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Abstract:

This study aimed to investigate the relationship between merger & acquisition and bank
risks. The sample of the study consisted of 55 commercial banks sector listed on Orbs
from (2011-2016). The results of the study showed that there is no relationship between
the net benefit and bank's risk, and also there is no relationship between the capital ratio
and bank s risk, and also there is no relationship between the equity ratio and bank’s risk,
that there is a relationship between the capital ratio and bank's risk. Generally, we note
no relationship between the merger & acquisition and banks risk. The recommended of
the study recommended that the most important of which are the concentration of banks
in general on the level of losses they suffer due to the loans extended to customers and
other institutions.

JEL: G10; G21; G15

Keywords: merger & acquisition, bank risk, orbs

1. Introduction

There is a rising significance of mergers and acquisitions in financial services section as a

result of growing globalization and addition on global financial markets in the global
economy. These days, the research question arises how significant, profitable or risky
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these ways of gaining and investing capital. Therefore, ways are being determined to
quantify the significant indicators, which most of all influence the success rate of mergers
and acquisitions in the banking industry. Authors from the European Central Bank, in
their empirical study of 2004, examined the impacts of EU bank’s strategic similarities on
post-merger performance with a use of the regression analysis. Several financial
indicators were involved in the analysis with the aim to define strategic features of banks
involvement in domestic and cross-country mergers in the EU in relation to their
performance. These indicators included a measuring of financial performance, structure
of assets and liabilities, capital structure, liquidity, risks, profitability, financial
innovation and efficiency (PWC, 2013).

So, the study of Sofrankova (2013) showed common features for the banking
sectors in other countries of the EU in context of global crisis and proceeding impacts of
global crisis based on existence of common relationships and dependences. In this study,
the researchers will investigate the relationship between the merger & acquisition and
commercial banks risk.

2. Statement of the Problem

Mergers have extend interested in the nearly all important means of attaining higher
performance which is the eventual objective of any firm, as well as banks. Many studies
carried out in the area of M&A have recognized mismatched results. Mergers and
acquisitions continue to be a highly popular form of corporate growth in today’s banking
industry world in excess of. The problem of the study can be formulated with many
questions:
Question One: Is there a relationship between the bank’s Merger & Acquisition
and bank’s risks? This study has a sub-questions such as:
e Is there a relationship between the net benefit ratio and bank s risk?
e Is there a relationship between the capital ratio and bank's risk?
e Is there a relationship between the interest bank ratio and bank risk?
e Is there a relationship between the equity ratio and bank risk?
Question Two: Is there a relationship between the Bank size and bank’s risks?
Question Three: Is there a relationship between net income and bank’s risks?

2.1 Objectives of the Study
This study aims to:
1) Investigate the relationship between the bank’s Merger & Acquisition and bank’s
risks.
2) This study has sub-objectives such as:
e Investigate the relationship between the net benefit ratio and bank's risk.
e Investigate the relationship between the capital ratio and bank's risk.
e Investigate the relationship between the interest bank ratio and bank risk.
e Investigate the relationship between the equity ratio and bank risk.
3) Investigate the relationship between the bank size and bank’s risks.
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4) Investigate the relationship between net income and bank’s risks.

2.2 Importance of the Study

This study is important because of the concentration and importance of mergers and
acquisitions. Accordingly, this study will be of great benefit for many banks that have
been acquired and merged with banks and other financial institutions. More importantly,
this study will provide several results that illustrate the nature of the relationship
between mergers and acquisitions risk in banks, as well as what the study will offer to
many recommendations that improve the performance of the banks that have been
acquired.

2.3 Hypotheses of the Study
The study includes several hypotheses:

First Hypothesis (H1): There is a relationship between the bank’s merger &
acquisition and bank’s risks. This study has sub-hypotheses such as:

(Hi1): There is a relationship between the net benefit and bank's risk.

(Hi2): There is a relationship between the capital ratio and bank's risk.

(Hus): There is a relationship between the interest bank ratio and bank risk.

(Hx.4): There is a relationship between the equity ratio and bank risk.

Second Hypothesis (H2): There is a relationship between the bank size and bank’s
risks.

Third Hypothesis (H3): There is a relationship between net income and bank’s
risks.

3. Literature Review

Marembo (2012) aimed to investigate the effect of mergers and acquisition on the
tinancial performance of commercials banks in Kenya. The sample of the study consisted
of 27 commercial banks in Kenya. The results of the study showed that the merger &
acquisition, the financial institutions became more financially sound and profitable as the
market share of the new company improved tremendously.

Zisi (2014) examined the impact of mergers & acquisitions on shareholder’s wealth
in the UK Banking industry. The study used many statistical methods such as description
analysis and regression. The study found that interesting outcomes about the movement
of target and bidder shareholders” wealth, and also found that a high positive reaction to
the event on the day of the announcement.

Kiselakova and Sofrankova (2015) investigated the impact and risks of mergers
and acquisitions on entrepreneurship in banking and finance. The sample of the study
included all banks in Slovakia from (1997-2011) and used many statistical methods such
as descriptive statistical. The study found that risks it is still necessary to apply more
effective models of risk regulation, stiffer internal rating systems, and quality techniques
to mitigate financial risks, implement proactive monitoring and strategy risk prevention,
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streamline the management of quality bank credit transactions, and minimize bank’s
credit risk.

Novickyté & Pedroja (2015) aimed to investigate the relationship between mergers
and acquisitions and financial system development in small open economy. This study
found that Mergers and acquisitions in banking are motivated by factors of tangible and
intangible synergy. The input motives, to entering interested in this type of transaction
dependent on the economic situation of any country. Particularly, at times of depression
banks be liable to merge driven by the assure of financial constancy, thus far frequently
deal is made in search of economic benefits, which comprise return to and security of
shareholders.

Masud (2015) did a study that aimed to investigate to effect of merger and
acquisition on financial performance. The sample of the study consisted of 3 banks to the
period from 2006-2012. The study showed that return on assets of two banks was
increased and one bank return on asset was decreased after the merger and acquisition,
but as compared to averages of two institutions the results was first fall below the merged
year typical but after that it become improved.

Joash & Njangiru (2015) tackled the impact of mergers & acquisitions on financial
performance. The sample of the study consisted of 14 commercial banks in Kenya. This
study found that there is effect mergers and acquisitions on financial performance so the
merger and acquisition rising the value of the shareholders’ through increasing the
demand and as a result the price of the organizations shares in the stock.

Abdulazeez et al., (2016) investigated the effect of merger and acquisition on the
financial performance of deposit money banks in Nigeria. The sample of the study
included from 25 banks to the period from (2002-2008). This study found that financial
performance leading to improved financial efficiency owing to merger and acquisition.
The result of this study found that merger and acquisitions in the financial system have
enhanced considerably the financial performance of nearly all banks in Nigeria.

4. Methodology of the Study

4.1 Population and Sample of the Study
The population of the study included all firms listed on (Orbs), and the sample of the
study consisted (55) Commercial banks sector listed on Orbs from (2011-2016).

4.2 Variables of the Study
a. Independent Variable: Mergers and Acquisition.
b. Dependent Variable: Bank of Risk.
c. Control Variables: Bank Size, Equity Ratio.

4.3 Model of the Study
We design the model of the study of the following;:

BR=a+aitNCO+2C.R+tas ER+ s IB+oas T.A+asN.I+e
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Where:

B.R = bank risk.

A =Alpha, al, a2, a3......... Q.
NCO = Net Inc Benefit.

C.R = Capital ratio.

E. R = Equity Ratio.

I.B = Interest bank Ratio.

T.A = Bank Size (Total Assets).
N.I = Net Income.

E = error term.

4.4 Resources of the Study

All data of the study was collected through reference to many previous studies, scientific
journals, master's and doctoral dissertations related to the subject of the study, in addition
to all the websites specialized in the subject matter of the study and the London Stock
Exchange.

4.5 Statistical Method
All data of the study was collected later, and then entered into the statistical analysis
program SPSS and access to many statistical methods, such as:
e Description Statistical: Includes mean and Standard Deviation, and also
minimum and maximum to all variables.
e Regression: This is method test of all hypotheses, so the researchers rejected and
accepted all hypotheses from significant.
e Correlation: This is method test of correlation between all variables of the study.

4.6 Analysis of the study and Test Hypotheses

This section included analysis of all the study data. All variables of the study were
analyzed from independent, dependent and control variables. All the hypotheses of the
study were examined and the correlation between all variables was tested.

4.7 Descriptive Statistics

This statistical method helps to test and describe all the variables of the study, where a
table was developed for all the variables and give the mean arithmetic and standard
deviation and the highest and lowest value for all variables.
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Table 1: Descriptive Statistics to all variables

Variables N Minimum Maximum Mean Std. Deviation
NCO 306 -6.8371E2 444.6310 1.741458E1 91.2728861
Capital 306 .0000 31.4000 1.493763E1 5.6128085
Interest 306 .0000 571.7770 9.358433E1 82.8807559
T.A 306 .0000 2.8001E9 6.282862E8 5.8794756E8
Equity 306 -7.9903E6 3.0084E8 3.623783E7 4.0786742E7
N.I 306 -2.5323E7 9.6554E6 1.105785E6 3.6298900E6
Loans 306 0 21 3.14 3.278
Valid N (listwise) 306

The above table shows:

The calculation of the NCO variable was 1.74. This indicates that the commercial
banks in most of the world countries in the sample of the study have a good level
of total return by comparing the highest value of these banks to (444.63) (-6.83).
The standard deviation of this variable was 91.27, indicating a difference between
the commercial banks in relation to their total return.

The ratio of the "Capital Ratio" (1.49) to the mean is that commercial banks have a
good level of capital compared to the assets they own. This can be confirmed by
comparing this value with the highest value of this variable which reached (31.40)
while the lowest value (0), and the standard deviation of this variable (5.61), which
indicates that there is a difference between commercial banks in the sample study
for this variable.

The ratio of “Interest Rate” Equal (9.35). This indicates that the commercial banks
of the sample have a good rate of interest rate on loans granted to institutions and
customers. This indicates that the highest value of this variable which reached
(571.77) (82.88). This indicates that there is a difference between the commercial
banks in the sample of the study in terms of the interest rate it owns.

The ratio of total assets to (6.2) indicates that the international commercial banks
of the sample have a good level of their own assets so that they can withstand the
risks they are exposed to. This indicates that the highest value of (2.80) while the
lowest value reached (0), with a standard deviation of (5.87), indicating that there
is a difference between commercial banks in terms of the level of assets they own.
The ratio of "Equity Ratio" to (3.62) indicates that international commercial banks
have a good level of ownership compared with their assets. This percentage is
indicated by the highest value of ownership (3.0) 7.99). The standard deviation
(4.07) is a sign that there is a difference between the international commercial
banks of the sample of the study in terms of ownership level.

The mean of Net Income equal (1.10), which indicates that international
commercial banks have a good profit level by comparing this value with the
highest value owned by these banks (9.65) while the lowest value (-2.53) While the
standard deviation was (3.62), indicating that there is a significant difference
between the international commercial banks in terms of their annual profits.
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e The mean of the variable "Loans" equal (3.14), which indicates the level of loans
granted by the international commercial banks of the sample of the study to others,
which have losses, and it is clear to us that this ratio is high, compared to the
highest value, which amounted to (21) while (3.27), indicating that there is a
difference between the international commercial banks in terms of the losses
suffered by the loans granted to clients and institutions.

4.8 Test of Hypotheses
In order to test hypotheses, a regression analysis method was used, in which all
hypotheses were tested and accepted according to the statistical significance level.

Table 2: Test of Hypotheses

Model Unstandardized Coefficients Standardized Coefficients T Sig.
B Std. Error Beta
(Constant) 4.153 .530 7.841 | .000
NCO .000 .002 -.026- -484- | .629
CAPITAL -.002- .031 -.004- -.077- | 939
INTEREST -.009- .002 -.226- -4.150- | .000
T.A 2.451E-12 .000 .000 007 | .994
Equity 6.329E-9 .000 .079 1.187 | .236
N.I -3.264E-7 .000 -.361- -6.326- | .000

4.8.1 Dependent Variable: Bank Risk
The following table shows:
First Hypothesis (H1): There is a relationship between the bank’s merger & acquisition
and bank’s risks. This study has a sub-hypotheses such as:

(Hui1): There is a relationship between the net benefit and bank's risk.
The significant of this hypothesis equals (0.629) it is more than statistical significance
(0.05), therefore it can be inferred that there is no relationship between the net benefit and
bank's risk, so we reject this hypothesis and accept alterative hypothesis that states there
is no relationship between the net benefit and bank's risk”.

(Hi2): There is a relationship between the capital ratio and bank's risk.
The significant of this hypothesis equals (0.939) it is more than the statistical significance
(0.05), so Therefore it can be inferred that no there is no relationship between the capital
ratio and bank’s risk, so we reject this hypothesis and accept alterative hypothesis that
states there is no relationship between the capital ratio and bank's risk”.

(Hus): There is a relationship between the interest bank ratio and bank risk.
The significant of this hypothesis equals (0.000) it is less than the statistical significance
(0.05), so, therefore, it can be inferred that there is relationship between the capital ratio
and bank's risk.

(Hu4): There is a relationship between the equity ratio and bank risk.
The significant of this hypothesis equals (0.236) it is more than the statistical significance
(0.05) therefore, it can be inferred that there is no relationship between the equity ratio
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and bank's risk, so we reject this hypothesis and accept alterative hypothesis that states
there is no relationship between the equity ratio and bank's risk”.

Second Hypothesis (H2): There is a relationship between the bank size and bank’s
risks. The significant of this hypothesis equals (0.994) it is more than the statistical
significance (0.05), therefore it can be inferred that there is no relationship between the
bank size and bank's risk, so we reject this hypothesis and accept alterative hypothesis
that states there is no relationship between the banks size and bank's risk”.

Third Hypothesis (H3): There is a relationship between net income and bank’s
risks. The significant of this hypothesis equals (0.000) it is less than the statistical
significance (0.05 therefore, it can be inferred that there is a relationship between the net
income and bank's risk.

5. Conclusion

This study aimed to investigate the relationship between merger & acquisition and banks
risk. So, the results of the study there is no relationship between the net benefit and bank's
risk, and also there is no relationship between the capital ratio and bank's risk, and also
there is no relationship between the equity ratio and bank s risk, but there is relationship
between the capital ratio and bank's risk, so in general we note no relationship between
the merger & acquisition and banks risk, but to anther variable we note that there is no
relationship between the banks size and bank's risk but that there is a relationship
between the net income and bank's risk.

5.1 Recommendation

According to the results of the study, a number of recommendations can be made, the
most important of which are the concentration of banks in general on the level of losses
they suffer due to the loans extended to customers and other institutions. The
establishment of rules and rules that limit and reduce the risks to banks, Commercial
banks, in terms of the risks they are exposed to, have conducted future studies on another
group of banks in a different period of time.

Mergers have extend interested in the nearly all important means of attaining
higher performance which is the eventual objective of any firm, as well as banks. Many
studies carried out in the area of M&A have recognized mismatched results. Mergers and
acquisitions continue to be a highly popular form of corporate growth in today’s banking
industry world in excess of.
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