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The Motives for, and Effects of, Bank Mergers *

Tae Okada |
Graduate School of Economics, Osaka University

Abstract

The purpose of this paper is to shed light on the motives for, and effects of,
mergers by city banks in Japan using accounting data, data on equity prices, and
data on credit derivatives. First, I analyze the impact of bank mergers on bank
profitability as measured by return on equity (ROE) and return on assets (ROA).
Second, I estimate X-inefficiency using a stochastic frontier approach and examine
what impact mergers had on X-inefficiency. Third, I use an event study approach
to analyze the reaction of the stock market and also look at the reaction of the
credit derivatives market. According to these analyses, banks that merge become
less efficient than they were before the merger, but if one looks at the market’s
reaction to mergers, equity prices rise and the perceived risk of bankruptcy declines.
Thus, my results suggest that the motive for mergers by city banks is the existence
of a “too big to fail” mentality rather than the pursuit of efficiency. In addition, my
results indicate that merging banks and merged banks show different trends.

JEL Classification: G21, G28, 34
Keywords: Bank Mergers, Too Big to Fail, X-inefficiency, Market Reaction, Credit
Default Swap
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