
Köhler, Matthias

Working Paper

Transparency of regulation and cross-border bank
mergers

ZEW Discussion Papers, No. 08-009 [rev.]

Provided in Cooperation with:
ZEW - Leibniz Centre for European Economic Research

Suggested Citation: Köhler, Matthias (2010) : Transparency of regulation and cross-border bank
mergers, ZEW Discussion Papers, No. 08-009 [rev.], Zentrum für Europäische Wirtschaftsforschung
(ZEW), Mannheim

This Version is available at:
https://hdl.handle.net/10419/29646

Standard-Nutzungsbedingungen:

Die Dokumente auf EconStor dürfen zu eigenen wissenschaftlichen
Zwecken und zum Privatgebrauch gespeichert und kopiert werden.

Sie dürfen die Dokumente nicht für öffentliche oder kommerzielle
Zwecke vervielfältigen, öffentlich ausstellen, öffentlich zugänglich
machen, vertreiben oder anderweitig nutzen.

Sofern die Verfasser die Dokumente unter Open-Content-Lizenzen
(insbesondere CC-Lizenzen) zur Verfügung gestellt haben sollten,
gelten abweichend von diesen Nutzungsbedingungen die in der dort
genannten Lizenz gewährten Nutzungsrechte.

Terms of use:

Documents in EconStor may be saved and copied for your personal
and scholarly purposes.

You are not to copy documents for public or commercial purposes, to
exhibit the documents publicly, to make them publicly available on the
internet, or to distribute or otherwise use the documents in public.

If the documents have been made available under an Open Content
Licence (especially Creative Commons Licences), you may exercise
further usage rights as specified in the indicated licence.

https://www.econstor.eu/
https://www.zbw.eu/
http://www.zbw.eu/
https://hdl.handle.net/10419/29646
https://www.econstor.eu/
https://www.leibniz-gemeinschaft.de/


Dis  cus  si  on Paper No. 08-009

Transparency of Regulation and 
Cross-Border Bank Mergers

Matthias Köhler



Dis  cus  si  on Paper No. 08-009

Transparency of Regulation and 
Cross-Border Bank Mergers

Matthias Köhler

Die Dis  cus  si  on Pape rs die  nen einer mög  lichst schnel  len Ver  brei  tung von 
neue  ren For  schungs  arbei  ten des ZEW. Die Bei  trä  ge lie  gen in allei  ni  ger Ver  ant  wor  tung 

der Auto  ren und stel  len nicht not  wen  di  ger  wei  se die Mei  nung des ZEW dar.

Dis  cus  si  on Papers are inten  ded to make results of ZEW  research prompt  ly avai  la  ble to other 
eco  no  mists in order to encou  ra  ge dis  cus  si  on and sug  gesti  ons for revi  si  ons. The aut  hors are sole  ly 

respon  si  ble for the con  tents which do not neces  sa  ri  ly repre  sent the opi  ni  on of the ZEW.

Download this ZEW Discussion Paper from our ftp server:

ftp://ftp.zew.de/pub/zew-docs/dp/dp08009.pdf



 

                                          

 
Transparency of Regulation and 

Cross-Border Bank Mergers  
 
 
 

First Version: February 2008 
This Version: January 2010 

 
Matthias Köhler1 

 
Centre for European Economic Research (ZEW) 

 
 

Abstract:  
There is ample anecdotal evidence that political influence constitutes a barrier to the 
integration of the EU banking market. Based on a dataset on the transparency on the 
supervisory review process of bank mergers in the EU, I estimate the probability that 
a bank is taken over as a function of bank and country characteristics and the 
transparency of merger control. The results indicate that banks are systematically 
more likely to be taken over by foreign credit institutions if the regulatory process is 
transparent. Particularly large banks seem to be less likely to be taken over by 
foreign banks if merger control lacks transparency.  
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Every time there is an attack on the banking system, every government in 
Europe is active, they intervene… France is just like the others.”  
(Henri Guaino, close advisor of French President Nicolas Sarkozy) 

1 Introduction 
Although the EU has removed barriers to cross-border banking through the 
harmonization of regulations and liberalization, the number of cross-border 
mergers and acquisitions (M&A) in the EU banking sector is still small 
compared to cross-border M&A in other sectors (European Commission, 
2005a). There are, however, large differences in the importance of the cross-
border dimension in the EU banking market. While the level of cross-border 
consolidation is low in Western European countries, cross-border M&A are 
more frequent in Central and Eastern Europe (Cabral et. al., 2002). This suggests 
there are still barriers to cross-border M&A in some EU countries. This paper 
analyzes whether government intervention is an obstacle to M&A in the EU 
banking sector.  

That national governments may constitute a barrier to banking market 
integration in the EU has recently been demonstrated in France as the French 
government made clear that it would protect Société Générale from being taken 
over by foreign banks. ‘Every time there is an attack on the banking system, 
every government in Europe is active, they intervene. France is just like the 
others’, said a close advisor of French president Nicolas Sarkozy. This was not 
the first time that French politicians intervened in the acquisition of domestic 
banks. The case of Crédit Lyonnais is another example. Crédit Lyonnais was 
privatized in 1999 with the government retaining 10 percent of ownership shares 
until the end of 2000. This made the cross-border acquisition of Crédit Lyonnais 
more difficult, since government officials repeatedly stated they would oppose a 
takeover by a foreign credit institution. The importance of the political 
dimension for bank acquisitions is also reflected by a statement of the former 
chairman of Lloyds TSB. In an interview with the French newspaper Le Figaro, 
he said that Lloyds would like to take over Crédit Lyonnais, but was put off by 
the regulatory and political climate in France. Political influence also played a 
role in the bidding war for Crédit Industriel et Commercial (CIC) in 1998 (Boot, 
1999). Although the Dutch ABN Amro was favoured because of its excellent 
track record vis-à-vis competing French bidders, CIC was sold to Crédit Mutuel. 
The political dimension of M&A seems to be important in other EU countries as 
well. In Portugal, politicians blocked the acquisition of the financial group 
Champlinaud by the Spanish Banco Santander Central Hispanio in 1999. In 
Italy, the acquisition of Banca Antonveneta and Banca Nazionale de Lavoro by 
ABN AMRO and the Spanish Banco Bilbao Vizcaya Argentaria were blocked by 
the Bank of Italy in 2005. Because it became later public that both deals were 
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not blocked for prudential reasons, but to protect domestic banks from foreign 
investors, the EU Commission brought actions against Italy for the infringement 
of the principle of the free movement of capital and the freedom of 
establishment. The EU Commission complained that the merger review process 
of the Bank of Italy creates uncertainty and lacks transparency. This may lead to 
a situation in which the supervisor can refuse authorization of a merger based on 
opaque concerns, e.g. regarding the ‘stability of governance’ (European 
Commission, 2005b).  

Although these examples demonstrate that government intervention makes 
cross-border M&A more difficult, systematic empirical evidence is missing. 
This paper aims to fill this gap. It relies on a unique database on the 
transparency of merger control in the EU banking sector. The paper proceeds as 
follows. Section 2 reviews the reasons for and the barriers to domestic and 
cross-border consolidation in the banking sector. Section 3 presents the 
empirical model and Section 4 the dataset. The determinants that affect the 
decision to take over domestic or foreign banks are presented in Section 5. In 
Section 6, I use a logit and multinomial logit framework to estimate the 
probability that a bank is taken over as a function of bank characteristics, 
country characteristics and the transparency of merger control. The robustness 
of the results is checked in Section 7. Section 8 concludes. I find that cross-
border takeovers are systematically more likely if merger control is more 
transparent. In particular, large banks are more likely to be taken over by foreign 
credit institutions if merger control is more transparent. This supports the 
hypothesis that politicians and supervisors block cross-border M&A to protect 
local credit institutions from foreign investors. Domestic M&A are, in contrast, 
not affected.  

2 Motives and Barriers to Consolidation in the EU 
Banking Sector 

M&A are undertaken for motives that can broadly be distinguished into value-
maximizing and non-value maximizing ones. Managers may engage in 
takeovers that are not driven by value maximization if they derive utility from 
empire building. Takeovers can then be viewed as a manifestation of the 
potential conflict of interest between shareholders and managers. In line with 
that Allen and Cebenoyan (1991) find that banks with a widely dispersed 
ownership structure and considerable power of the management are more likely 
to make acquisitions that increase size than banks that are dominated by a large 
shareholder that monitors the management. If the interests of managers and 
shareholders are aligned, M&A are undertaken to increase profits and to 
maximize shareholder value. One way is to generate economies of scale and 
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scope from takeovers (Berger et al., 2000). Despite the potential to generate cost 
synergies cross-border consolidation is limited in the EU banking sector. The 
number of cross-border M&A is particular low in Western Europe, while the 
cross-border dimension is more important in Central and Eastern Europe. Berger 
et al. (2001) explain the absence of cross-border M&A in the banking sector 
with the existence of barriers that reduce the efficiency gains that can be 
generated from consolidation. Examples for efficiency barriers are differences in 
the regulation and supervision of banks. Since foreign banks have to comply 
with regulations at home and abroad, domestic banks have cost advantages 
because complying with two different sets of regulations imposes additional 
costs on foreign banks. Differences in regulations also limit the degree to which 
products can be standardized across borders. This has recently been confirmed 
by a survey of the EU Commission (2005a). The survey indicates that 
differences in product regulation and consumer protection are an important 
barrier to cross-border consolidation in the EU financial sector. This makes 
cross-border takeovers less attractive relative to domestic M&A, since cost 
synergies are a key driver for consolidation in the financial sector (Berger et al., 
2004).  

Takeovers may also lead to X-efficiency gains. X-efficiency gains arise if the 
acquiring institution is more efficient ex-ante and brings the efficiency of the 
acquired bank up to its own level (Berger et al., 2000). Owing to cultural 
diversity, different languages and corporate cultures they are likely to be limited 
in cross-border M&A. Cross-border acquisitions may also be less attractive as 
compared to domestic M&A due to problems in monitoring managers at 
distance (Buch and De Long, 2003 and Buch, 2005; Berger et al., 2004). This is 
consistent with Buch and DeLong (2004). They explain the relative absence of 
cross-border deals in the banking sector by regulatory barriers and information 
costs related to distance and cultural factors. The empirical literature on the 
efficiency effects of M&A in the banking sector suggests that efficiency barriers 
exist. Beitel and Schierenbeck (2006), for example, find that the changes of the 
combined value of the bidder and target are zero or even negative in case of 
cross-border M&A, while the values of the combined institution is positive for 
domestic takeovers. Studies that compare the efficiency of foreign and domestic 
banks do not find much evidence for efficiency gains through cross-border 
M&A either. Vander Vennet (1996), for instance, concludes that foreign banks 
in Europe had about the same cost efficiency as domestic credit institutions, 
while Bonin et al. (2005) find that foreign banks are more cost efficient than 
domestic banks in Central and Eastern Europe. This indicates that foreign banks 
have advantages over local credit institutions in developing countries (Berger, 
2007). In contrast, the research for developed countries suggests that foreign 
banks are less efficient than local institutions in industrial countries (Berger, 
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2007). Since efficiency gains are a key driver for consolidation in the banking 
sector, cross-border consolidation is likely to be limited in Western Europe as 
long as efficiency barriers exist that offset most of the potential efficiency gains 
from takeovers. 

Banks are also taken over to increase market share and to get access to foreign 
banking markets. The latter may be particularly relevant for banks that have a 
large market share in their home country and are restricted in acquiring local 
banks for antitrust concerns. Furthermore, cross-border M&A are considered the 
most effective way to enter foreign retail-banking markets (Cabral et al., 2002). 
This is consistent with the literature that analyzes foreign bank expansion. It 
usually finds that subsidiaries are the dominant entry mode for banks that 
operate with local clients, while branches are more often chosen to provide 
financial services to local clients when they operate abroad (Foccarelli and 
Pozzolo, 2005 and Cerutti et al., 2007). Subsidiaries are usually established via 
the acquisition of local banks. In particular, banks with a large branch network 
and a large market share are attractive targets. Despite the benefits of taking 
over such banks, large cross-border deals are limited in Western Europe. Banks 
mainly enter these countries via branches or via the acquisition of small credit 
institutions. In the EU banking sector, market entry via branches is easier than 
via subsidiaries, since branches do not need prior approval by the supervisor in 
the host country. The acquisition of small banks, in turn, is less likely to be 
blocked if politicians and supervisors only want the largest banks in domestic 
hands.  

The role of politicians and supervisors in cross-border consolidation in the EU 
banking sector is emphasized by Boot (1999). He argues that central banks, 
ministries of finance and domestic banks operate in close concert to block cross-
border and to promote domestic M&A. For Berger (2007) implicit government 
barriers are one of the main reasons for the small market share of foreign banks 
in Western Europe relative to Central and Eastern Europe. These include 
delaying or denying cross-border takeovers and encouraging domestic banks to 
merge with each other to become larger and more difficult to acquire (Berger, 
2007). This was demonstrated in Italy in 2005 in case of the acquisition of 
Banca Antonveneta (BA) and Banca Nazionale de Lavoro (BNL) by the Dutch 
ABN Amro and the Spanish Banco Bilbao Vizcaya Argentaria (BBVA). Both 
deals were blocked by the Bank of Italy. Although the acquisition of BA was 
finally approved, the merger review process considerably delayed the deal and 
increased uncertainty and risk for ABN Amro. The second deal, however, failed 
after BBVA withdrew its takeover bid in response to a counterbid by the Italian 
insurer Unipol. Because it became later public that both deals were not blocked 
for prudential reasons, but to protect local banks from foreign investors, the EU 
Commission brought actions against Italy for infringement of the principle of 
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the free movement of capital and the freedom of establishment. Furthermore, the 
Commission complained that the merger review process of the Bank of Italy 
creates legal uncertainty and lacks transparency. This may lead to a situation in 
which the supervisor can block M&A based on opaque concerns (European 
Commission, 2005b).  

Berger (2007) mentions further explicit and implicit government barriers to 
consolidation. Examples for explicit government barriers are restrictions on 
capital flows and foreign ownership. Since many explicit barriers have been 
lowered over time, implicit barriers may be more important to cross-border 
consolidation in the EU banking sector at present (Berger, 2007). In contrast to 
explicit barriers, they do not single out foreign banks in a formal way. Implicit 
barriers arise not only from the actions of politicians and supervisors to block 
cross-border M&A during merger control, but also from differences in the rules 
and regulations that govern banks and their market environment (Berger, 2007). 
Another implicit government barrier to cross-border consolidation is direct 
ownership and subsidy of banks by the state (Berger, 2007). Banks that are 
subsidized often have mandates to make loans at below-market rates to targeted 
customers like specific firms, industries or regions. State-owned banks may also 
have lower credit standards than private banks. In some countries, state banks 
also have a large market share. Together this may crowd out private banks and 
make foreign bank entry and cross-border acquisitions less attractive (Berger, 
2007). 

To identify the motives for and the barriers to consolidation, several empirical 
studies have analyzed the determinants of domestic and cross-border M&A in 
the banking sector. Foccarelli and Pozzolo (2001) focus on the acquirer. They 
find that large and efficient banks are more likely to be the acquirer in cross-
border takeovers in the OECD. Banks with a larger share of non-interest income 
are also more likely to engage in cross-border acquisitions. This is consistent 
with the hypothesis that efficient banks are more likely to overcome efficiency 
barriers and to generate a sufficient return on investment from takeovers. 
Pasiouras et al. (2007) focus on acquirer and targets in 15 EU countries. Their 
results indicate that targets are larger in size, less capitalized, less liquid and less 
efficient compared to banks that were not involved in M&A. This is consistent 
with Hernando et al. (2009). They distinguish between cross-border and 
domestic M&A and find that poorly managed banks are more likely to be 
acquired in the EU. Large banks are also more likely to be taken over in case of 
domestic M&A. Banks operating in more concentrated markets are, in contrast, 
less likely to be acquired by domestic banks, but are more likely to be taken over 
by banks from other countries. This suggests that the likelihood that a bank is 
taken over not only depends on the characteristics of the bank, but also on the 
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characteristics of the country where the bank is located. The effect of these 
characteristics may, furthermore, differ for domestic and cross-border takeovers. 

This paper contributes to the existing literature on the determinants of M&A in 
the banking sector by concentrating on explicit and implicit government barriers 
consolidation. First of all, I analyze whether explicit government barriers like 
restrictions on banking activities and international capital flows reduce the 
likelihood that a bank is taken over. Second, I examine whether merger control 
is an implicit barrier to consolidation. As demonstrated in Italy in 2005, 
supervisors and politicians have considerable scope to block cross-border 
takeovers if the merger review process lacks transparency. The aim of this paper 
is to find out whether merger control is not only a barrier to cross-border 
consolidation in Italy, but whether it constitutes a systematic barrier to M&A in 
the EU banking sector.  

3 Empirical Model 
To find out which banks are more likely to be taken over, I estimate a logistic 
model: 

exp( )
(1 exp( ))

j
jt

j

X
P

X
β
β

=
+

 

where  is the probability that bank j is taken over in period t. X is a matrix of 
bank- and country-specific variables that are relevant for a bank becoming a 
target.

jtP

β  is the vector of coefficients.  

Problematic is that the effect of the explanatory variables may differ for 
domestic and cross-border M&A. Banks may, for example, by less likely to be 
acquired by foreign banks if supervisors and politicians block cross-border 
takeovers. Domestic M&A may, in contrast, be more likely if politicians 
promote mergers among local credit institutions to make them larger and more 
difficult to acquire. Hence, I additionally estimate a multinomial logit model that 
allows multiple choices. The probability that a bank is taken over is then 
described as follows: 
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jt

DP  and  is the probability that a bank is taken over by a domestic and 
a foreign bank, respectively. 

jt

CBP
Dβ  and CBβ  are the vector of coefficients. The 

effect of the explanatory variables is, hence, allowed to differ for domestic and 
cross-border M&A.   

4 Data  
The dataset includes data on banks and M&A in the EU banking sector for the 
period between 1997 and 2005. The countries included are Austria, Belgium, the 
Czech Republic, Cyprus, Denmark, Estonia, Finland, France, Germany, Greece, 
Hungary, Italy, Ireland, Latvia, Lithuania, the Netherlands, Poland, Portugal, the 
Slovak Republic, Slovenia, Sweden and the United Kingdom. Information on 
M&A comes from Zephyr (2008). Balance-sheet data is taken from the 
BankScope (2008). I use consolidated balance sheets whenever possible and 
focus on commercial banks.  

The geographical distribution of banks and deals is reported in Table 1. The 
dataset includes 1,407 banks. The largest number of banks is located in 
Germany (256), France (246), Italy (158) and the United Kingdom (153). All 
other countries have fewer than 100 banks. The dataset comprises 150 deals of 
which 77 were domestic and 73 cross-border. Table 1 indicates that there are 
differences in takeover activity across countries. While domestic takeovers 
outnumber cross-border M&A in most Western European countries, cross-
border deals are more important in Central and Eastern Europe. Cross-border 
consolidation is more advanced in Central and Eastern European countries, 
because many countries from this region suffered from banking crises in the 
1990s and allowed failed banks to be taken over by foreign credit institutions 
(Hernando et al., 2009). The privatization of state-owned banks has further 
increased the level of cross-border consolidation in Central and Eastern Europe. 
Both suggest that these countries have reduced barriers to the entry of foreign 
banks (Berger, 2007). The distribution of deals across years is reported in Table 
2. Table 2 indicates that cross-border M&A were particularly important in 2005.  

5 Determinants of M&A in the EU Banking Sector 

5.1 Bank Characteristics  
To find out which banks are more likely to be taken over, I include total bank 
assets (SIZE), the return-on-assets (ROA), the ratio of net-interest revenue to 
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APITAL) 

all variables are winsorized at the 1- 

ncy enhancement. They may also be more risky if the source of the 

ce the potential to generate cost synergies from takeovers and 

anking markets are not easily conquerable from distance, the 

total revenue (NIREV), the ratio of total equity to total bank assets (C
and the ratio of liquid assets to customer and short-term funding (LIQUID) in 
the regression model. To eliminate outliers, 
and 99-percent level. For a list of variables used in the regression analysis see 
Table 3. 

ROA - The return-on-assets controls for the motive to generate X-efficiency 
gains from takeovers. Since X-efficiency gains are more likely to be achieved if 
the target is inefficient, I expect that banks with a low ROA are more likely to 
be acquired. Underperforming banks may not only offer greater opportunities 
for efficie
underperformance is a high level of bad loans. In such a case, a domestic 
acquirer may be in a better position to reduce the amount of bad loans and to 
improve performance than a foreign acquirer. This suggests that efficiency 
enhancement should a priori be more relevant for domestic than for cross-
border M&A.  

SIZE - The logarithm of total bank assets measures the size of the bank. SIZE 
controls for the motive to generate economies of scale and scope. Since 
economies of scale and scope increase with bank size, large banks are more 
attractive targets. However, organizational complexity also increases with SIZE. 
This may redu
lower the probability that a large bank is taken over. The acquisition of large 
banks may also be more likely to raise problems with the antitrust authority. 
This should be particularly relevant for domestic M&A, since foreign credit 
institutions usually do not have any or only a small market share in the host 
country. This suggests that the effect of SIZE may differ for domestic and cross-
border M&A. 

NIREV - To control for the business model of a bank, I use the ratio of net-
interest revenue to total revenue. A large proportion of interest income indicates 
that a bank is more active in retail-banking. This may be relevant for banks that 
take over foreign banks to get access to local retail-banking markets. Since 
foreign retail-b
most effective way to get access to such markets seems to be the merger with or 
the acquisition of an existing local credit institution (Cabral et al., 2002). Retail-
banking has become more attractive because it provides a more stable source of 
income than investment banking. Retail-banks also face lower refinancing costs, 
since refinancing via deposits is cheaper than via interbank borrowing. Both has  
become visible in the recent crisis. However, retail-banking is often regarded as 
more costly in terms of the required branch network and staff (Demirgüc-Kunt 
and Huizinga, 2000). Non-interest-earning activities are also often considered as 
having a larger growth potential than interest-earning activities. For this reason, 
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ers his 
knowledge on risk diversification on the target. However, a high level of capital 

e, a low level of liquidity should raise the likelihood that a bank is 
taken over. On the other hand, a high level of liquidity may indicate a lack of 

 consistent with the hypothesis that banks are acquired to obtain 
market power and to generate economies of scale and scope. Measured by the 

NIREV is often regarded as measuring bank inefficiency as well (Foccarelli and 
Pozzolo, 2001). Banks with a larger proportion of net-interest revenue to total 
revenue may, hence, not only have a stronger focus on retail-banking activities, 
but may also be less efficient. Both suggest that credit institutions with a larger 
proportion of net-interest revenue to total revenue are more likely to be 
acquired. Since market access is more important for foreign than for domestic 
banks, NIREV should a priori be more relevant for cross-border M&A.  

CAPITAL - To control for bank capital, I include the ratio of total equity to total 
bank assets. The effect of CAPITAL is not clear a priori. On the one hand, a 
higher level of capital may raise the probability that a bank is acquired if highly 
capitalized banks are less diversified. Such banks are attractive for acquirers that 
are more diversified, since the acquirer can free capital if he transf

may also indicate better management skills. This may reduce the likelihood that 
a bank is acquired, since X-efficiency gains are expected to be smaller. 
Moreover, Hannan and Pilloff (2006) point out that acquirers prefer highly 
leveraged (low capitalized) targets because it enables them to maximize the 
magnitude of post-merger performance gains relative to the cost of achieving 
those gains.   

LIQUID - The ratio of liquid assets to customer and short-term funding is 
included to find out whether liquidity affects that likelihood that a bank is taken 
over. The effect of LIQUID is not clear a priori. On the one hand, banks are 
more likely to be acquired if they are close to illiquidity and need external 
support. Henc

investment opportunities and managerial inefficiency. This should make banks 
more attractive to potential investors and increase the likelihood that a bank is 
acquired. 

Table 4 present summary statistics for the bank-specific variables. T-tests on the 
sample mean are reported in Table 5 and piecewise correlation coefficients in 
Table 6. The numbers are broadly consistent with the hypotheses put forward. 
Large banks (SIZE) are more likely to be taken over than small credit 
institutions

cost-income ratio (CIR) and the return-on-assets (ROA) targets are also less 
efficient than banks that were not acquired. This supports the hypothesis that 
banks tend to take over less efficient credit institutions to generate X-efficiency 
gains from better management and organization. Particularly domestic M&A 
seem to be driven by the motive to improve X-efficiency. Banks that were not 
taken over are, in contrast, significantly better capitalized (CAPITAL) and more 
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y environment in the country where the 
potential target is located. Berger et al. (2004), for example, show that banks are 

l. 

limited by government ownership and subsidy of banks by the state (Berger, 

liquid (LIQUID) consistent with the hypothesis that less capitalized and less 
liquid banks are more likely to be acquired. The proportion of net interest 
revenue to total revenue (NIREV), in contrast, is significantly higher for targets 
than for banks that were not acquired. This indicates that targets are more active 
in retail-banking. In particular, cross-border targets derive a large proportion of 
their income from interest-earning activities. This supports the hypothesis that 
foreign banks take over domestic credit institutions to get access to local retail-
banking markets.  

5.2 Explicit and Implicit Government Barriers to Consolidation 
The likelihood that a bank is taken over may also depend on the extent of 
explicit and implicit government barriers to consolidation (Berger, 2007). Such 
barriers arise from the legal and regulator

more likely to take over foreign banks if regulatory restrictions on financial 
activities are low and supervisory authorities more reliable. Pasiouras et a
(2007) find that the level of banking regulations affects the decision of a bank to 
acquire a credit institution in the EU-25 as well. In particular, more stringent 
capital and disclosure requirements raise the likelihood that a bank is acquired. 
This is consistent with Buch and DeLong (2004). They find that financial 
institutions appreciate strict regulatory standards and do not engage in regulatory 
arbitrage. Their overall results, however, suggest that banking regulation and 
supervision only plays a relatively modest role in explaining cross-border M&A.  

More relevant may be whether capital flows and ownership are restricted. To 
find out whether such explicit government barriers limit consolidation in the EU 
banking market, I include an Index on Investment Freedom (INVFREE). The 
likelihood that a bank is taken over may also depend on whether banks are 
restricted in their business activities. Cross-border consolidation may also be 

2007). To find out whether government ownership and restrictions on financial 
activities reduce the probability that a bank is taken over, I use an Index on 
Financial Freedom (FINFREE). Both indices are from the Heritage Foundation 
(2008). Since a larger value for FINFREE and INVFREE indicates fewer 
restrictions on capital flows and greater financial freedom, I expect that both 
indices are positively related with the likelihood that a bank is taken over. In 
particular, cross-border M&A should be more likely if investment and financial 
freedom is high.  

Consolidation may also be limited by merger control if supervisors block certain 
takeovers during the merger review process to protect local credit institutions. 
This was demonstrated in Italy in 2005 in case of Banca Antonveneta (BA) and 
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rs are one of the main reasons for the small market share of 
foreign banks in Western Europe relative to Central and Eastern Europe. To find 

e to put pressure on the supervisor to block cross-border M&A if the 
supervisory authority is more independent. Hence, it should be easier for foreign 

f merger control lacks transparency. This is emphasized by the EU 
Commission (2005b). The Commission argues that the supervisor has more 

f the bank sector (DBAGDP), the level of stock market 
capitalization (STKMCAP) and the degree of banking market concentration 
(C3).  

Banca Nazionale de Lavoro (BNL). For Berger (2007), such implicit 
government barrie

out whether merger control constitutes an implicit barrier to consolidation, I 
include the Independence of the Supervisory Authority Index 
(INDEPENDENCE) and the Transparency of Merger Control Index 
(TRANSPARENCY). Both indices are taken from Köhler (2007). Summary 
statistics for INDEPENDENCE and TRANSPARENCY are presented in Table 
7. 

INDEPENDENCE - The Independence of the Supervisory Authority Index 
measures the degree of independence of the supervisory authorities in the EU 
banking sector. The index ranges from zero to two with higher values indicating 
that the supervisor is more independent. I assume that politicians should be less 
abl

credit institutions to take over domestic banks if the supervisor is more 
independent. Domestic M&A may, in contrast, be less likely. This suggests that 
the effect of INDEPENDENCE may differ for domestic and cross-border 
takeovers. 

TRANSPARENCY - The Transparency of Merger Control Index measures the 
degree of transparency of the merger review process in the EU banking sector. 
The index ranges from zero to one with higher values indicating a greater degree 
of transparency. I assume that regulators have more scope to block certain 
takeovers i

scope to block certain takeovers in the banking sector if merger control lacks 
transparency. This suggests that it should be easier for foreign banks to take over 
a domestic bank if merger control is more transparent. If politicians promote 
mergers among local banks, domestic M&A may, in contrast, be less likely. This 
suggests that the effect of TRANSPARENCY may differ for domestic and 
cross-border M&A.  

5.3 Other Country Characteristics 
To find out whether the likelihood that a bank is taken over depends on other 
country characteristics as well, I include the ratio of aggregate imports to GDP 
(IMGDP), the size o
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ports to GDP measures the degree of 

n use branches as main entry mode, while 

ountry more attractive for cross-border 

should reduce the risk of loan default 

IMGDP – The ratio of ratio of aggregate im
trade openness of a country. IMGDP should be relevant for banks that want to 
provide trade-related services to local clients when they operate abroad (Heinkel 
and Levi, 1992, Ter Wengel, 1995 and Yamori, 1998). Banks located in 
countries that are more open to trade should, hence, be more likely to be taken 
over. However, the empirical evidence suggest that banks that pursue a follow-
your-customer strategy ofte
subsidiaries are more often chosen in order to operate with local clients 
(Foccarelli and Pozzolo, 2005 and Cerutti et al., 2007). The follow-your-
customer strategy may, thus, not be the dominant motivation behind cross-
border M&A. IMGDP may also matter for domestic banks if they provide 
services to foreign customers. However, a priori IMGDP should be more 
relevant for cross-border M&A. 

DBAGDP – The size of the banking sector is measured by the ratio of total 
banking sector assets to GDP. The effect of DBAGDP on the probability that a 
bank is taken over is not clear a priori. On the one hand, a larger banking sector 
may raise the probability that a bank is taken, since a larger banking market 
offers greater opportunities to generate economies of scale and scope (Buch and 
DeLong, 2004). A large banking sector also offers a larger market potential than 
a small banking market. This makes a c
takeovers. Greater expansion opportunities may, furthermore, reduce the need of 
local institutions to expand abroad. This should make domestic M&A more 
likely. On the other hand, a larger banking sector may reduce the likelihood that 
a bank is acquired if larger and more developed banking markets are less 
profitable (Buch and DeLong, 2004 and Demirgüc-Kunt and Huizinga, 1999 and 
2000). 

STKMCAP – The ratio of stock market capitalization to GDP measures the size 
of the stock market. The effect of STKMCAP on the probability that a bank is 
acquired is ambigious. On the one hand, a higher level of stock market 
capitalization may reduce the probability that a bank is taken over, since 
competition is greater in larger and more developed financial systems 
(Demirgüc-Kunt and Huizinga, 2000). However, a larger stock market may 
allow firms to be better capitalized. This 
(Demirgüc-Kunt and Huizinga, 2000). Furthermore, at a higher level of stock 
market capitalization, more information on publicly traded firms is available. 
This enables banks to better evaluate credit risk (Demirgüc-Kunt and Huizinga, 
2000). This should increase profits and raise the likelihood that a bank is taken 
over. 

C3 – The level of banking market concentration is measured by the market share 
of the three largest banks. The effect of C3 is not clear a priori (Hannan and 
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rger reduces the level of banking market competition. Cross-border M&A 
are less likely to be challenged for antitrust concerns, because a foreign acquirer 

stic consolidation. For a list of the variables used in the 
regression analysis see Table 3. 

 together in the same regression. This model 
constitutes my baseline. In the next step, I add one legal and regulatory variable 

r to the baseline model. Finally, I estimate a model with all 
iables together in a single regression. The results of the logit 

 Table 8. To account for time-fixed effects, I use time 
ression coefficients reported are to be interpreted as 

motive to generate efficiency gains from economies of scale and scope and 

Rhoades, 1987 and Hannan and Pilloff, 2006). On the one hand, a high level of 
banking market concentration may raise the probability that a bank is taken over 
by a domestic bank, since market power can be enhanced by the acquisition. On 
the other hand, domestic M&A may be less likely if antitrust authorities fear that 
the me

likely has only a small or no market share in the target’s domestic market. 
Cross-border M&A may also be more likely if concentrated banking markets are 
more profitable owing to less competition between local banks. This suggests 
that C3 may affect domestic and cross-border takeovers in the EU banking 
sector differently. 

Finally, I include a dummy variable which is set equal to one for countries that 
are members of the European Monetary Union (EMU) and zero otherwise. EMU 
membership may increase the probability that a bank is taken over by a bank 
from another EMU country, since a common currency eliminates exchange-rate 
risks. This should facilitate cross-border consolidation in the euro area. If banks 
are afraid of being taken over by foreign banks, EMU may also raise the 
pressure for dome

6 Results 

6.1 Logit Regression 
The regression analysis proceeds in different steps. First, I include the bank-
specific and the country-specific variables separately in the regression. Then 
both types of variables are put

after the othe
regulatory var
regressions are reported in
dummy variables. The reg
affecting the odds ratio with respect to the baseline case and not as marginal 
probability. 

The results are in line with the hypotheses put forward. Consistent with 
Pasiouras et al. (2007), I find that large banks are more likely to be taken over as 
indicated by the significant and positive coefficient for SIZE. Less efficient 
banks are also more likely to be acquired. ROA is significant and has a negative 
sign. This suggests that takeovers in the EU banking sector are driven by the 
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ratio (CIR). CIR is significant and negative indicating that banks 
with a lower level of cost-efficiency are more likely to be taken over. NIREV is 

nks are less likely to be taken over if a bank is 
located in a country with more competitive financial sector. The degree of 

parent. The degree of independence of the 
supervisory authority, in contrast, does not matter. INDEPENDENCE is 

ionally estimate a multinomial logit model that allows multiple 
choices. 

The results of the multinomial logit regressions are reported in Table 9. They 
confirm the results of the logistic regressions. SIZE increases the probability that 

higher X-efficiency. To test the robustness of the result, I replace ROA by the 
cost-income 

significant as well. The positive coefficient suggests that banks with stronger 
focus on retail-banking activities are more likely to be acquired. The degree of 
liquidity and the level of capitalization, in contrast, do not matter. Both LIQUID 
and CAPITAL are insignificant.  

The probability that a bank is taken over also depends on the characteristics of 
the country where it is located. I find that banks from countries with a larger 
stock market (STKMCAP) and a larger banking sector (DBAGDP) are less 
likely to be taken over. This is consistent with Buch and DeLong (2004), 
Pasiouras et al. (2007) and Pozzolo (2009). Demirgüc-Kunt and Huizinga (1999) 
offer an explanation. They argue that profit opportunities are lower in countries 
with a larger and more developed financial system. Since profits are one of the 
main drivers for consolidation, ba

banking market concentration (C3), in contrast, does not matter. IMGDP and 
EMU are not significant either. 

The probability that a bank is taken over also depends on the extent of explicit 
and implicit government barriers to consolidation. The results for INVFREE 
suggest that banks are more likely to be acquired if capital flows are not 
restricted. However, there is no evidence that greater financial freedom 
(FINFREE) makes takeovers more likely. The transparency of the merger 
review process also matters. TRANSPARENCY is significant and has a positive 
sign consistent with the hypothesis that banks are more likely to be acquired if 
merger control is more trans

insignificant.  

6.2 Multinomial Logit Regression 
Problematic is that the effect of the explanatory variables may differ for 
domestic and cross-border M&A. Banks may, for example, be less likely to be 
acquired by foreign banks if supervisors block cross-border M&A during merger 
control. Domestic takeovers may, in contrast, be more likely if supervisors and 
politicians promote mergers among local banks to form ‘national champions’. 
Hence, I addit
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 also more likely to be acquired. Both 

in the EU banking sector have been 

a bank is taken over. Inefficient banks are
is consistent with previous studies on domestic and cross-border M&A in the 
EU banking sector (Lanine and Vander Vennet, 2007; Pasiouras et al., 2007 and 
Hernando et al., 2009). NIREV is significant and positive for cross-border M&A 
in line with the hypothesis that banks take over foreign credit institutions to get 
access to local banking markets. As expected, NIREV is not significant for 
domestic deals. LIQUID and CAPITAL remain insignificant for both domestic 
and cross-border M&A. 

The results for the country-specific variables also differ for domestic and cross-
border M&A. I find significant differences for IMGDP. The significant and 
positive coefficient in the equation for cross-border M&A is consistent with the 
follow-your-customer strategy according to which banks expand into countries 
where customers from the home country are located in order to provide services 
related to their business. Domestic takeovers, in contrast, seem to less likely in 
countries that are more open to trade. The effect of STKMCAP and DBAGDP, 
in contrast, does not differ for domestic and cross-border M&A. Both variables 
are significant and reduce the likelihood that a bank is taken over. As in case of 
the logit regressions, the degree of banking market concentration (C3) and EMU 
are not significant.  

The effect of INVFREE differs for domestic and cross-border takeovers. While 
domestic takeovers are not affected by restrictions on international capital flows, 
cross-border M&A are. The positive and significant coefficient for FINFREE in 
the equation for cross-border M&A suggest that banks are more likely to be 
taken over by foreign banks if international capital flows are not restricted. 
However, if I include FINFREE, INDEPENDENCE and TRANSPARENCY as 
additional explanatory variables, INVFREE becomes insignificant. FINFREE is 
not significant either. The results, hence, do provide strong evidence that explicit 
government barriers like restrictions on capital flows and financial activity limit 
consolidation in the EU banking sector. This might have been expected, since 
many explicit barriers to consolidation 
lowered over time through regulatory harmonization and liberalization (Berger, 
2007).  

6.3 Merger Control as Barrier to Consolidation in the EU 
Banking Sector 

The logit regressions indicate that banks in the EU are more likely to be 
acquired if the merger review process is more transparent. To find whether the 
effect differs for domestic and cross-border takeovers, I next include 
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As expected, the results differ for domestic and cross-border M&A. While 

 positive coefficient indicates that banks are less likely 

e merger review process not only restricts cross-border 
consolidation in Italy, but that it constitutes a systematic barrier to cross-border 

s-border takeovers. The coefficients, however, suggest that 
the effect of TRANSPARENCY is significantly higher for large than for small 

INDEPENDENCE and TRANSPARENCY. The results are reported in columns 
6 to 9 of Table 9.  

INDEPENDENCE remains insignificant for domestic and cross-border 
takeovers, TRANSPARENCY is significant for cross-border, but insignificant 
for domestic M&A. The
to be taken over by a foreign credit institution if merger control lacks 
transparency. In this case, supervisors have more scope to block cross-border 
takeovers. This was demonstrated in Italy in 2005 in the case of Banca 
Antonveneta and Banca Nazionale de Lavoro. The results indicate that a lack of 
transparency of th

takeovers in the EU banking sector. This is in line with a survey of the EU 
Commission (2005a). The survey identifies the merger review process, the 
misuse of supervisory powers and political interference as important barriers to 
cross-border consolidation in the EU financial sector. Particularly large banks 
with previous experience in M&A regard them as important barrier to cross-
border consolidation. This is consistent with recent comments of the French 
government that it would protect Société Générale from being acquired by a 
foreign bank. Société Générale is the second largest bank in France. The results 
are also in line with Boot (1999). He argues that the political dimension of bank 
mergers is particularly important if politicians want to protect national flagships. 
This suggests that cross-border acquisitions of large banks are more likely to be 
blocked in the EU banking sector than the acquisition of small banks by foreign 
credit institutions.  

To test this hypothesis, I create three dummy variables each representing a 
different bank size. Banks are considered as small if their assets are below the 
25-percentile (SMALL), medium-sized if their assets lie within the 25- and 75-
percentile (MEDIUM) and large if their assets exceed the 75-percentile 
(LARGE). Since I multiply these dummies with the TRANSPARENCY, each 
coefficient measures the effect of TRANSPARENCY for a different bank size. 
The results of the regressions with the interaction terms are presented in Table 
10. The interaction terms turn out to be insignificant for domestic, but 
significant for cros

and medium-sized banks. This supports the hypothesis that particularly cross-
border acquisitions of large banks are more likely to be blocked if merger 
control lacks transparency.  
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s located in Central and Eastern Europe. Third, I 
include a set of country dummies. Country dummies control for omitted 

ver time and that are specific to each country. 

particularly low in the larger Western European countries, 
cross-border M&A are more frequent in Central and Eastern European countries 

. The motivation of this paper was to find out whether these 

7 Robustness Checks 
To check the robustness of the regression results, I perform several robustness 
tests. First, to control for the fact that many Central and Eastern European 
countries opened their banking sectors to foreign investors during their 
transformation to a market-based economy and in response to privatization, I 
include a dummy variable which is equal to one for countries that are located in 
Central and Eastern Europe (CEEC) and zero otherwise. Second, I estimate the 
model only for the countrie

variables that do not vary o
Examples for such time-invariant determinants of takeovers are culture or 
language. Country dummies also control for the attitude of the government 
toward foreign investment in the banking sector as long as it does not change 
over time. Fourth, to test the robustness of the multinomial logit regressions, I 
run separate logit regressions for domestic and cross-border M&A. Furthermore, 
I re-estimate my model using multinomial probit instead of multinomial logit 
regression. The results, however, do not change. TRANSPARENCY is 
significant and positive for cross-border, but not significant for domestic M&A. 
INDEPENDENCE remains insignificant. The results are not reported for the 
sake of brevity.   

8 Conclusions 
Although the EU has removed barriers to cross-border banking through the 
harmonization of regulations and liberalization, the number of cross-border 
mergers and acquisitions (M&A) in the EU banking sector is still small 
compared to cross-border M&A in other sectors (European Commission, 
2005a). There are, however, large differences in the importance of the cross-
border dimension in EU banking markets. While the level of cross-border 
consolidation is 

(Cabral et. al., 2002)
differences can be explained by explicit and implicit government barriers to 
consolidation.  

The paper shows that cross-border consolidation in the EU banking sector is 
mainly limited by implicit government barriers. Implicit barriers arise from 
merger control if politicians and supervisors block cross-border takeovers during 
the merger review process for opaque concerns. In particular, large banks are 
less likely to be taken over by foreign credit institutions if merger control lacks 
transparency. For this reason, the recent effort of the EU Commission to 
increase the transparency of the merger review process is an important step to 
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on in Europe. Explicit barriers like, for example, restrictions on 
capital flows and financial activities, in contrast, do not seem to matter. Such 

rocess leads to a positive reaction of bank stocks. Stock market 
reactions are particularly strong if merger control is more transparent and the 

 relative disadvantages of foreign banks in 
Western Europe. Since efficiency gains are a key driver for consolidation in the 

lower implicit barriers to consolidation and to increase the degree of banking 
market integrati

barriers have been lowered over time by liberalization and regulatory 
harmonization. 

The results have implications for efficiency in the EU banking sector. Since 
government intervention is usually not driven by efficiency considerations, a 
greater degree of transparency of the merger review process should not only 
make cross-border takeovers more likely, but also improve efficiency and boost 
bank valuation. This corresponds to Carletti et al. (2007). They analyze whether 
changes in merger control legislation toward a greater focus on competition 
instead of financial soundness affect stock-prices in the EU banking sector. 
Their results suggest that a stronger focus on competition and efficiency in the 
merger review p

authority in charge more independent. Both reduces the discretion of the 
regulatory process and enhances the efficiency of envisioned M&A in the EU 
banking sector (Carletti et al., 2007). 

Furthermore, the regression results suggest that consolidation in the EU banking 
sector is driven by the desire to generate economies of scale and scope. X-
efficiency gains through better management techniques and organization 
influence the decision to take over another credit institution as well. Efficiency 
gains are usually found to be easier to achieve in developing countries in which 
foreign banks have relative advantages over local banks. In developed countries, 
in contrast, foreign banks are less efficient than local institutions (Berger, 2007). 
This suggests that the efficiency gains generated from cross-border takeovers 
may not be sufficient to outweigh the

banking sector, cross-border consolidation is, hence, likely to be limited in 
Western Europe as long as efficiency barriers exist that offset most of the 
potential efficiency gains from takeovers. This indicates that the small number 
of cross-border M&A in Western Europe relative to Central and Eastern Europe 
is primarily the result of a combination of net comparative disadvantages of 
foreign banks in these countries and relatively high implicit barriers to 
consolidation.  

 



 

 19

A. S. Cebenoyan (1991), Bank Acquisitions and Ownership 
Structure: Theory and Evidence, Journal of Banking and Finance, Vol. 
15(2), pp. 425-458. 

Bankscope (2008), Bankscope Database, provided by Bureau van Dijk. 
Beitel, P. and D. Schierenbeck (2006), Value Creation by Domestic and Cross-

Border M&A Transactions in the European Banking Market, ICFAI 
Journal of Mergers & Acquisitions, Vol. 3(3), pp. 7-29. 

Berger, A. N., R. DeYoung, H. Genay and G.F. Udell (2000), Globalization of 
Financial Institutions: Evidence from Cross-Border Banking 
Performance, in: R. E. Litan and A. M. Santomero (eds.), Brookings 
Wharton Papers on Financial Services. 

Berger, A. N., R. DeYoung and G.F. Udell (2001), Efficiency Barriers to the 
Consolidation of the European Financial Services Industry, European 
Financial Management, Vol. 7 (1), pp. 117-130. 

Berger, A. N., C. M. Buch, G. DeLong and R. DeYoung (2004), Exporting 
Financial Institutions Management via Foreign Direct Investment 
Mergers and Acquisitions, Journal of International Money and Finance, 
Vol. 23, pp. 333-366. 

Berger, A. N. (2007), Obstacles to a Global Banking System: “Old Europe” 
versus “New Europe”, Journal of Banking and Finance, Vol. 31, pp. 
1955-1973. 

Bonin, J. P., I. Hasan and P. Wachtel (2005), Bank Performance, Efficiency and 
Ownership in Transition Countries, Journal of Banking and Finance, 
Vol. 29, pp. 31-53. 

Boot, A. W. A. (1999), European Lessons on Consolidation in Banking, Journal 
of Banking and Finance, Vol. 23 (2), pp. 609-613.  

Buch, C. M. and G. DeLong (2003), Information or Regulation: What Drives the 
International Activities of Commercial Banks?, Journal of Money, 
Credit and Banking, Vol. 35(6), pp. 851-869. 

Buch, C. M. (2005), Distance and International Banking, Review of 
International Economics, Vol. 13(4), pp. 787-804. 

Buch, C. M. and G. DeLong (2004), Cross-border Bank Mergers - What Lures 
the Rare Animal?, Journal of Banking and Finance, Vol. 28(9), pp. 
2077-2102. 

References 

Allen, L. and 



 

 20

ierck and J. Vesala, (2002), Banking Integration in the Euro 
No. 6, European Central Bank, 

Frankfurt. 

pean Central Bank, Frankfurt. 
anks Go 

Commi
ing Document, 

Commi

nks, Press Release, IP/05/1595, 

Datastr

Demirgüc-Kunt, A. and H. Huizinga (2000), Financial Structure and Bank 

Foccare
dings in OECD countries, Journal of Banking and Finance, 

Foccare
 Business, Vol. 78(6), pp. 2345-2464. 

 and Statistics, Vol. 

Hannan
 Federal Reserve System, 

Heinke nternational Banking, 

Heritag

Cabral, I., F. D
Area,  Occasional Paper Series, 

Carletti, E., P. Hartmann and S. Ongena (2007), The Economic Impact of 
Merger Control – What is Special About Banking?, ECB Working Paper 
Series No. 786, Euro

Cerutti, E., G. Dell’Aricca and M. S. M. Peria (2007), How Do B
Abroad, Journal of Banking and Finance, Vol. 31(6), pp. 1669-1692. 
ssion of the European Communities (2005a), Cross-border Consolidation 
in the EU financial sector, Commission Staff Work
Brussels. 
ssion of the European Communities (2005b), Free movement of capital: 
Commission opens an infringement procedure against Italy on the issue 
of acquisition of stakes in domestic ba
Brussels. 
eam (2008), Database provided by Thomson Reuters. 

Demirgüc-Kunt, A. and H. Huizinga (1999), Determinants of Commercial Bank 
Interest Margins and Profitability: Some International Evidence, World 
Bank Economic Review, Vol. 13, pp. 379-408.  

Profitability, Policy Research Working Paper Series 2430, World Bank. 
lli D. and A. F. Pozzolo (2001), The patterns of cross-border mergers 
and sharehol
Vol. 25, pp. 2305-2337. 
lli D. and A. F. Pozzolo (2005), Where Do Bank Expand Abroad? An 
Empirical Analysis, Journal of

Hannan T. and S. Rhoades (1987), Acquisition Targets and Motives: The Case 
of the Banking Industry, The Review of Economic
69(1), pp. 67-74. 
, T. and S. Pilloff (2006), Acquisition Targets and Motives in the 
Banking Industry, Board of Governors of the
FEDS Working Paper 2006-40. 
l, R. L. and M. D. Levi (1992), The Structure of I
Journal of International Money and Finance, Vol. 11, pp. 251-272. 
e Foundation (2008), Index of Economic Freedom. 



 

 21

ol. 33, pp. 1022-1032. 

Lanine, mic determinants of 

k, Bank-Specific and Market-Specific Factors, Coventry 

Pozzolo
ces, and Recent Trends, in: Alessandrini, P., M. Fratianni and 

 and Finance, pp. 

Yamori he location choice of multinational banks: The 

  

Hernando, I., M. J. Nieto and L. D. Wall (2009), Determinants of Domestic and 
cross-border acquisitions in the European Union, Journal of Banking and 
Finance, V

Köhler, M. (2007), Merger Control as Barrier to EU Banking Market 
Integration, ZEW Discussion Paper, 07-082. 
 G. and R. Vander Vennet (2007), Microecono
acquisitions of Eastern European banks by Western European banks, 
Economics of Transition, Vol. 15 (2), pp. 285-308. 

Pasiouras, F., S. Tanna and C. Gaganis (2007), What drives acquisitions in the 
EU banking industry? The Role of Bank Regulation and Supervision 
Framewor
University, Economics. Finance and Accounting Applied Research 
Working Paper Series No. 2007-3. 
, A. F. (2009), Bank Cross-Border Mergers and Acquisitions: Causes, 
Consequen
A. Zazzaro (eds.), Changing Geography of Banking
159-183. 

Ter Wengel, J. (1995), International trade in banking services, Journal of 
International Money and Finance, Vol. 14, pp. 47-64. 

Vander Vennet, R. (1996), The Effect of Mergers and Acquisitions on the 
Efficiency and Profitability of EC Credit Institutions, Journal of Banking 
and Finance, Vol. 20 (9), pp. 1531-1558. 

Worldbank (2008), Financial Structure Database. 
, N. (1998), A note on t
case of Japanese financial institutions, Journal of Banking and Finance, 
Vol. 22, pp. 109-120. 

Zephyr (2008), Zephyr Database, provided by Bureau van Dijk. 



 

 22

Table 1:

Appendix 

 Banks and Deals by Country 
 Number of  

Banks 
Number of  

M&A 
of which:  

Domestic M&A 
of which:  

Cross-Border M&A 

Austria 1 1 57 2 

Belgium 36 1 1 0 

Cyprus 18 0 0 0 

blic 27 7 1 6 

60 3 3 

Czech Repu

Denmark 0 

France 

Germany 

Greece 

Hungary 21 2 6 

Latvia 

Lithuania 

Netherlands 49 

Poland 51 10 8 2 

Slovak Rep 10 

Sweden 

United King 1 3 

77 73 

Estonia 6 11 0 11 

Finland 7 0 0 0 

246 13 7 6 

256 27 20 7 

25 3 1 2 

8 

Ireland 39 1 0 1 

Italy 158 22 21 1 

25 9 1 8 

11 5 1 4 

2 0 2 

Portugal 10 1 1 0 

ublic 21 11 1 

Slovenia 25 4 2 2 

Spain 87 4 3 1 

19 2 2 0 

dom 153 4 

Total 1,407 150 

Source: Zepyhr (2008), Bankscope (2008) 

 
 Deals by Year of Completion 

Number of  

Table 2:
of which:  of which:  

-Border M&A 
Year 

M&A Domestic M&A Cross
1997 4 1 3 

1998 3 1 2 

1999 15 10 5 

2000 20 11 9 

2001 22 14 8 

2002 26 15 11 

2003 16 7 9 

2004 15 8 7 

2005 29 10 19 

Total 150 77 73 

Source: Zepyhr (2008) 



 

Table 3: Variables 
 

SIZE Log(Total Bank Assets)   So Banksc 200urce: ope ( 8) 

ROA Return-on-Assets   Sour 2

CIR Cost-Income Ratio   Sour

CAPITAL Total Equity/T Assets   : Ba 2008) 

LIQUID Liquid Assets/Customer and Term Funding  Source: Bankscope (2008) 

NIREV Net-Interest Revenue/T ue   So ankscope (2008) 

IMGDP r o ce: Data

DBAGDP Deposit Money Ba       So nk (2008) 

STKMCAP Stock Market Capitalization/      Source: Worldbank (2008) 

C3 Market Share of the Three L est Banks     Source: Worldbank (2008) 

FINFREE Financial Freedom Index   Source: Heritage Foundation (2008) 

INVFREE Investment Freedom x       Source: Heritage Foundation (2008) 

INDEPENDEN  n e nce of Su  Authority Index  

TRANSPARENCY Transparency of Mer trol Index     Source: Köhler (2007) 

EMU Dummy Vari  a bank is located in a country that is member of the European Monetary Union  

CEEC Dummy Variable indicating whether a bank is located in Central and Eastern Europe 

SMALL  Dummy variable indicating whether a bank is small. Banks are considered as small if their assets are below the 25-percentile. 

MEDIUM Dummy variable indicating whether a bank is s entile. 

LARGE Dummy vari  a bank is small. Banks are considered as large if their assets are above the 75-percentile. 

TRANSPARENCY*SMALL Interaction term bet  INDEPENDENCE and SMALL 

TRANSPARE n ct  t  b DEPENDENCE and MEDIUM 

TRANSPARENCY*LARGE Interaction term bet DEPENDENCE and LARGE 

ce: Bankscope (

ce: Bankscope (

otal Source

 Short-

Reven

 Sour

GDP 

arg

008) 

2008) 

nkscope (

urce: B

strea

urce:

otal 

     

nk Assets/GDP  

Total Impo ts/T tal GDP m (

 Wo

2008)

rldba

 

 Inde

perv

ger

able indicating whether

CE I dep nde isory

 Con

    Source: Köhler (2007) 

mall. Banks are considered as medium-sized if their assets are above the 25-percentile, but below the 75-perc

able indicating whether

ween

een

ween
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 Table 4: Summary Statistics  
All Banks Obs. Mean Median Max. Min. Std. Dev. 

Log(Total Bank Assets) (SIZE) 5,815 13.55 13. 19.60 9.49 1.91 39 

Cost-Income Ratio (CIR) 5,724 71.33 66. 273.55 7.69 35.84 
Return-on-Assets (ROA) 5,815 0.65 0. 9.19 -9.08 1.88 

Total Equity/Total Assets (CAPITAL) 5,815 12.46 8. 88.50 1.00 12.96 
Liquid Assets/Customer and Short-Term Funding (LIQUID) 5,815 37.32 22. 271.43 0.00 45.54 
Net-Interest Revenue/Total Revenue (NIREV) 5,815 32.82 32. 92.86 -6.55 18.28 

       

Domestic and Cross-Border Targets  Obs. Mean Median Max. Min. Std. Dev. 
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Total Equity/Total Assets (CAPITAL) 150 73.30 1.00 9.69 
Liquid Assets/Customer and Short-Term Funding (LIQUID) 150 180.19 0.02 25.37 
Net-Interest Revenue/Total Revenue (NIREV) 150 78.54 -0.32 14.94 
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Return-on-Assets (ROA) 0.07 0.35 -0,81 
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Source: Own Calculations. ***/**/* indicates significance at the 1/5/10-percent level. 



 

Table 6: Correlation Analysis 

  SIZE TAL LI D CEEC DP AGDP E INDE - ROA NIREV CAPI QUI LIST EMU IMG  STKMCAP DB C3 INVFREE FINFRE PEN

SIZE 1   

ROA 0.0037

NIREV -0.2290*

CAPITAL -0.4001* 2

LI

1

0.09

0.13

 

03* 

09* 

 

1 

.1760 * 1

QUID -0.1900* 2* 0.4530*

LIST 0.0566* * -0.0007 -0.

EMU 0.0890* .0828* -0.0202 0. 1

CEEC -0.1476* * 0.0008 0.0076 -0. -0.4048* 1

IMGDP -0.0583* 48 .0651* -0.0602* -0. 0.0 -0.2194* 0.5775*

STKMCAP 0.1344* 7* 0.0149 0.0601* 0. * -0. -0.0025 -0.4727* 62* 1

DBAGDP 0.1711* 02* -0.0679* -0.0100 0. * - 0.2111* -0.7016* -0.3407* 0.4020* 1

C3 -0.0494* 6* 0.0152 -0.0880* -0. 0.2495* -0.1405* 0.0524* 95* -0.1539* 0.0582*

INVFREE 0.0769* 03* -0.0008 0.0041 0. * 0.0022 0.1063* -0.1556* 77* -0.0098 0.3949* 0 * 1

FINFREE 0.0537* 7* 0.0900* 0.0545* 0.0446* 0.0880* -0.4983* 0.0316* 16* 0.3432* 0.1247* -0. 1* 0.2192* 1

INDEPENDENCE -0.1126* 19 0.0644* 0.0312* -0.0508* 0.0758* -0.2708* 0.4562* 89* -0.2184* -0.4198* -0.0709* -0.0389*

TRANSPARENCY -0.1648* 4* 0.0764* 0.0203 -0.1088* 0.0653* -0.3392* 0.5961* * -0.3631* -0.5233* 0.1540* 0.0040 0.2020* 0.6  
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Table 7: Merger Control Indices 
The I pendence of the Supervisory Authority Index and the Transparency of Merger Control Index are from 
Köhle 007). Both indices are constructed based on a survey am g the supervisory authorities in the EU 
banking sector. Index values are not available for Belgium. Cyprus, nmark, Ireland and the United Kingdom. 
The pendence of Supervisory Authority Index measures the de ree of independence of the supervisory 
authority. The index is constructed based on data from the Banking and Supervision Database of the World Bank 
(Bart  al., 2001 and 2006). It ranges from zero to two wi r values indicating a greater degree of 
indep ence of the supervisor.  
Indep ence of the Supervisory Authority Index (INDEPENDE E) 
  Obs. Mean Median Max. Min. Std. Dev. 
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Finland 16 1.00 1.00 1.00 0.00
France 1,027 1.00 1 1.00 1.00 0.00
Germany 1,440 1.00 1.00 1.00 1.00 0.00
Greece 62 1.00 1.00 1.00 1.00 0.00
Hung 98 1.00 1.00 1.00 0.00
Irelan . . . . . .
Italy 506 1.00 1.00 1.00 0.00
Latvia 51 1.50 1.50 1.50 1.50 0.00
Lithuania 107 2.00 2.00 2.00 2.00 0.00
Nether s 153 1.00 1.00 1.00 0.00
Poland 217 1.00 1.00 1.00 0.00
Portugal 19 1.00 1.00 1.00 0.00
Slovak Republic 102 1.37 1.50 1.50 1.00 0.22
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Sweden 78 1. 1.00 1.00 0.00
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Total 4,537 1.03 1.00 2.00 0.00 0.23 

Source: öhler (2007) 
The T sparency of Merger Control sparency of merger control. The index is 
based on a survey among the supervisory  sector and ranges from zero to one with 
higher ues indicating a greater erger review process. The degree of 
transp ncy of merger control is riteria that are used by the supervisory 
autho e soundness and r.  
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t Regression 

 Model 9 Model 10 Model 1 Mo Mo Model 15 Model 1

Table 9: Multinomial Logi
Table 9 reports the results of multinomial logit regressions. Robust standard-errors clustered on bank-level are reported in parentheses. The time-dummies and the constant term are not 
reported. Standard errors are reported in parenthesis. The dependent variable is a polytomous variable that is zero if a bank was not taken over, one if it was taken by a domestic and two 
if it was acquired by a foreign bank between 1997 and 2005. The regression coefficients reported are to be interpreted as affecting the odds ratio with respect to the baseline case and not 
as marginal probability. To eliminate outliers, all bank-specific explanatory variables are winsorized at the 1- and 99-percent level. The full sample includes 1407 commercial banks and 
150 deals of which 77 are domestic and 73 cross-border M&A. Since INDEPENDENCE and TRANSPARENCY are not available for all countries, the number of observation drops 
from 5815 to 4537. The smaller sample includes 1103 banks and 141 deals of which 72 were domestic and 69 cross-border. For a list of the variables used in the regression analysis see 
Table 3.  
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