E—
=
o3
=
[
&)
T
=z
~
=
28]
>

I

1990,
Republic of Ch

COMPARAT

Kaohsiung, Taiwan

1

une 3-H

J

1na

NATIONAL SUN YAT-SEN UNIVERSITY







P anie B L s Wy o T s Lt

G
<

ICCA

Publication Office

College ol Management

National Sun Yat-sen University
Kaohsiung, Taiwan 80424

Republic of China

The proceedings are available rom:

College of Management
National Sun Yal-sen University
Kaohsiung, Taiwan 80424

Republic of China

e 3 —

=

f

S

=

T S e,

e e PR

R



o«

The 3rd International Confercnce on

Comparative Management, 1990

AN AMALYSIS OF MERGERS AMONG CREDIT COOPERATIVES IN JAPAN
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FACULTY OF ECONGMICS, NAGOYA CITY UNIVERSITY
MIZUHOKU, NAGOYA, LGT JAPAN

ABSTRACT

The performance of mergers among credit cooperatives in Japan
is examined with 11 pairs of merging and non-merging credit
cooperatives based on each prefecture. Nineteen financial
ratios made by adding figures of each original financlal
variables between merging and merged credit cooperatives are
compiled for the years between 1969 and 1987 to measure the
effects ol mergers. .

By comparing the statistically significant differences of the
19 financial ratios of -credit cooperatives before and after
merger, and diflerences of the matching non-merging credit
cooperatives before and alfter merger, we could find that the
elfect of mergers on the performance of credit cooperatives is
negative. s )

Relative [inancial ratios which are compiled from the
differences in absolute [inancial ratios between merging and
non-merging credit cooperatives brought the same conclusion.

Secondly, generally speaking:‘merging credit cooperatives show
rather inferior financial characteristics Lo non-merging
credit cooperatives.

1 INTRODUCTION

Credit Cooperatives in Japan were established in 1900 based on
the Industrial Cooperatives Law. Its cbjective was mutual
financing in cooperative form by small and medium-sized
cocperative organizations. '

After the Second World War, the majority of the 636 credit
cooperatives were converted into credit associations based on
the cooperative union law for small and medium-sized firms.
The remaining 7 credit cooperatives remain unconverted,
mainly under the control of prefectural or metropolitan
governments. Later, the number of credit cooperatives
increased to 527 by March 1965. Following the reports of the
Investigative Committee on Financial Institutions, the so-
called "Two Financial Laws", namely the "Law on Reforming a
Part of the Mutual Loan and Savings Banks and Credit
fssociations Sectors etc." and the “"Law on Mergers and
Conversions among Financial Institutions" were enacted. The
former is to cope with internationalization and improving
eflficiency. The latter is to promote financial
reorganization in order to raise efficiency not only among
the same type, but also among different types of financial
institutions, in which mergers had not previously been
permitbted under any law.

Following the enactment of these laws, there were 127 mergers
among the same type of financial institutions, ineluding 58
mergers for Credit Cooperatives and 68 for Credit Associations
and only one for Mutual Loan and Savings Banks. Among the
different types of linancial institutions, there were 21
mergers bebtween Credit Cooperatives and Mutual Loan and
Savings Banks, 15 between Credit Cooperatives and Credit
Associations, and only one between Credit Cooperatives and
Ordinary Banks. The dissolution rate for Credit Cooperatives

among small and medium-sized financial institutions is.

1u2/210 = 66.4%.

The author would like to thank Professor Malcolm Trevor for
editing my paper, and Ms.Aki Koike, Faculty of. Economics,
Nagoya City University lor help in the initial stages of using
the computer. However, the author alone is responsible for
any remaining errors. This research was conducted with the
assistance of a grant from the Ministry of Educaticn of Japan
(Kakenhi general study C #01530067).

418 -

It is believed that the local administrative authorities
guided and mediated mergers among Credit Cooperatives Lo save
Credit Cooperatives with a rather weak financial basis [rom
bankruptey.

Moreover, there were three Conversions fronm Credit
Cooperatives to Credit Associations, and one to a Mutual Loan
and Savings Bank. !

The latest statistics'' report that as of October 1989 there
were U1l Credit Cooperatives, with 2,934 offices, 45,490 full
time officers and employees, and 3,744,088 members. A

The ordinary banks, namely city banks and regional banks, are
increasing in number, rising from 48.1U4% with 71,091 billion
Yen of loans in 1983, to 59.90%, with 145,024 billion Yen ‘of
loans in 1988. 24

While the balance of loans for small and medium-sized
Pinancial institutions, mutual loan and savings banks, credit
asscciatiins, credit cooperatives and governmental financial
institutions for small and medium-sized firms is increasing,
the percentage of the breakdown is always decreasing. Credit
cooperatives especially decreased [rom 5.50% in 1983 to 4.53%
in 1988.

The Report of the Investigative Committee on Financial
Institutions?' , an advisory organ of the Hinistry of
Finance, stressed the necessity of enlarging cooperative
financial institutions through mergers in order to strengthen
their financial basis, and to obtain the necessary
competitive power Lo cope with [inancial liberalization and
internationalization. However, no empirical research'has
revealed that temporal enlargement by merger leads to a
strengthening of the management base or an increase in
competitive power. Gid
The National Central Association of Credit Cooperatives
revealed the results of a gquestionnaire survey about the
motives behind their mergers and the Tinancial condition of
35 credit cooperatives which had experienced mergers among
the same Lype of [inancial institutions.

Twenty one of them improved their situation, to strengthen the
management base as the No.1 reason, and coped with the
increasing cost of investment in machines and the increase in
the size of loans to local small and medium-sized f[irms.
Over U40% of credit cooperatives acknowledged the positive
effects of mergers. - ' i 5 o

Hoshino {8, 11] showed that the effect of mergers is negative
among credit associations and that the financial
characteristics of merging credit associations are inferior
to these of non-merging credit associations. The same
results among firms listed on the Stock Exchange are exhibited
in a series of his study in [2, 3, U, 6]. 0

In this paper, we analyse whether the perfcrmance of mergers
is positive or not and whether financial differences between
merging credit cooperatives and non-merging credit
cooperatives exist or not. s Haio

0
! ‘- S

Section II desecribes data used [or the comparison to measure
the performance of mergers among credit cooperatives with '
five null hypotheses and approach employed. :

In Sectionlll, the comparison between before and after nerger
among merging credit cooperatives corresponding to ©—@ inj‘
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The saze relative couparisons are applied between merging
. credit cooperatives and non-merging credit cooperatives before

' merger corresponding to @ - @ in the graph, and between

. merging credit cooperatives and nen-merging credit

~financial characteristics af

cooperatives after merger corresponding to @ - @ ia the

graph.

Section IV shows the performance
relative linancial ratio, naamely,
the Financial variables between
nerging credit cocperatives.

of mergers by using the
the direct differences in
merging and paired non-
Additionally, general

. comparisons of financial characteristics between merging and

non-zerging credit cooperatives, and general changea in the
credit cooperatives before and
after the year of merger are analyzed.

IT DATA, HYPOTHESES AND APPROACH

:The Credit Cocperatives analyzed are taken only from the

mergers of two credit cooperatives which merged between 197y
‘and 1981, out of a total nunbering 22. Corresponding to each
Herging credit cooperative, a non-merging credit cooperative
‘with the nearest size of deposit in the same prefecture or
metropolitan zrea is chosen in order to make a pair for
comparison. )’

‘Nineteen [inancial ratios are coupiled for the years between
969 and 1987 to measure the effects of mergers among credit
‘cooperatives. The added figures of each original financial
‘variable between aerging and merged credit cogperatives are
‘used to make the financial ratios of merging credit
écooperatives belfore zerger.
‘A comparative ratio analysis is employed to analyze groupé of:
1. =erging credit cooperatives before and after
Eerger;
2. non-aerging credit cooperatives belore and
after the year of merger of merging
cooperatives;
3. merging and non-merging credit cooperatives
before merger;
- ®erging and non-merging credit cocperatives
after merger; and
5. overall terging and non-merging credit
cooperatives.

i
b
dis

=

Five null hypotheses, that there were no financial differences
between them for each pair of groups, are tested using both
Pnivariate and multivariate analysis.

{08

Group 1 shows the effects of mergers but may also include
Ehanges in financial position due to other factors, such as
general economic performance and internal growth. Group 2
presents changes due to factors other than mergers. The

comparison in group 3 indicales whether Lhere are differences
in the value of the financial ratios between Lhose
cooperatives which aubsequently merge and those that do not
pricr Lo any effects of mergers.  Likewise, group I shows the
effect of nergers, as well as including the differences in
linancial ratios between merging and nen-merging cooperatives
belfore mergers. Croup S gives general compariaons of the
financial ratios between merging and non-merging cooperatives
including the effects of mergers and alao describes the
original differencea between the Lwo groups belfore merger.
ITI THE PERFORMANGE OF MERGERS

We teat the dilferences of cach of the 19 linancial ratios of
merging credit cooperatives before and alter merger, the
result of which is given in column (I) of Table 1. There are
10 Financial ratios which have statistically significant
differences on their means between the Lwo groups.

Those ratiocs with lower performance alter merger than before
merger are (3) yield on loan (B8.67f(— 8.28%), (9) gross
earnings margin of deposit to loan (1.58% -~ 1.0u1), (12)
&roas earnings margin to total assets (1.02% — 0.601), (13)
net equity ratio (0.07¢ — 0.05¢), (1) ratio of current
expense to current inceme (86.08[ = 91.671) and {16) income
ratio alter tax (13.00% - §.301), all of which indicate the
negative effects of mergers.  While, thoae ratios with higher
perfarmance alter merger than before merger are (1) yield or
interest received (u.75% -~ 5.39%), and three ratios of
productivity, (17) deposit per office, (18) deposit per rull-
time officer and enployee and (19) depesil per cooperative's
nember. It is quite natural, however, that three of the
productivity ratios inecrcasecd alter merger, reflecting general
economie growth and inflallon over a long perlod of years
between 1969 and 1988,

The matching 11 non-merging credit cooperatives are compared
before and alter merger as shown in column (II) of Table 1.
By comparing them with the previous result, these ratios, with
a statistically significant difference on their means which
suffered financial disadvantages after merger are (3) yield
on loan, (9) gross carninga margin of deposit to loan, (i2)
gross earnings margin to total assets, {15) ratio of current
expense Lo current income, and (16) inceme ratio alter tax,
meaning negative effects of mergers.  The ralio which gains
linancial advantage is (1) yield or interest received. Those
ratioa with no change in linancial advantages are (13) net
equity ratio and three ratios of productivity. (6) The non-
personnel expenses ratio has a statistically significant
difference on its means in the compariseon of only non-merging
credit cooperatives. Before merger the mean is 0.77% and
alter merger 0.68%, showing the increasing elficiency of cost
reduction without merger and no diflerence between
corresponding merging cooperalives, indicating the negative
eflficiency of nergers,

As lar as the standard deviations are concerned, (2) yield of
interest paid has a statislically significant difference at
the 5% level with the financial ratios of 0.78% vs. 0.59% ror
merging credit ccoperatives before and alter merger,
respectively. However, this difference disappears for
matching non-merging credit cooperatives, indicating the
stabilizing eflfects of mergers on this ratio. Just the
opposite trend is observed on {3) yield on loan.

There are four ratios, {12) gross earnings margin to total
assets, (15) ratio of current expense to current income, (17
deposit per office, and {(18) deposit per rull-time officer and
employee, which have statistically signilicant differences on
their standard deviations for non-merging credit
cooperatives, but not for merging credit cooperatives, with a
higher value after merger, meaning Lhe slabilizing effects or
mergers.

Next is the comparative analysis of merging and non-merging
credit cooperatives belfore mergers, and aller mergers as shown
in columns (III} and (IV) of Table 1
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Table 1 Comurison of Merping and Mon-werging Credit Cooperatives tefore nnd nfter Mergers ,:‘,
| e (1) ‘herglig (1) tommergimg
! Credit Comperatives | Credit Cooperatlves | (111) Before Merger | (1¥) After Merger (V) Owerall
| Flnancial ratio
Pefore Alter Pelore After  |Merping  tonarerging |Merging  Hon-merglog |Merpirg tomrmerging
{ Merger Merper | Barger Merger | G.C, cic, (o ek GG el G
(1) Yield of interest A75 c 5.3 Al LY h.15 hLh4l 5.19 n L 5.07 a hah
i recelved 0.% 0.04 1.5 1.1 0.9% c 1.26 0.88 a L1 0.9 c 1.4
{2) Yield of Inmerent pald AN A A.M 405 401 401 W A5 h.21 4.08
1 0.1 a 0.57 0.82 0.64 0,78 0.482 0.5 0.4 0.67 0.73
| {3) Yield on loan a.67 n 8.20 B.31 8.0L 8,67 a 4.3 8.28 8.01 B.AB a 8.16
L 0.8) [ 1.2) 1.6 1.0l 0.83 a 1. 1.2 1.01 1.06 1.03
| i
| (4) Experse ratio 2.9 2.% 2.65 2.52 .9 ¢ 2.65 M e %2 o o 2
; 0.50 0.55 0.% a 077 0.20 0.5% 0.% a 077 0.52 b 0.67
| ‘E (5) Fersomnel expenses ratlo 2.14 2.10 1.76 1.7 .14 c 1.76 2.10 c 1.75 2,12 c 1.76
i o a  0.b 0.55 a 074 0.% c 0.55 04 ¢ 0.7 K ¢ 0.65
L
4 (6) Man-pecsomnel expenses 0.1 0.7 0.77 b 0.48 0.71 0.68 0.7) 3
ratio 0.23 0.17 0.17 0.15 0.23 a 0.17 0.1 0.15 0.20 s 0.6
(7) Tax ratio 0.13 0.10 0.12 0.08 0.13 0.1 0.10 0.08 0.12 0.10
0.11 a 0.08 0.12 [ 0.08 0.11 0.12 0.08 .08 0.7 0.10
(8} Deposit-coat ratlo 7.10 1.2 6.65 6,67 7.10 a 6,65 1.20 c 6.6 .17 c bbb
0.83 on .07 1.20 0.B8 1.09 0.77 c 1.0 8} e 1.14
{9) Gross earmnings margin 1.8 ¢ 06 1.65 1LY 1.58 1.65 1.04 1.04 1.1 1.%0
of deposit to loan 0.61 < 1.0z 0.89 0.70 0,61 a 0.85 1. b 0.70 0.88 0.8
(10} Yield on total assels 7.3 7.8 7,07 6.97 s} 1.07 118 6.97 1.26 7.02
. 0.7l 0.713 0.86 0.83 0.71 0.86 0.73 0.83 0.n 0,84
{11) Total assets cost watlo 6.31 6.53 6.11 6,15 6.1 6,11 6.58  a 6.15 645 v 613
0.7 0.0 0.9 0.9 073 a 0% 0.8 0.95 0.1 b 95
(12) Croas earnings margin L.02 c 000 0.% 0.82 1.02 0.9% 0.0 b 0.8 0.8t 0.8%
to total nssets 0.8 0.63 0.31 a 0.42 0.38 0.3l 0.43 0,42 0.46 a 0.38
(13) Fet equity ratle 0.07 = 0.05 0.0% c 0.0% 0.07 0.09 0.05 0.05 0.06 0.07
¢ 0.04 < 0.02 0.06 c 0.04 0.04 c  0.06 0.0z < 0.04 0.03 c 0.6
(14} lonodeponlt ratlo 78.26 74.5) 1.2 69.9) 18.26 a DD 74.5) £9.9) 76,37 b 71.97
9.38 2.83 14,19 17,67 2.8 ¢ 1419 9.85 ¢ 1.0 9.7 c 16.05
(13) Ratlo of current expenne 86.08 ¢ 91.67 86.18 88.03 80.08 86,18 91.61 c B88.0) 28.87 a 811
to current Lncorm 5.02 5.88 .59 o 627 5.02 h.5% 5.88 6.27 6.12 5.%
{16} Incame ratlo after Lax 13,40 ¢ 9.3 13.09 11,81 13.40 13.58 9,30 b 1181 11.35 a 12,84
442 442 5.88 5.05 442 a 5.84 4,42 5.0% 486 5.5%
{17) Deposit per office 1986 < 3235 M7 e 5120 1986 ¢ nn 2% e 3NN 2611 e A4S0
1488 1503 2174 b 3157 1488 b 217 17« 57 1612 c 207
{18) Deposit per [ull-time 1% c 1859 168 < 2819 129 ¢ 1683 1859 ¢ 2819 1494 c 2%
of[{cer and amployee 85 551 859 b 1262 485« 859 551 c 1262 B34 c 2B
{19) Deposit per cooperative's 1837 ¢ 2625 1810 c 2073 1837 - 1810 2825 X1 2301 | 24T
momber 128 a 1639 13% ¢ 200 1218 13% 1639 100 s a 184
1) a Lidlcates the statistlcally significant differerce at the 5% level;b at the 1T level, ¢ at the 0.1% level.
2) A wunit of {1)~{16) {3 %, (17) miilion Yen, (18) ten thousands yen, (19) thousard yen.
3} Fleat row of [igures - meana. second row of [lgures = standard deviations,
Table 2 Comparison of Merging and Non-merglng Credit Cooperatives
before and aftec Merger by Discriminant Analyals
(1) Merglng Credlt Cooperatives (I1) Non-merging Credit Cooperatives
Peedicted | Defore After Peedicted | Belore Alrer
Total Total
Ll hctual Herger Merger Actual Merger Merger
i :
! | 0 Defore Merger 51 4 55 | Before Merger 49 5 54
ol o
i Alter Mergec 12 43 55 | After Merger 6 49 55
i Totel 63 47 110 Total 55 54 109
a
il Accucacy = 85.45% . Accuracy = 89.91%
B
.i ' (111) Defore Merger (1v) Alter Merger
1 Predicted | Merging Nonmerging Predicted | Merging  Nonmerging
|
‘| Total Total
§iail Actual c.c. .6 Actual c.C. c.c.
i
? Merging C.C. a7 8 55 Merging C.C. sl h 55
‘g Hon-mecglng C.C. 16 38 54 Hon-merglng C.C. 12 43 55
i l. } j ' ' Total 61 A% 109 Total 63 47 110 : ;
' .
hccuracy = 77.98X Accuracy = 85,451
' 1 (V) Cverall Comparlson
; Predicted |Merging ~Nonmerging
Total e :
Actual c.C. c.c.

Merging C.C. 97 i 110

Nonmerging C.C. 34 75 109

Total 131 88 219

|

|

|

i

|

| . P
ll Accuracy = 78.54% ’
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The means of (3) yield on loan and (14) loan-deposit ratio
have statistically significant differences between nerging
and non-zerging Ccoperatives only bafore mergers and not alter
Zergers, «ith higher values for merging cooperatives than for
non-zerging cooperatives.

This indicates that Terging cooperatives lost their
superiority in these ratios after mergers, meaning the
negative effects of qacrgers.

On the contrary, there are five ratios whieh have
statistically significant differences oaly alter mergers and
not beflore zergers, nanely, (1) yield of idterest received,
{(11) total assets cost ratio, (12) gross earnings margin to
total assets, (15) ratio of current expense to current income
and (16) income ratio alter tax. As far as two af these
ratios are concerned, such as (11) tatal assets cost ratio and
(1) ratio of current expense to curceqt income, their means
have becone higher statistically for merging credit
cooperatives, and as far as t%0 more ratios are concerned,
such as (12) Eross earnings margin to total assets and (16)
income ratio after Lax, they became nore profitable for non-
merging cooperatives; all of which exhibits the negative
effects of Zergers. Only (1) yield of interest received Iron
other financia) institution improved for merging cooperatives
after merger, sho¥ing a positive effect of mergers.

. Coluzn (Y) of Table 1 shows a general comparison between

. merging and non-zerging credit cooperatives ignoring the year

B oh Eerger. Those ratios with statistically significant

" differences between means are (1) yield of interest received,
(3) yield on loan. ang (1) loan-depasit ratio with positive
effect on nmerging cooperatives, (L) expense ratio, (95)

. Personnel expenses ratio, (8) deposit-cast ratio, (i1) total

i assels cost ratio, (15) ratio of current ¢xpense to current
income, (16} incoame ratio after tax, (17) deposit per office,
and (18) deposit per full-time officer and employee all of
shich have superior values for non-merging cooperatives.

* There are eleven Financial raties wity statistically
- significant differences between their standard deviations for
‘zerging and non-zerging cooperatives, ten of which show
‘higher values ror non-merging cooperatives compared with
. those of Berging cooperatives, indicating the higher stability
of ratios to aerging cooperatives.

Mineteen financial ratios ¥ere used Lo compare the financial
,%haracteristics between merging and non-merging credit
cooperatives by discriminant analysis.

Flable 2 shows the classification and dccuracies of
iﬁscrininant analysis. In Table 2-(1), the aumber of Lhose
Herging Cooperatives with actual data for before merger took
'place is predicted correctly as before merger in 51 cases, and
is predicted incorrectly as after merger in U cases,
totalling 55 cases.

, when
cases 110, yields ap accuracy

The
lifference between

of the reverse effects of mergers.

lsble 2-(III) and (IV) display the comparison of merging and
kﬁlmerging credit cooperatives before and alter merger.
ccuracies are 77.98f and 85.45% ror those cases before
etrger and aflter Zerger, respectively, the difference of
mgch Beans the existence or the effects of merger, too.
tese effects lead to the differentiation of the linancial
ﬁdracteristics between nerging and non-merging
operatives.
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An overall comparison between rerging and non-merging credit
Cooperatives in given in Table 2-(V). The diserimination
accuracy is 78.50%, whleh |g higher Lhan Lhat or the
discrimination between merging and non-merging cooperatives
before mergers but lower than Lhat of diserimination artep
merger. By contrasl, Lhe accuracy of the overall cemparison
of eredil, eooperatives before and altor merger is §h. n7g,
which is lower than thoge for merging cooperatives before and
aller merger (85.45%), ang of hon-merging cooperalives

(89.91%).

IV ANALYSIS DY THE RELATIVE FINANCIAL RATIOS

The relative linancial ratios®’ are compiled from the
differences in absolute linancial ratios between merging and
non-merging credit cooperatives tg climinate the influence of
general economic performance as follous:

it = Mive - Moy
d viv :orelative finaneial ratio k (k = 1, c19) of (=
T, «oo, 11) eredit cooperalive at the jth (Jj = 1969, 2 Ao
1987) year
Moyv @ rinaneial ratio kol i merging oredir cooperative at

the jth year.

Moy corresponding linancial ratio k of § non-merging
credit cooperative abt the JLh year

Table 3 exhibits the comparison of these relative financial
ratios before and alter nerger,

For one year before and one year after merger, Lhere aro no
signiflecant differcnceg on their means and slandard
deviationa.

For two years before and Lwo years alter merger, (2} yield of
Interest pald has a slgnificant differonce in its slandard
deviations with the values, 0.79% vs. 0.48% ror before and
alter merger, respectively. This trend does not change even
from three years to eleven years belore and alter merger.

For three years before and three years after mergers, (7) tax
ratie has significant differences lor the three year and
eleven year comparigon on its standard deviabions with higher
or cqual values belore merger compared with after merger for
all years.

For the four year comparison, () expense ratio and (9)
earnings margin of deposit to loan have statisti
significant differences in their standard deviations. However
these signilficant differences are observed only in the ten
and eleven year comparison besides this year. The (12) gross
earnings margin to total assets has a statistically
significant difference on itg Beans with 0.06% and -0.207 lor
belore and after herger, respectively, indicating the negakive
elfect of merger. Just the same trend with signilicance can
be observed from six to eleven years before and aller merger
except for thre live year comparison, showing the clearly
negative effects of mergers. (13) Net equity ratio has 3
statistically significant difference for its standard
deviations from four to eleven years before and alter nerger
With'higher values for before merger.

gross
cally

For the rive year comparison, (5)
(6) non-personnel expensecs ratio, (10) yield on total assets
and (11) total assets cost ratio have statistically
signilicant differences on their standard deviations, the
latter three ratios of which have statistical differences
from five to eleven years before and after merger with higher
value for before mergers.

personncl expenses ratio,

The comparison of six years before and six years after merger
has seven ratios added, (1) yield of interest received, (3)
yield on loan, (8) deposit-cost ratio, (15) ratio of current
expense to current income, (17) deposit per office, (1
deposit per full-time officer and employee and (19) deposit
Per cooperative's member, which have significant differences
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Table 3 Comparinon of the Relative Financial Ratlos before and alter Herger by Tear
|
il Cne Year Tun Years l Three Years ] Four Years 1 Five Yenes 1‘777 Six Years _7 ¥ Seven Years
.
i Financial ratios Belore After Relore Alter Telore Alter Before Alter Lefore After Belore Mier l Zefore Alrer
1 Herger Berger Herper Herger Mergee terger Herger Merger Merger Herger Herger Merger 1 Herger Perger
i (1} Yield of Intercat 0.14 0.39 0.19 0.4 0.37 0.54 0.32 0.38 0.4 0.52 0.57 0,36 0. :
recelved L.43 2.00 1.40 1.67 1.48 1.5 1.48 1,46 b= 135 1.53 3 1.3 721 = 1
‘L ; (2) vield of interest pald 0.02 0.06 9,02 0.0% 0.07 0.10 0.12 a.1) 0.19 0.15 23] 0.18 0.41 0.20 i
!] 0.75 0.47 0.79 a 0.48 0.79 b 0.47 0.78 c 0.46 0.36 c 0.46 1.19 c 0.48 1.18 c 0.4%
! = ) ;
gl (3) tleld on loan 0.4 0.21 0.3 0.16 0.26 6.07 0.32 0.26 .52 .28 o 6.28 % . i
il 0.92 0.91 1.04 .92 0.97 0.97 0.98 1.2) 1.51 1.10 7.6 < 101 .42 4 1.
| (
t ‘ (4} Expense ratlo 0.23 0.42 0,30 0,35 0.33 0.37 0.31 Q.40 0.38 0.42 0.46 0.42 0,52 0. ¢
[ 0.7% 0.78 0.69 0.717 0.01 0.76 0.56 a 0.80 0.66 0.80 0.81 .87 0.8 0. 1
181
{1} (5) Personnel expenses ratlo 0.3 0.13 0.3% 0.31 0.37 0.2 0.37 0.3 0.41 0.4 0.45 0.y 0.52 0.32
] il 0.80 0.78 0.7 0,79 0,64 0.17 0.60 0.80 0.60 ' 0,80 0.67 0.81 0,67 0.82
i
' (6) Nonpersonnel expenses -0.06 0.03 -0.0% 0,02 -0.05 0.02 .06 0.04 -0,0% 0,05 -0.04 0. -0.0) G.06 H
rallo 0.7% 0.25 0.28 0.25 0.26 0.722 0.26 0.21 0.31 {o 0.20 0.3 (4 0.18 0.36 ¢ 0.18 4
(1) Tax ratie 0.04 0.05 01 0.02 0.10 0.02 -0,00 0,63 0,02 0,03 0.02 0. Q. 0,02 1
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Rihon Keizai Shinbun Inc. [19] conducted
survey anong chairmen of credit
credit associatiens replied, 47.7% of which mentioned the
necessity of mergers enong credit associations, and 21.7% or
¥hich answered no change in the futyre.

3 questionnaire
aasnciations. 300 out of Y455

As to the objectives of firms in Japan, the Ministry of
International Trade and Industry (MITI) revealed the result of
thelir investigation, shoxing that the first is to maximize
profit (U5.0£), which showed a big difference with the 3study
conducted ten years &g0, which said that maximizing sales was
the zost important. Following these objectives arc the
strengthening of Lechnology, diversification of management,
internationalization of business, maximization or sales and
Earket share. Anong these five‘objectives of firms, the
diversification of @management and the in-ternationalization of
business have a2 close relationship with mergers.

In particular, Japanese corporations ape quite willing to buy
; foreign cozpanies, which is called the "in-out" type of
merger, rather than the "in-in” type. This is because, they
would like to 1) save Lime, 2) obtain a graup of personnel,

3} econcmize on the amount of investment, and W) gain the
benefits of synergy.

596 out of 917 firas (65.5%) that responded to the
Questionnaires'’ survey conducted by Nihon Keizai
Shinbunsha{20] in 1988 have an interest in Map and 601 lirms
adsit the necessity of mergers for reasons of business
; diversilication (62.1f), the acquisition of new technology
5 (53.1%) and the acquisition of specific assets{15.5f).

In this article, accounting data are used Lo measure the
perforzance of nergers, because a credit cooperatbive is not a
stock listed corporation. When it comes to analyzing listed
corporations, to extend aur analysia, capitai asset pricing

theory" becomes useful for measuring performance by
calculating the cumulative average excess return.

HOTES
‘1. See Kinyu Zaisei Jijyo fenkyukai (17].

. 2. Kinyuseide Chosakai Xinyuseido Daiichi Iinkai (The First
, Committee on the Financial Systea, Investigative Organ of Lhe
Financial Systexz) published a report entitled Kyodo Sosiki
¢, Kinyukikan no Arikata ni tsuite -- Kinyuseido Daiichi Tinkai
¢/ Chukan Hokoku (The 'Ought to be' of Cooperative Financial
(f}lnstitutions - 4n Interim Report of the First Committee on the
gg Financial Systea). _
’”* Hergers and conversions are included in chapter S of this
report and in section 1 as follows. It is impartant for
.ieoopcrative Financial institutions to strengthen their
gimanagenent basis and to obtain the competitive power
pnecessary to cope with the progress of financial
liberalization etec. 1In this case, the sell-helping endeavors
of individual cooperative financial institutions are
 important. 1In addition, it is a userul methed of utilizing
Jergers, tie-ups and alliances between organizations. In the
i case of cooperative financial institutions, considering their
increase in size in order to strengthen their management basis
5 because of their previous small size, mergers are expected to
be conducted with a forward-looking attitude,
! As Tor the administrative side, it is necessary to pay
attention to promoting the appropriate mergers with enough
consideration for the seli-~governing aspect of cooperative
[financial institutions.

¥+ The First Coammittes points cut five important items to be

There are several mergers among more than two credit
tooperatives atb the same time for the period 1975 to 1981 as

* 1976 Fukuokashi Syoko, Iizuka Syoko, Shimen -~
Fukuokaken, February.

* 1980 Yoshii (Merged by Fuhi and Amaki in 1970}
— Ryochiku, April; Higashi Kurume, Yanagawa
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Sanwa, Chikuho-+ Fukuokaken Nanbu, April;
llakozaki, Kashii, Nashima - tigaahi Fukuoka
(Consolidation, Octobar)

- 1981 Magasaki Sogo, Isahaya, Dai Hagasaki,
Toushima-> Nagasaki Daiichi (Consolidation April)

b.  The relative [inancial ratio i3 defined and compiled to

measure the performance of mergers for the first time in
English literature in floshino [11].

5. A series of studies is given in Hoshino (2, 3, 4,6, 8,
9, 10, 11] and the survey of studies of mergers in Japan
could be referred to in Hoshing [7].

The latest study by Cdagiri and Hase [25)
they could not lind any positive effects of nergers and
acquisitions, and could nol support the theory that
horizontal mergers and acquisitions improve elficiency and
Increase the wealth or stockholders.

reported that

6. fyutaro Kasahara, the Chairman of Zenkoku Shinyo Kumiai
Kyokai (National Association of Credit Cooperatives)
expresscd his opinion at the Annual Convenlion of the
Association on June 2, 1988. Nihon Kinyu Tsushin Sha [22].

7. There are four studies using Capital Asset p
and the sLock prices of Japanese corporations to test the
performance of mergers. Sudo [31] concluded that nergers
have negative effects on a firm"s valuation by calculating
the monthly cumulative residuals, Sakakibara (27, 28] could
not expect synergy's elfecls on corporate mergers, Pettway and
Yamada [26) described the increase in Lhe wealth or
stockholders or acquiring firma without stalislical
asignificance and Lhe poailive effect of the announcement of
the increased wealth or the stockholders of acquired lirms.

[to [13]) mentionerd thal mergers decrease Lhe valuation of both
asquiring and acquired Firns.

ricing Theary
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Appendix I
Financial Ratios Analyzed

1 Yield of interest received = interest received/deposit X 100
Yield of interest paid = interest paid/depositx 100

(93]

Yield on loan = interest on loan/loans X 100

I Expense ratio = (personnel expenses * nonpersonnel expenses * tax)/deposit X 100
Personnel expenses ratic = personnel expenses/deposit){]OO

Nonpersonnel expenses ratio = nonpersonnel expenses/deposit><100

Tax ratio = tax/deposit X 100

o =3 v\

Deposit-cost ratic = interest paid on deposit + expenseé ratio
9 Gross earnings margin of deposit to loan = interest on loan - cost of deposit ratio
10 Yield on total assets = recurring profit/total assets X 100
11 Total assets cost ratio = ordinary expenditure/total assetax 100
12 Gross earnings margin to total assets = yield on total assets - total assets cost ratio
13 Net equity.ratio = equity/accounts oF_members><100
1} Loan-deposit ratio = loan/deposit X100
15 Ratio of current expense to current income = current expense/current income
16 Income fatio alter tax = current income after tax/account of members X 100
17. Deposit per office = deposit/nunber of offices
18 Deposit per full-time officer and employee = depos&t/number of officers and employees

19 Deposit per cooperative's member = deposit/number of nembers of cooperative

Appendix [ .
A List of Merging and Non-merging Credit Cooperatives

Name after
Merger

Merging'Credit
Cooperatives

Non-merging Credit
Cooperatives

Prefecture | Period of Merger

e —

Tokyo

10/1/81 Daiichi Kangyo

Hosel

Daiichi Kangyo .
(Nippon Kangyo
£ill 1970)

Chogin Tokyo
(Douwa
£ill 1971)

10/1/18 Keihin

Meiwa
e
Tokyo-Seinan
Miyoshi

Kyoritsu Nakanogou

]

Katsushika-
Shokou

u/1/7u Seinan*

-

Seikyo

S e ]

W/1/T

Osakafu-
Ishi

Osaka Minami
Hirano

Seika
Kobe Chid

y/1/82 Minato Hyogoken Keisatsu
(Hyogoken Keisatsu

Shokuin till 1973)

Naraken Naraken

Naraken Tobacco

3/1/81 Nara Chlgin

]

s

12/1/19

Minami Fukuoka Fukuckaken-Ishi

Futsukaiochi

Fukuoka

Fukuoka Minami

]

10/1/75

Fujitsu
Ariake

Saga .+ Saganishi Matsuura

1071718

Kanzaki Sagaken-Ishi,

Kojiro

Saga . Sagahigashi

Nagasaki-
Mitsubishi

Saseho
Omura

8/1/81 Nagasaki-Kenmin

Nagasaki

10/1/80 Takachino

Hikage

Miyazakiken- .
Hokubu

Miyazakl _Hyugashi

% Seinan Cooperative merged with Sfei Cooperative on February 1, 1988.

DA




The 3rd

International

Conlerence on Comparative Management, 1990

REFERENCES

[1]) Banking Bureau, Editorial Committee, Aanual Report of
Financial Institution, Ginko Kyoku Kinyu Menpo (Banking Bureau
Annual Report of Financial Institution), Kinyu Zaisel
& Kenkyujo, 1589.

- [2] Hoshino, Yasuo, Kigyo Gappei no Keirvo Bunseki (A

Financial Institutions), 1989.

(22] —— , "Gappei ni Maemuki na Taio o (Have a forward Plan
of Mergers)," Mikkin, June 2, 1989.
(23] = , "Kinyu Kuroaboda Jidai (An Era of Crossborder

Finance),” Nikkin, June 2, 1989.
(24] Norusls, J. Maria/SPSS Inc., SPSS X Advanced Statistics

Guide 2nd Edition, SPSS Inc., 1988.

Quantitative Analysis of Corporate Mergers), Hakuto Shobo,
1981. ;

(3] » "The Performance of Corporate Mergers ia Japan, "
% Journal of Business Finance and Accaunting, Vol.9, No.2,

3 4]
i

[25] Odagiri, Hiroyuki and Tatsuo llage, "Are Mergers and
Acquisitions going Lo be popular in Japan too? An Empirical
Study,"International Journal of Induatrial Organization,
Vol.7, Mo.1l, pp.u9-71, 1989,

"Mergers in Japan

. pp.153-165, 1982. (26] Petbway, Richard . and Takeahi Yamada,
3 % (4] *Corporate Mergers in Japan"_Research Paper, Mo.l, and Their Impacts upon Stockholder's Wealth," Financial
@ Toyo University Business Research Institute, 1683. Management., Vol.15, No.lU, pp.N3-52, Winter 1986.

% (5] . “An Analysis of Corporate Bankruptcies in Japan,” (27] Sakakibara, Shigeki, "Gappei Jycho ni Taisuru Kabusiki
2 g.ﬁanagenent International Review, Vol.2W, MHo.2, pp.70-77, Sijyo no Hanno -- Horitsusei Kensyo no Michibei Hikaku" -~
;e 198U, ) ho (The Reaction of the Stock Market to Information on Gappei --
& (6] —— |, "General Comparison of Financial Characteristics A Comparison between Japan and the U.S. on the Studies of

i between Herging and Non-merging Firms in Japan," in Kazuo Efficiency --),The Kokumin-Keizai Zasshi (Journal of
} § Sato and Vasuo Hoshino eds, The Anatomy of Japanese Business, Economics & Business Administration), Vol.lhl, No.3, pp-9i-
@< Y.E. Sharp Inc./Croom Hela, 198G, 107, 1981.

2 (7]

"Kigyo Gappel (Corporate Mergers)," in Rinya
Shibakaxa ed. Zaimu Kanriron (Financial Managemenk), Chuo
* Keizalsha, 1985.

(8] . "Gappel Higappei Shinyo Kinko no Zaimu Tckusei no
t 3a no Bunseki (An Analysis of Differences in Financial
> Characteristics between Herging and Merged Credit
;Associations).‘ Kigyo Kaikei {Corporate Accounting), Vol.3T,
@ ¥0.10, pp.129-135, 1685.

. (el

FETROE TR

a

i

HIF

&

it 4] —— , "Oostoralia ni okeru £igyo Mottori no Koka no

e. Nonpararetoriku Toukei ni yoru Bunseki (An Analysia of the
ﬁ:Effects of Corporate Takeovers by Nonparametric Statistics in
% hustralia), Kigyo Kaikei (Corporate Accounting), Vol.38,
‘¥0.5, pp.118-126, Hay 1986. j
B [10) —— |, Gousyu ni okeru Nottori Tahatsu gata Kigyo no
glbttori Koka ni tsuite (On the Takeaver Effect of Australian
Enterprises Characterized by making Frequent Takeover Bids)
Kaikei (Accounting), Vol.130, No.2, pp-65-77, 1986.
& (1) — | "an Analysis ol Mergers among the Credit
::EAssociaLions in Japan," Rivista Internazionale di Scienze
:g;Economiche e Commerciali (International Review of Economics
> and Business), Vol.35, Ho.2, pp-135-156, 1988.
3$;{12] + "An Analysis of Mergers among Credit Cooperatives
8 in Japan,” Discussion Paper in Economics, No.100, Faculty of
Economics, Nagoya City University, December 1989,
[13] Ite, Kunio, "Kaisha Teiku Ouva ni yoru Kigyo Kachi Sozo
grno Nichibei Hikaku (A Comparison between Japan and the U.S.
pi.on the Value of Corporations created by Takeovers]), _Tkkyo
EEMmso (Hitotsubashi Review), Vol.101, No.5, pp.BU4-iou, 1987,
[14] Kinyu Seido Chosakai Kinyu Seido Daiichi Iinkai (The
First Cozmittee on Financial Institutions of the Investigative
Organ of Financial Institutions), "Kyodo Sesiki Kinyu Kikan
Arikata ni tsuite (on the Administration of Cooperative
nancial Institutions) -- Kinyu Seido Daiichi Iinkai Chosa
koku (Interia Report of the First Committee on Financial
Institutions), "Kinyu Zaisei Jijyo (Kinzai Weekly), Vol.uo,
Ho.19, pp.53-57, May 22, 1689,
[15] Kinyu Tosho Comsultant Sha,_Zenkoku Sinyo Kumiai Zaimu
Shehyo (Mationwide Financial Statements of Credit
Cooperatives),. 1970-1687. e
[16] — , Zenkoku Sinyo Kumiai Meibo (The List of Names of
fationwide Credit Cooperatives), 1988.
[17] Kinyu Zaisei Jijyo Kenkyukai, "Chosa Todofuken ni miru
.Sinyo Kumiai Gappei no Shinchoku Jyokyo (An Investigation into
the Promotion of Mergers among Credit Cooperatives based upon
frefecture and Metropolitan Areas),"” Kinyu Zaisei Jijyo
{Kinzal Weekly), Hay 1, 1989.
(18) Muramatsu, Shinobu, Gappei *
(Mergers,
]935. . i I3 =E
[19] Nihon Keizai Shinbunsha, "Shinkin Rijicho Ankeito
(%estionnaire Survey by the Chairmen of Credit Cooperatives)
+ Nikkei Kinyu Shinbun (The Nikkei Financial Daily), September
15 1988.
[20] — ", "M & A Ankeito Chosa" (4 & A Questionnaire Survey)
Nikkei Kinyu Shinbun, October 3, 1988.
{2U Nihen Kinyu Tsushin Sha, Nihon Kinyu Meikan (Handbook of

H]

Baishu to Kigyo Hyoka
Acquisitions and Corporate Valuation), Dobunkan,

425

[28] , Gendai Zaimu Kanriron
Hanagemeat), Chikura Shobo, 1986.

[29]) SPSS Inc., SPSS ¥ User's Guide 2nd Edition, 1986.

(30] Shinyo Kumiai Shoshi Hensan Iinkai, Shinyo Kumiai Shoshi
(A Short History of Credit Cooperatives), Nihon Keizai
Hyoronsha, 1978.

(31] Sudo, Megumi, Kabunushi ni ataeru Gappel no Koka (The
Effects of Mergers upon Stockholders), Keisokushitsu
Tekunikaru Peipa, No.53, February pp.1-53.

[32] Tokye to Shinyo Kinko Kyokal, Kinyu Keizai no Gekihen to
Chusho Kigyo (Sudden Change in the Financial Economy and the
Finance of Small and Medium-sized Firms' Finance), Nihon
Keizai Hyoronsha, 1983.

[33] Tsusansyo Sangyc Seisaku Kyoku, Jittzi Chosa liokoku:
Nihon no Kigyo Kodo Hikaku (An Investigation of the Present
Situation: a Comparative Study of Corporate Behavior in Japan)
, Mihon Moritsu Kyokai, 1989. \ ;

[3u] Yasuhara, Shozo, Shinyo Kumiai no Kenkyu (A Study of
Credit Cooperatives), Nihon Keizal Hyoronsha, 1978.

[35] Yoshino, Masasuke, Teiseicho Keizai Lo Chusye Kigyo Kinyu
== Toshi Ginko, Chiho Ginko, Sogo Ginko, Shinyo Kinko,
Shinyo Kumial no Hoko (Low Econcmic Growth and Finance for
Small and Medium-sized Firms --Futura Directions for City
Banks, Local Banks, Mutual Savings and Loan Banks, Credit
Associations, and Creditl Cooperalives), Nihon Keizai
Hyoronsha, 1979.

(36] Zenkoku Shinyo Kumiai Chuo Kyokai (National Association
of Credit Cooperatives), Shinyo Kumiai Gappel Koka wa Mazu
Mazu (The 'so-so' of the Performance of Mergers among Credit
Cooperatives), Nihon Keizai Shinbun (Japan Economic Journal),
December 10, 198Y.

(37] . Gyokal News (Mews of the Finance Industry),
fumiai, p.80, April 1988,

(Modern Financial

Shinye




