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Fixed Assets

883,006.11

935,281.01

986,263.70

1,034,914.75

Domestic Inter-Bank Claims:

1,021,246.10

1,191,814.95

1,221,117.77

1,322,513.94

Other Assets:

1,352,000.42

1,342,090.15

1,627,762.29

1,401,588.24

303,944.51

349,934.77

247,720.29

261,889.23

15,542,613.51

15,519,862.97

16,731,539.64

17,522,858.25

Miscellaneous
TOTAL ASSETS
Source: Central Bank of Nigeria; Modified by
Author
Note: Following the adoption of Universal
Banking in Nigeria, commercial and
merchant banks figures were merged from
2001
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Table A.2.1: Commercial Banks' Statement of Assets & Liabilities - Assets (N' Million)
2010

Sep-10

ASSETS

Mar-10

Jun-10

RESERVES

799,479.54

629,270.44

595,558.23

583,822.09

Currency

252,900.02

268,220.93

244,530.76

295,839.36

Deposits with CBN:

546,579.52

361,049.52

351,027.48

287,982.73

FOREIGN ASSETS

1,321,719.04

1,251,451.94

1,398,336.86

1,296,356.88

CLAIMS ON CENTRAL GOVERNMENT

2,243,499.53

2,460,889.71

2,691,259.17

2,587,844.31

767,076.56

881,274.35

956,039.01

1,135,219.04

1,471,774.88

1,568,810.02

1,730,069.38

1,448,129.89

Treasury Bills
Development Stocks

Dec-10

Loans & Advances to Central Govt.

4,648.10

10,805.33

5,150.78

4,495.39

CLAIMS ON STATE & LOCAL GOVT.

321,814.42

319,167.11

341,241.20

369,809.82

9,290,175.57

9,387,105.12

9,430,092.66

8,828,363.23

7,581,709.94

7,869,701.78

8,009,869.29

6,359,620.87

Loans & Advances to Nigeria Banks Sub.

282,472.05

251,212.34

243,992.00

195,896.34

Bills Discounted from non-bank sources

5,315.05

105.69

194.54

142.10

896,197.32

924,568.51

802,083.18

1,869,132.39

608,527.37

626,393.61

481,847.75

485,987.69

CLAIMS ON OTHER PRIVATE SECTOR
Loans & Advances to Other Customers

Investments:
Ordinary Shares
Debentures

30,507.21

31,489.96

35,006.67

56,559.83

Subsidiaries

158,206.00

159,424.21

152,014.60

156,293.81

98,956.74

107,260.73

133,214.16

1,170,291.06

365,267.90

188,204.28

210,549.80

189,216.42

Other investments
Commercial papers
Bankers Acceptances

38,760.42

41,312.04

61,077.25

79,172.31

Advances under Lease

120,452.89

112,000.47

102,326.59

135,182.80

UNCLASSIFIED ASSETS

3,868,398.53

4,005,274.48

3,567,460.52

3,665,362.68

1,053,185.83

1,073,684.74

1,094,540.00

1,110,428.50

1,142,636.55

1,146,968.35

893,089.66

1,097,140.58

Fixed Assets
Domestic Inter-Bank Claims:

100

Bills Discounted from Banks in Nigeria

2,881.60

1.16

1.16

1.16

Money at call with Banks

179,549.65

189,500.72

139,246.80

140,125.96

Inter-bank Placements

763,630.32

765,869.90

626,678.09

763,915.36

Balances held with banks in Nigeria

139,649.91

130,497.67

82,377.01

117,530.11

0.06

0.06

0.07

0.07

56,925.01

61,098.83

44,786.54

75,567.92

Loans & Advances to other Banks in Nig.
Checks for Collection
Certificates of Deposit
Placement with Disc. Houses
Other Assets:
Miscellaneous
TOTAL ASSETS

35,000.00

60,000.00

0.00

0.00

270,857.02

270,564.26

189,815.78

256,856.97

1,366,719.14

1,454,057.13

1,390,015.09

1,200,936.63

276,117.40

219,225.67

199,345.12

191,205.60

17,845,086.63

18,053,158.80

18,023,948.65

17,331,559.02

Source: Central Bank of Nigeria; Modified by Author
Note: Following the adoption of Universal Banking in Nigeria, commercial and merchant banks figures were
merged from 2001

Tables A.2.2: Commercial Banks' Statement of Assets/Liabilities - Liabilities (N' Million)

LIABILITIES
DEMAND DEPOSITS
Private Sector Deposits
State Government Deposits
Local Government Deposits

2001

2002

2003

2004

2005

448,021.4

503,870.4

577,663.7

728,552.0

946,639.6

425,626.6

467,971.8

546,507.1

680,261.3

886,875.4

19,603.6

27,897.5

25,184.0

40,341.3

49,776.2

2,791.2

8,001.1

5,972.6

7,949.4

9,987.9

TIME, SAVINGS & FOREIGN CURRENCY DEPOSITS

499,161.5

653,241.2

759,632.5

932,930.1

1,089,450.3

Time Deposits:

235,453.7

300,140.1

324,676.4

401,080.6

498,952.4

230,774.0

289,863.0

313,076.0

390,415.2

486,634.3

State Government Deposits

3,683.9

8,346.1

11,320.4

10,081.3

9,876.8

Local Government Deposits

995.8

1,931.0

280.0

584.1

2,441.3

216,509.4

244,064.1

312,368.9

359,311.2

401,986.8

216,258.1

242,786.5

311,190.3

358,716.4

400,388.8

State Government Deposits

195.7

760.8

749.1

479.2

631.7

Local Government Deposits

55.6

516.8

429.5

115.6

966.3

47,198.4

109,037.0

122,587.2

172,538.3

188,511.1

47,198.4

109,037.0

122,587.2

172,538.3

188,511.1

Private Sector Deposits

Savings Deposits:
Private Sector Deposits

Foreign Currency Deposits:
Domiciliary Accounts
CAPITAL ACCOUNTS:

364,258.8

500,751.2

537,207.8

686,076.6

950,551.6

Capital

75,170.6

101,276.5

122,735.9

142,324.5

172,321.5

Reserve Fund

97,245.0

132,513.2

168,516.2

206,063.1

419,417.2

138,198.7

205,830.5

245,707.8

337,689.0

358,812.9

0.0

0.0

Reserves for Depr. & non-performing assets
Loans & Advances from Federal and State Govt
LIABILITIES
DEMAND DEPOSITS

18.8

61,131.0

247.9

2006

2007

2008

1,497,903.7

2,307,916.2

3,650,643.9
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Private Sector Deposits
State Government Deposits
Local Government Deposits

1,411,981.3

2,188,532.5

3,290,965.4

75,041.7

104,318.4

303,092.6

10,880.8

15,065.3

56,586.0

1,747,252.8

2,693,554.3

4,309,523.1

852,358.0

1,465,281.5

2,293,605.8

838,630.0

1,443,022.0

2,254,912.5

State Government Deposits

13,296.0

22,075.9

35,563.0

Local Government Deposits

432.0

183.7

3,130.3

Savings Deposits:

592,514.8

753,868.8

1,091,812.2

Foreign Currency Deposits:

302,380.0

474,404.1

924,105.0

TIME, SAVINGS & FOREIGN CURRENCY DEPOSITS
Time Deposits:
Private Sector Deposits

Domiciliary Accounts

302,380.0

474,404.1

924,105.0

1,388,856.0

2,225,394.2

3,364,693.4

Capital

170,494.9

152,954.1

210,936.3

Reserve Fund

872,513.3

1,560,032.4

2,577,601.1

Reserves for Depr. & non-performing assets

184,955.8

231,458.8

303,237.2

Total loans /lease loss provision

160,892.0

280,948.8

272,918.8

CAPITAL ACCOUNTS:

Source: Computed from Deposit Money Banks' Returns

Tables A.2.2: Commercial Banks' Statement of Assets/Liabilities - Liabilities (N' Million)
Sep-09
LIABILITIES
DEMAND DEPOSITS
Private Sector Deposits
State Government Deposits
Local Government Deposits

Dec-09

Mar-09

Jun-09

3,582,165.9

3,447,099.9

3,103,474.1

3,386,526.5

3,063,627.2

3,051,373.2

2,713,328.4

3,014,321.0

399,712.2

334,913.2

343,389.9

321,942.5

118,826.5

60,813.5

46,755.8

50,262.9

TIME, SAVINGS & FOREIGN CURRENCY DEPOSITS

4,331,102.3

4,592,410.8

5,124,990.2

5,763,511.2

Time Deposits:

2,132,401.2

2,323,644.6

2,815,361.9

3,147,266.3

2,085,897.1

2,268,090.2

2,779,226.0

3,074,243.3

State Government Deposits

41,376.2

51,011.6

33,215.1

69,750.1

Local Government Deposits

5,127.9

4,542.8

2,920.8

3,272.8

1,133,313.3

1,169,543.1

1,123,355.4

1,171,917.8

1,124,368.5

1,161,650.1

1,114,978.4

1,165,579.6

State Government Deposits

6,821.6

6,246.8

6,513.3

5,064.2

Local Government Deposits

2,123.2

1,646.2

1,863.8

1,274.1

1,065,387.8

1,099,223.1

1,186,272.9

1,444,327.1

1,065,387.8

1,099,223.1

1,186,272.9

1,444,327.1

3,494,200.2

3,633,053.3

4,158,693.0

4,930,613.0

213,750.3

215,741.0

215,741.0

219,510.0

2,670,269.6

2,701,601.7

2,529,818.2

1,982,326.0

Private Sector Deposits

Savings Deposits:
Private Sector Deposits

Foreign Currency Deposits:
Domiciliary Accounts
CAPITAL ACCOUNTS:
Capital
Reserve Fund
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Reserves for Depr. & non-performing assets

326,363.9

352,815.6

415,205.8

751,273.7

0.0

0.0

0.0

0.0

Total loans /lease loss provision

283,816.4

362,895.0

997,928.0

1,977,503.3

Total loans /lease loss provision

283,816.4

362,895.0

997,928.0

1,977,503.3

Loans & Advances from Federal and State Govt

2010
LIABILITIES

Sep-10

Dec-10

Mar-10

Jun-10

3,705,395.5

3,679,093.6

3,720,440.0

3,830,282.0

3,236,095.6

3,053,340.3

3,206,359.5

3,335,696.4

State Government Deposits

406,198.3

534,036.0

446,568.3

443,852.9

Local Government Deposits

63,101.6

91,717.3

67,512.1

50,732.7

TIME, SAVINGS & FOREIGN CURRENCY DEPOSITS

6,056,859.1

5,927,508.2

5,968,899.0

5,954,260.5

Time Deposits:

3,351,750.5

3,090,557.3

2,928,000.1

2,858,793.6

Savings Deposits:

1,244,299.4

1,371,283.6

1,449,685.0

1,589,175.4

Foreign Currency Deposits:

1,460,809.2

1,465,667.3

1,591,213.8

1,506,291.5

CAPITAL ACCOUNTS:

DEMAND DEPOSITS
Private Sector Deposits

3,829,448.3

3,459,824.2

3,268,183.3

2,217,804.4

Capital

256,406.3

230,798.7

243,694.3

249,714.6

Reserve Fund

805,795.5

245,041.9

182,793.9

179,894.4

736106.9676

894,624.1

784,839.0

857,265.2

Reserves for Depr. & non-performing assets
Loans & Advances from Federal and State Govt
Total loans /lease loss provision
Source: Computed from Deposit Money Banks' Returns

0.0

0.0

56.2

793.9

2,031,139.4

2,089,359.5

2,056,799.8

930,136.4

