
Abstract
Purpose- This paper attempts to evaluate the synergistic 
effect of the merger on financial performance, market share, 
and the wealth of the shareholders of the selected BFIs.

Methodology- Two cases of mergers of commercial banks 
have been taken as samples for the study. First is the merger 
between Prabhu Bank Limited and Grand Bank Limited 
(forming Prabhu Bank Limited) and second is the merger 
between Lumbini Bank Limited and Bank of Kathmandu 
Limited (forming Bank of Kathmandu Limited). Both 
the mergers happened in 2016. To analyze the mentioned 
variables of the selected BFIs, pre-merger (2011–2015) and 
post-merger (2016–2020) data have been compared using a 
t-test and regression analysis.

Findings- The result of the study reveals that there is a 
significant relationship between financial performance 
and shareholder value and the merger, whereas there is no 
relationship between the market share of the BFIs and the 
merger.

Practical implication- The study concludes that to achieve 
improved post-merger financial efficiency and reap the 
benefits of an improved financial position, merged BFIs 
should be more aggressive in their profit drive and maintain 
better asset qualities.

Originality/ Value- This study can become a foundation for 
future studies in the Nepalese context of the merger of BFIs.

Keywords: SCapital adequacy, non-performing loan, market 
share, return on assets, return on equity 
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Introduction
The merger has been a heavily discussed topic in Nepal in recent days. The wave of mergers in the 
Nepalese banking industry has started after the NRB implemented the merger bylaws in 2011. Most 
of the BFIs grabbed the opportunity of a merger as a business strategy to gain competitive advantages 
over their competitors. BFIs are being included in the merger to achieve a synergistic effect on their 
performance, either in terms of financial indicators or increased market share. After the NRB's initiation 
to downsize the number of BFIs to a minimal number, strengthen their competitiveness, and practice 
fair banking through mergers, the Nepalese financial sector has witnessed several mergers in the last 
decade.

BFIs play a crucial role in supporting the overall growth financing program as a representative, an 
investment and working capital financing company, and an organization that channels funds to 
underfunded people, in addition to providing funds to people underfunded by the government. Since 
BFIs are institutions of public trust and an important component of the financial system, they possess 
a strategic position to assist economic development. The banking sector is the primary agent of the 
economy, as the economy will move efficiently only if it has adequate capital, which comes from banks. 
Since the government has established requirements or conditions for the banking industry, in addition to 
the prudential regulation that goes with business activities in the banking sector, operational provisions 
have been created based on the requirements. Mergers and acquisitions are newly recognized practices 
by NRB to strengthen the BFIs, and over the decades, they have transformed the banking landscape in 
Nepal. After the enforcement of the Merger Bylaw 2068, many BFIs have merged with each other. This 
has led to the development and enhancement of the Nepalese banking industry over the past decade. 
As growth is the essence of existence for any organization, it can achieve growth either internally by 
expanding its operations, establishing new units, or externally through mergers and acquisitions, 
takeovers, amalgamations, joint ventures, etc. With the level of competition getting more intense day 
by day, mergers and acquisitions have emerged as the most preferred long-term strategy of corporate 
restructuring and strengthening in the present globalized world (Sharma, 2018).

Bhargave and Tandon (2022) stated that the major causes of mergers in the banking sector are 
compensation of losses, a robust banking system, and improving the capital capacity. The reasons behind 
the merger transactions are gaining market share, gaining a competitive advantage, increasing revenues 
and risk, and product diversification. With the global financial crisis, it is noticeable that mergers and 
acquisitions have considerably increased. Corporations employed such combinations not only for 
the sake of competitiveness but to maintain a firm position in the industry as well. This has led to a 
significant transformation in the business landscape (Tajalli & Shehzad, 2014). Mergers and acquisitions 
have become a key part of many corporate business strategies for organizations attempting to strengthen 
and maintain their competitive position in the marketplace. The NRB has introduced the Merger Bylaw 
2068 to reduce the number of BFIs, enhance financial stability, and promote public confidence in the 
banking sector. As a consequence, the banking sector is now experiencing an encouraging amount of 
restructuring and consolidation. The merger policy is expected to resolve the complexities brought about 
by the rampant growth in the number of BFIs (Shrestha, Thapa, & Phuyal, 2017). The primary motivation 
for mergers is to achieve the BFIs' long-term objectives, which are sustainable growth and competitive 
advantages, rather than their short-term ones. Improving shareholder value has often been cited as a 
merger determinant. The merger is supposed to increase the ability of BFIs to grow and prosper in the 
market. Since mergers create a larger firm with less competition, they may increase shareholders’ value 
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through higher market share and stock market value.
Mergers do have important implications for performance and profitability. Thus, it is important to know 
the impact of these mergers on the efficiency level of those BFIs and their position in the banking system. 
There are many possible reasons for the mergers, but efficiency-related reasons are prime. This paper 
attempts to evaluate and analyze the synergistic effects of mergers on their financial performance, market 
share in the banking industry, and impact on shareholders’ market value pre- and post-merger. Even 
though it takes time for the merger to achieve growth and synergies, it is clear that they may not always 
be realized. Hence, this study is aimed at examining and analyzing the effects of the mergers on the 
financial performance of the selected BFIs in Nepal and their value to their shareholders. This paper has 
also examined the market share of the merged BFIs in terms of total assets in the industry, in addition to 
the financial performance of the BFIs. 

Research hypotheses
The following alternative hypotheses have been tested to realize the objectives of this paper:
 H11: There is a significant relationship between the market share of commercial banks and  
 mergers.
 H21: There is a significant relationship between the value of shareholders and merger.
 H31: There is a significant relationship between synergic effects on performance and merger.

History of merger in nepal
Merger and acquisition in Nepal have a history of just over two decades. After the introduction of 
liberalization and the lifting of entry barriers, the number of BFIs reached 263 in a very short period of 
time. This overwhelming growth of BFIs in Nepal led to unhygienic competition and poor performance 
in the financial sector. The situation induced the NRB to act to prevent the assets and interests of the 
general public from being vested in the banking sector. This was the time when NRB thought of the 
implementation of mergers and acquisitions to strengthen the capacity of BFIs.

NRB introduced the Merger Bylaw 2068 (B.S.) grounded on the Company Act 2063 (B.S.) Article 177, 
Banks and Financial Institutions Act 2063 (B.S.) Articles 68 and 69, and encouraged all the BFIs to undergo 
mergers as part of consolidation. Through the 2015 monetary policy, the NRB announced a four-fold 
hike in the minimum paid-up capital of the commercial banks and up to a twenty-four-fold increment 
in the same for the development banks. This mandated the commercial banks to increase their paid-up 
capital to Rs. 8 billion, whereas the nationwide-level development bank would require an increase to Rs. 
2.5 billion. The requirement executed by the banking regulator has further enhanced the conditions to 
foster the merger and acquisition process. The wave of merger and acquisition, which started as early as 
2011, has hit the Nepali BFI sector (Baniya & Adhikari, 2017). This helped in downsizing the number of 
BFIs and strengthening the position of BFIs. Within a decade of the initiations, the number of BFIs was 
reduced by 120, and there were only 140 BFIs until April 2021.

The first merger in the financial sector happened in 2004, when Laxmi Bank Limited and HISEF Finance 
Company Limited merged. However, after the first merger, very few mergers happened until 2011/2012. 
Indeed, there was a favorable outcome of the newly issued Merger Byelaws in 2011. The process of 
merger of "A," "B," and "C" class institutions was adopted to consolidate the banking sector and enhance 
its trustworthiness among the general public. The bylaw also opened the frontier for mergers between 
"D" and "D"-class institutions. The bylaw stipulated a process for registering the application for mergers, 
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conducting a due diligence audit for swap determination, and other related aspects of mergers. in the 
beginning. The merger bylaw didn’t create an immediate impact among BFIs. However, the process soon 
started gaining acceleration, starting with the merger between Himchuli Finance Limited and Birgunj 
Finance Limited to become H & B Development Bank Limited in 2013. In the same year, a new milestone 
was achieved when two commercial banks, a well-established Nepal Industrial and Commercial Bank 
and a relatively new Bank of Asia Limited, merged. The fiscal year 2012/13 emerged as a successful year 
from the point of view of the merger.

NRB introduced an acquisition bylaw in 2013 to attract large BFIs into the consolidation process. Because 
the merger bylaw called for the coexistence of all merging entities, the acquisition bylaw called for the 
acquisition of one institution by another. The policy framework for the merger and the acquisition was 
the same, except for the provision of cash payments to the shareholders of the acquired entity. Under the 
provision made in the bylaw for the first time, Citizen's Bank International acquired Nepal Housing and 
Merchant Finance Limited and People's Finance Limited. Later in 2016, Merger Bylaws and Acquisition 
Bylaws were consolidated, forming Merger and Acquisition Bylaws, 2016. Merger and acquisition 
activities accelerated in 2015, when the NRB, through its annual Monetary Policy for 2015/16, hiked the 
minimum paid-up capital requirements of "A", 'B', and "C" class BFIs by four times. The major objective 
underlying the hike was to strengthen the capital base of BFIs to enhance their capacity for financing 
megaprojects as well as further consolidate the banking sector (NRB, 2018).

In Nepal, the merger wave began in 2011, when a development bank and a finance company merged to 
form one. From 2012 to 2020, there were 16, 27, 18, 25, 29, 63, 19, 14, and 41 BFIs that merged (for a total 
of 252), resulting in only 105 BFIs. Until 2020, the number of merger BFIs for development banks was 
120, while MFIs had 27. The year with the most BFI mergers was 2017, with 63 BFIs merging to form 24 
new ones. By 2020, 44 commercial banks, 120 development banks, 63 finance companies, and 27 MFIs 
had participated in the merger activities.

Nepal Investment Bank Limited and Himalayan Bank Limited had jointly signed a memorandum of 
understanding to merge to strengthen the banking sector of the country, dated May 13, 2021, with the 
commitment to complete the merger within two months. But the process has been officially aborted 
as the annual general meeting of Himalayan Bank Limited convened on January 14, 2022, rejected the 
merger plan. Further, on January 12, 2022, Nabil Bank Limited signed a letter of agreement with Nepal 
Bangladesh Bank Limited for the acquisition. The merger was not the NRB's choice, but rather a forced 
strategy to increase capital and strengthen their ability to compete in the market. Otherwise, many BFIs 
may have to exit the market.

Theories on merger
The various theories about the merger are:

Synergy Theory
The synergy theory of a merger proclaims that the value of the institution formed after the merger is 
greater than the combined worth of the merging institutions before the merger. The value of the institution 
increases due to the effects of the synergy potentials that could be realized only after the integration of 
the financial and operational resources of the merging institutions. The acquirer can reduce the cost of 
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its merchandise after the merger. This would be probable if the merger creates synergies via economies 
of scale and scope, reduced dispersal and promotion costs, the divestiture of redundant assets, etc. This 
theory of merger is known as the synergy theory (Kyriazopoulos & Petropoulos, 2010). As per this 
theory, the paybacks of mergers can be in the form of operational synergy, economies of scale, and 
economies of scope (Candra, Priyarsono, Zulbainarni & Sembel, 2021).

Portfolio Theory
The key concept here is the diversification of products. It is a practical method for investors to select 
products that maximize their overall returns while maintaining an acceptable level of risk. This theory 
argues that any given investment's risk and return characteristics should not be viewed alone but should 
be evaluated by how they affect the overall portfolio's risk and return. This is a useful theory for investors 
who are trying to build diversified portfolios. The Portfolio Theory presented by Markowitz (1952) states 
that the portfolio selection process is divided into two parts, namely the observation phase, which refers 
to the experiences or data on past problems, and the confidence phase, which ends with the confidence 
in certain existing portfolios. In the second phase, this trust leads to the selection of the right portfolio. 
In his research, Markowitz stated that investors will see two things, namely the level of risk and the 
return on the investment. Investors will always choose investments with a high rate of return and a low 
level of risk (Candra, Priyarsono, Zulbainarni & Sembel, 2021).

Market Power Theory
Market power implies a position of economic strength enjoyed by a company. This enables the company 
to hinder the maintenance of effective competition on the relevant market by allowing it to behave 
to an appreciable extent independently of the competitors and ultimately of the consumers. Market 
power theory states that mergers generate greater monopoly power by integrating market rivals. For 
monopolistic integration, a merger would help to downsize the number of companies in the merging 
industry. The merged company can increase the selling price of the products by reducing the supply. 
The acquirer can raise the price of its product after the merger. This would be possible if the acquirer 
managed to curb price competition on the product market by acquiring some of its competitors. This 
theory is known as the "market power theory" (Kyriazopoulos & Petropoulos, 2010).

Misevaluation Theory 
The merger activity of listed companies is associated with the degree of optimism in the stock market. 
During a stock market boom, the stock price of some companies becomes overvalued. Their management 
is aware that their stock is overpriced and wishes to protect their shareholders from the wealth loss that 
will occur if the market falls. Hence, they wish to exchange their overvalued shares for the real assets of 
other companies.

The theory of misevaluation is proposed by Shleifer and Vishny (2003), which states that to obtain synergy 
and more definite profits, it is advisable to choose assets or companies whose value is undervalued 
and/or are in an inefficient market. Purchasing these assets makes the purchase price of the company 
cheaper, but the buyers see a gap to be able to increase the financial or operational parameters so that 
the company's enterprise value increases in the future and offers advantages to the buyers (Candra, 
Priyarsono, Zulbainarni & Sembel, 2021).
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Efficiency theory
Leepsa and Mishra (2016) state that, as per efficiency theory, efficiencies can be achieved through 
mergers. Such efficiencies are achieved in terms of specialized skills or the target company's management, 
the elimination of idle resources, and promoting products that are complementary to both the merger 
participants, reducing transaction costs and reallocating the existing expenses. The efficiency theory 
suggests that mergers occur because the merging companies have different strengths and weaknesses and 
different efficiency levels. This theory is also known as differential efficiency theory. Through a merger, 
the efficiency of one company is transferred to an inefficient company, which results in both social and 
private gains. Because merger not only improves performance but also saves the economy's resources, 
It is also called the managerial synergy hypothesis as the excess managerial efficiency is utilized in the 
company where it is lacking.

Q Theory 
The Q theory of mergers says that a firm's investment rate should rise with its Q. "Q theory," which was 
first developed by Lang et al. (1989), predicts that mergers and acquisitions will create value on average. 
Value is created by redeploying the target's assets or by replacing the inefficient manager at the target 
company. The company may choose to invest in new equipment or acquire the equipment by buying the 
company that owns the equipment at a lower price. Companies buy other companies due to high fixed 
costs and low marginal adjustments so that the Q ratio is better than having to invest in buying their 
equipment or direct investment (Candra, Priyarsono, Zulbainarni & Sembel, 2021).

Undervaluation theory
The theory suggests that undervaluation of the target company can be the motive behind the merger. 
Undervaluation of the company is the result of inefficient management that is not efficient enough 
to operate it at its optimal level. Even if the target company's management is efficient, the acquiring 
company may still perceive it to be undervalued with the help of inside information. In such a case, the 
acquiring company bids for a higher price relative to its prevailing market price. In some instances, the 
assets of the company could be undervalued relative to their replacement cost (Leepsa & Mishra, 2016).

Methodology
This paper has used a descriptive research design to deal with the testing of hypotheses. So far, the 
Nepalese financial sector has witnessed numerous instances of mergers and acquisitions (Annex 1). 
There have only been five instances where one commercial bank merged with another commercial bank 
(Annex 2). This study has focused mainly on the analysis of the performance of the mergers of PRVU 
and GBL (forming PRVU after the merger) and BOKL and LBL (forming BOKL). The sample has been 
selected as all the participant banks are commercial banks and both the mergers took place in 2016. 
Annual financial reports of the commercial banks before and after the merger have been used for the 
analysis.
 
For the analysis of the performance of those BFIs, the CAR, NPL Ratio, ROE, ROA, EPS, and NPM ratios 
have been calculated and examined. The market share of these commercial banks has been examined 
based on the total assets and liabilities of the banking sector. Further MPS of these banks were used to 
investigate the impact on the shareholders' market value. MS-Excel has been used to analyze and present 
the data quantitatively. Further paired t-tests and regression analyses have been applied to find out the 
significant relationship as well as the degree of relationship between and among the variables used for 
the study.
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Analysis and results
Descriptive Statistics
Table 1
Summary of Descriptive Statistics
The table presents the descriptive statistics of pre-merger and post-merger performance (CAR, NPL 
Ratio, ROE, ROA, EPS, and NPM ratio) of the mergers of PRVU and GBL (forming PRVU after the 
merger) and BOKL and LBL (forming BOKL). The sample has been selected as all the participant banks 
are commercial banks and both mergers took place in 2016. Annual financial reports of the commercial 
banks before and after the merger have been used for the analysis.
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Table 1 shows that the average CAR of GBL was 14.56 before the merger with a S.D. of 5.06 and a C.V. 
of 0.35.  On average, PRVU had an 11.93% CAR before the merger, with a S.D. of 1.58 and a C.V. of 
0.13. During the period before the merger, the CAR of PRVU seemed more consistent compared to 
GBL. GBL's CAR was more fluctuating. After the merger, from 2016 to 2020, the average CAR of the 
bank was 11.53%, with a S.D. of 0.46 and a C.V. of 0.04. The data indicates that the CAR of the banks 
after the merger is more consistent as compared to before the merger. A p-value of 0.28 was obtained 
while conducting a paired t-test between the CAR of GBL and the after-merger result, indicating a 
significant relationship between synergic effects on performance and merger for GBL. A p-value of 0.56 
was observed while conducting a paired t-test between the CAR of PRVU pre-merger and post-merger, 
indicating that there is a significant relationship between synergic effects on performance and merger for 
PRVU at a level of 95% confidence.
 
Similarly, the average CAR of LBL was 17.77 with a standard deviation of 3.97 and C.V. of 0.22.  where the 
average CAR of BOKL was 11.75 before the merger. The pre-merger CAR of BOKL was more consistent 
compared to that of LBL. S.D. of BOKL before the merger was 1.52 and the C.V. was 0.13. After the 
merger, the average CAR of the bank was 13.95 with a S.D. of 0.66 and C.V. of 0.05. The ratios are more 
stable after the merger of the banks. A paired t-test of LBL's CAR has been conducted with the post-
merger CAR and BOKL's ratio with the post-merger ratio. The p-value of the t-test of LBL's ratio with 
the post-merger ratio was obtained at 0.13, which shows that there is a significant relationship. A further 
P-value of 0.06 for the t-test of BOKL's ratio with the post-merger ratio was obtained, which also shows 
there is a significant relationship with the merger.

It is observed that before the merger, GBL's average NPL was 12.32, with a S.D. of 13.66 and C.V. of 1.11. 
Similarly, before the merger, PRVU's average NPL in the last five years was 8.82 with an S.D. of 8.00 and 
C.V. of 0.91. Likewise, the average NPL ratio in the later years of the merger is 4.85, with an S.D. of 2.04 
and C.V. of 0.42. The data show that the NPL level of the bank has improved after the merger. While 
conducting a paired t-test of the performance of GBL with post-merger performance, a p-value of 0.37 
is obtained. This indicates a significant relationship between the merger and the NPL level of the bank. 
Furthermore, the paired t-test of PRVU with post-merger performance yields a p-value of 0.44. It also 
shows a significant relationship.

Similarly, the NPL Ratio of LBL was relatively lower compared to that of BOKL pre-and post-merger. The 
NPL ratio of LBL was below 1.00 before the merger happened. This level is well assumed in the banking 
industry. The average NPL ratio of LBL before the merger was 0.80 with a S.D. of 0.18 and C.V. of 0.22. 
Similarly, BOKL’s average NPL was 2.02, whose S.D. is at 0.79 and C.V. of 3.90. After the merger of the 
banks, the average level of NPL is 2.13 with an S.D. of 0.64 and C.V. of 0.30. The C.V. of NPL ratio of LBL 
shows that its performance level is better compared to others. The ratios and calculations in the table 
show that the NPL ratio after the merger is better than that of BOKL but worse than that of LBL. While 
conducting a paired t-test of LBL and post-merger performance, a p-value of 0.01 is obtained, which 
indicates there is no significant relationship between the performance and the merger. Furthermore, a 
p-value of 0.84 is obtained between the ratio of BOKL and post-merger performance, which means there 
is a significant relationship.

It is found that the ROE of both the banks before the merger seemed negative on average, i.e., 15.18 for 
GBL and 9.60 for PRVU. A high negative ROE reveals that the BFIs were incurring a huge loss as the 
result of excessive NPL, as shown in the table. After the merger, the average with a standard deviation is 
12.84. of 4.72 and C.V. of 0.37. The ratio is positive but inconsistent and fluctuating. While conducting 
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a paired t-test of the performance of GBL with post-merger performance, a p-value of 0.15 is obtained. 
This indicates a significant relationship between the merger and the ROE of the bank. Furthermore, 
the paired t-test of PRVU with post-merger performance yields a p-value of 0.18. which also shows 
a significant relationship. Similarly, the average ROE of LBL pre-merger was 14.21. S.D. of LBL's pre-
merger ROE was 7.08 with a C.V. of 0.50.  The average ROE of BOKL before the merger was 20.41 with 
a S.D. and C.V. of 7.08 and 0.35 respectively. After the merger, the average ROE of the bank is 11.47, 
which is lower compared to the pre-merger average ROE of both banks except S.D. and C.V. show that 
after the merger, the ROE of the bank is better. The pre-merger average ROE of BOKL was better, but 
the post-merger ratio deviated less from the average ROE. While conducting a paired t-test of LBL and 
post-merger performance, a p-value of 0.56 is obtained, which shows a significant relationship between 
the performance and merger. Further, a p-value of 0.08 is obtained between the ratio of BOKL and post-
merger performance, which also states a significant relationship.

The average ROA of GBL was 1.13 with S.D. 2.77 and C.V. (2.45). PRVU's average ROA was 0.21 with 
S.D. 1.79 and C.V. (8.71). Prior to the merger, both banks' average ROA was negative, with GBL's ratio 
deviating more from the average. The ratio after the merger is better compared to pre-merger ratios. 
The average ROA after the merger is 1.33, an improvement compared to pre-merger. While conducting 
a paired t-test of the performance of GBL with post-merger performance, a p-value of 0.14 is obtained, 
which shows a significant relationship between the merger and the ROA of the bank. Further, the p-value 
of 0.13 is obtained while conducting the paired t-test of PRVU with post-merger performance, which 
shows a significant relationship. Similarly, the average pre-merger ROA of LBL was 2.05. S.D. and C.V. 
Prior to the merger, LBL's ROAs were 1.22 and 0.60 respectively. Likewise, the average ROA of BOKL was 
1.66. S.D. and C.V. Before the merger, BOKL's ROAs were 0.58 and 0.35 respectively. After the merger, 
the average ROA was 1.41 and S.D. and C.V. of 0.34 and 0.24. The average ROA ratio of the LBL is better 
compared to the BOKL and post-merger ratio. The coefficient of variance shows that the ratio after the 
merger is efficient. While conducting a paired t-test of LBL and post-merger performance, a p-value of 
0.45 is obtained, which states a significant relationship between the performance and merger. Further, a 
p-value of 0.56 is obtained between the ratio of BOKL and post-merger performance, which also shows 
a significant relationship.

The average EPS of GBL was 14.38 pre-merger with a S.D. of 34.36 and C.V. of (2.39). In comparison, the 
average EPS of PRVU was 3.21. The S.D. of EPS for PRVU was 23.83 and C.V. was 7.43 before the merger. 
The average EPS of the bank after the merger is 19.84 with a S.D. of 6.71 and C.V. of 0.34. The result shows 
that the EPS of the bank after the merger is better compared to the pre-merger performance of GBL and 
PRVU. While conducting a paired t-test of the performance of GBL with post-merger performance, a 
p-value of 0.12 is obtained, which reveals a significant relationship between the merger and the EPS of 
the bank. Furthermore, the paired t-test of PRVU with post-merger performance yields a p-value of 
0.13. This result also shows a significant relationship. Similarly, LBL was maintaining an average EPS 
of 17.22 before the merger, with a S.D. of 7.29 and C.V. of 0.42. Likewise, BOKL was maintaining an 
average EPS of 29.61 before the merger, with a S.D. of 12.64 and C.V. of 0.43. After the merger, the bank is 
maintaining an average EPS of 19.13 with a S.D. of 2.98 and C.V. of 0.16. The ratio shows that the average 
EPS is better than BOKL pre-merger, but CV shows that the performance is better after the merger. 
While conducting a paired t-test of LBL and post-merger performance, a p-value of 0.45 is obtained, 
which indicates a significant relationship between the performance and merger. Further, a p-value of 
0.56 is obtained between the ratio of BOKL and post-merger performance, which also means there is a 
significant relationship.
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Before the merger, GBL had an average NPM of 16.64, SD of 35.12 and C.V. of 2.11. PRVU, on the other 
hand, had an average NPM ratio of 5.09, SD. of 41.19 and C.V. of (8.10) before the merger. After the 
merger, the average NPM ratio is 33.92, with a standard deviation of 10.60 and a CV of 0.31. The table 
shows that the NPM ratio has been impressively improved after the merger. While conducting a paired 
t-test of the performance of GBL with post-merger performance, a p-value of 0.03 is obtained. This 
indicates there is no significant relationship between the merger and the NPM ratio of the bank. Further, 
the p-value of 0.14 is obtained while conducting the paired t-test of PRVU with post-merger performance, 
which shows a significant relationship. Similarly, the average NPM of LBL was 23.61 percent before the 
merger. S.D. and C.V. of NPM of LBL before the merger were 9.75 and 0.41 respectively. However, the 
average NPM ratio of BOKL was 30 percent before the merger. S.D. and C.V. of NPM for BOKL before 
the merger were 9.75 and 0.41 respectively. The average NPM ratio after the merger is 16.43. The S.D. and 
C.V. of the NPM Ratio after the merger are 2.20 and 0.13, respectively. The table shows that the average 
NPM of BOKL before the merger is better, but C.V. shows that the ratio after the merger is better. While 
conducting a paired t-test of LBL and post-merger performance, a p-value of 0.19 is obtained, which 
indicates there is a significant relationship between the performance and merger. Further, a p-value of 
0.06 is obtained between the ratio of BOKL and post-merger performance, which also means there is a 
significant relationship.

It is found that before the merger, the average weighted market share of GBL was 1.51 in the industry 
with a S.D. of 0.37 and C.V. of 0.25. The average weightage of the share of PRVU was 2.20, with S.D. and 
C.V. of 0.36 and 0.17 respectively. After the merger, the weight has increased to 3.49, with S.D. and C.V. 
of 0.38 and 0.11 respectively. While conducting a paired t-test of the performance of GBL with post-
merger performance, a p-value of 0.00 is obtained. This indicates that there is no significant relationship 
between the merger and the market share ratio of the bank. Further, the p-value of 0.01 is obtained while 
conducting the paired t-test of PRVU with post-merger performance, which also shows no significant 
relationship. LBL's industry asset share averages 1.17, with SD and CV of 0.18 and 0.16, respectively. 
BOKL's share in the industry averages 2.75. The results show that the ratio of BOKL is less deviated. 
After the merger of these two banks, the ratio has increased to an average of 2.90. While conducting a 
paired t-test of the performance of LBL with post-merger performance, a p-value of 0.00 is obtained. This 
states that there is no significant relationship between the merger and the market share ratio of the bank. 
Further, the p-value of 0.12 is obtained while conducting the paired t-test of BOKL with post-merger 
performance. It shows a significant relationship.

The C.V. shows that the MPS of PRVU was more volatile. GBL was more stable before the merger. While 
conducting a paired t-test of the performance of GBL with post-merger performance, a p-value of 
0.20 is obtained. This indicates a significant relationship between the merger and the MPS of the bank. 
Furthermore, the paired t-test of PRVU with post-merger performance yields a p-value of 0.24. It also 
shows a significant relationship. Similarly, the average MPS of LBL was 264.80 and that of BOKL was 
577.20, whereas after the merger, the mean MPS is 333.00. The S.D. and C.V. of BOKL pre-merger show 
that the stock was less volatile and less risky compared to others. Furthermore, after the merger, the S.D. 
and CV of MPS are 107.24 and 0.32 respectively, indicating that the MPS is more volatile and riskier. 
While conducting a paired t-test of the performance of LBL with post-merger performance, a p-value of 
0.44 is obtained. This indicates a significant relationship between the merger and the MPS of the bank. 
Furthermore, the paired t-test of BOKL with post-merger performance yields a p-value of 0.01. This 
shows no significant relationship.
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Measurement of the impact on shareholder's wealth

Table 3
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Table 5
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The value of intercepts represents the value of the dependent variable when independent variables are 
zero. The value of adjusted R2 shows the effects of independent variables on dependent variables.

In Table 2, it is observed that the adjusted R2 of all the results is negative, whether taken individually 
or in pair with two or more variables. This shows that there is an insignificant relationship between the 
variables and the MPS of PEVU and GBL before the merger. When the relationship is studied for the 
performance after the merger (Table 4), all the variables show a positive influence on the MPS of the 
banks. The highest influence of 96.90% is observed when all the dependent variables are studied together. 
When independent variables are studied separately, ROA has the highest influence on MPS, i.e., 93.30%, 
whereas NPL has the lowest influence, i.e., 36.30%.

Table 3 reveals that the MPS of the BOKL and LBL before the merger had an insignificant relationship 
with ROA when studied individually, but other variables studied individually and in pairs with other 
variables show a significant relationship. When all the independent variables were combined, it 
represented 89.10% of the variation in MPS and only 10.90% of the variation in other factors. When 
EPS is studied individually, it shows the lowest, i.e., 15.30% influence on the MPS of the bank. When 
the relationship is studied for the performance after the merger (Table 5), the influence is positive 
when independent variables (EPS, NPL, and ROA) are paired together. There is an influence of 37.70%. 
But when the relationship between MPS and individual independent variables is observed, there is an 
insignificant relationship.

Evaluation of the effect on the financial performance
In Table 6, the relationship of ROA with other independent variables is observed for PRVU and GBL 
before the merger. The result shows that, when independent variables are studied separately, EPS has the 
highest influence, i.e., 95.50%, whereas MPS has an insignificant influence on ROA. Similarly, ROE had a 
94.70% impact. But when independent variables are paired, the pair of CAR, ROE, NPL and EPS justifies 
the 98% influence on the ROA. The relationship between the variables for the bank after the merger is 
presented in Table 8. The result shows that CAR has an insignificant influence on ROA, which was 5.70% 
before the merger. When studied individually, 93.30% of the influence in ROA was justified by MPS 
(which is also the highest among the individual variables after the merger), but this was insignificant 
earlier. After the merger, the pairs of CAR, ROE, and NPL justify an influence of 94.80%, which is the 
highest justification after the merger of PRVU and GBL. Hence, it can be concluded that there is a 
relationship between the ROA and other variables.

Further, Table 7 presents the relationship of ROA with other variables for BOKL and LBL before the 
merger. It can be observed that the variables CAR, NPL, MPS and MSR have an insignificant influence 
on ROA when studied individually. When observed in Table 9, MPS and MSR still have an insignificant 
influence even after the merger. But other variables, such as ROE, EPS and NPM, have an influence on 
ROA pre-merger, with NPM having the highest influence (51.50%), but after the merger the relationship 
is insignificant. When the post-merger data is examined individually, EPS is found to have a 92.80% 
influence. When the independent variables are paired for the study, 96.30% of the change in ROA is 
explained by the combination of CAR, ROE, NPL, EPS, NPM, and MPS before the merger. But after the 
merger, when CAR, NPL, and MSR are paired together for the study, 99.90% of the variation in ROA is 
explained. Hence, the ROA of the bank is affected by several variables, where all the variables do not have 
an equal contribution to the change.
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Table 9
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Discussions
While going through the performance of the banks after the merger, it is concluded that the motive 
of the merger is in agreement with synergy theory, efficiency theory, and undervaluation theory. The 
post-merger period yields the synergistic effect on performance. As the profitability and asset quality of 
the banks before the merger were poor and have since improved, there seems to have been inefficient 
management of the banks, which has led to their undervaluation. The appraised study of horizontal 
mergers found that most of the performance indicators of the BFIs improved after the fusion. The theory 
of synergy can be observed in the performance indicators. The result observed post-merger is also the 
result of the market power of the BFI, due to reduced competition. The market wealth of the shareholders 
of the concerned BFIs has also improved. But their market share has been concentrated. The result of 
the study is quite the opposite of the conclusion reached by Sujud and Hechem (2018), who revealed 
that the merger has no significant impact on ROA and ROE. Regarding the market price and EPS of the 
banks after the merger, the result is similar to that of Joash and Njangiru (2015). The result of the study 
also ties in with the result witnessed by Raju and Dhakal (2015). The result obtained in this study is in 
opposition to the results of Al-Hroot (2015), Fatima and Shehzad (2014), and Kouser and Saba (2011). 
Whereas Al-Hroot (2015) concluded that the financial performance of the banks has not significantly 
improved, Fatima and Shehzad (2014) concluded that there has been no positive impact on the financial 
performance, and Kouser and Saba (2011) found a decline in the operating financial performance after 
the merger event.

Conclusion and Implications
This study has revealed that almost all of the performance indicators, apart from CAR for GBL and 
PRVU, have improved after the merger event. But the result is quite the opposite in the case of BOKL and 
LBL. It is observed that the NPL ratio, ROA, and ROE have deteriorated more than in the pre-merger 
position. The test of hypotheses resulted in the acceptance of alternate hypotheses in most of the cases. 
When the hypothesis about various performance indicators, such as CAR, NPL Ratio, ROE, ROA, NPM, 
and EPS, of the concerned banks is tested pre- and post-merger, the alternate hypothesis is accepted in 
most cases, indicating that there is a significant relationship between synergic effect on performance and 
merger. Further, a significant relationship between the MPS of the banks and merger events has also been 
observed while comparing the pre- and post-merger MPS of the banks, i.e., the merger event has led to 
a subsequent increment in the MPS of the banks, which has led to an increase in shareholder wealth. 
Further, while comparing the market share ratio, the individual banks' market shares before the merger 
combined appeared better compared to that of the post-merger position. Regression analysis of the 
variables showed that ROA and MPS were affected by several variables, though in unequal proportions. 
This study can become a foundation for future studies in the Nepalese context of the merger of BFIs. 
Researchers can do further studies by adding other performance indicators relating to management 
efficiencies, asset qualities, liquidity position, customers' and employees' reactions, etc. that were not 
considered in the study. 
 
The main aim of the merger is to improve financial efficiency. However, it is still unable to clearly state 
whether mergers lead to improved financial efficiency, as performance is affected by numerous factors 
apart from those studied. Most of the financial indicators are directly interlinked with the profitability 
and quality of assets of the BFIs. If the profitability and quality of assets of the BFI are strong even 
after the merger, they can achieve synergy and improved performance post-merger. The study concludes 
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that to achieve improved post-merger financial efficiency and reap the benefits of an improved financial 
position, merged BFIs should be more aggressive in their profit drive and maintain better asset qualities. 
Because most of the performance indicators studied in this study are defined by the profitability position 
and quality of the assets of the BFIs.
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