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ABSTRACT 

The purpose of this study was to: investigate the reasons for the merger of SCBC and 

ECB, investigate the challenges that the two banks went through in the process of 

merging, propose solutions to overcome these challenges, identify the lessons that can 

be drawn from this merger transaction for the whole banking sector and initiate 

interest in further in-depth research. The main theory guiding the study was; the 

reasons informing the mergers; and the challenges facing the mergers of commercial 

banks in Kenya tempered by strategies employed to counter these challenges 

determines the success or the failure of a merger. The research design was a 

combination of case study and descriptive research designs. The total population of 

this study was all the commercial banks in Kenya that have merged numbering 33. 

The target population was 194 current employees of the merged bank who were 

employees of the two merged banks at the time of the merger. The sample size was 50 

people (26% of the target population). The sampling frame was the payroll of the 

merged bank. A combination of stratified random sampling and systematic random 

sampling techniques were used based on positions of staff and which of the two banks 

they were in at the time of the merger. The collected data was processed and analysed 

using SPSS and then presented using frequency tables, graphs, and pie charts. The key 

finding is that main challenges facing mergers of commercial banks are strategic and 

management challenges (Integration and Operational), and socio-cultural challenges.  
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CHAPTER ONE 

INTRODUCTION AND BACKGROUND TO THE STUDY 

Introduction 

This chapter comprises the background to the study, a highlight of merger 

transactions in the West, Asia, Africa and commercial banks Kenya. It also highlights 

the histories, visions, missions, values, and the commercial performance of the two 

banks before and after the merger. The chapter also briefly discusses the statement of 

the problem, purpose and objectives of the study, research questions, rationale of the 

study, research methodology, significance, scope, assumptions, and limitations of the 

study. The chapter close by defining the terms used in the study and then gives a 

summary.  

Background 

Combinations, amalgamations, restructuring, and reorganisations are some of the 

terms that are associated with mergers. According to Machiraju (2007), the study of 

mergers initially concentrated on its effect on a firm’s competition. However, the 

modern approach now views mergers as an agent of change in the sense that it is used 

as a means of changing the control of a firm’s assets. 

 
Mergers have been in active use in business since the late 1800s (Kolberg, 2008). It is 

easy to see why because, as Pandey (2004) argues, it is difficult to grow a world-class 

business solely through organic growth. In the period between 1976 and 1990 there 

were about 35,000 cases of mergers and acquisitions in the USA alone (Mueller & 

Sirower, 2003). In a span of twenty-four years (1980-2004) there were 7000 cases of 

bank mergers in the USA; and 203 cases in one year (1997-1998) in Europe  (Soludo, 

2004). Mergers involve huge sums of money. Between 1976 and 1990, there were US 
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$ 2.6 trillion worth of transactions while in the 1990s, the figure rose to over US $ 6 

trillion (Mueller & Sirower, 2003).  Homburg and Bucerius (2006) state that in the 

year 2000 alone, firms spent US $3.4 trillion in mergers. In 1996, merger transactions 

hit the US $1 trillion mark for the first time in the USA. More recently in 2005, it was 

estimated that mergers and acquisitions would hit about 532 billion British pounds 

(Davies, Boczko, & Chen, 2008). In January of the same year, 571 cases of mergers 

and acquisitions worth about US $ 144 billion were reported in the USA.  

It is therefore apparent that many companies throughout the world are constantly 

seeking partnerships in the form and style of mergers to be able to grow faster and to 

take advantage of synergies and economies of scale, which they would otherwise not 

be able to exploit through organic growth.   

 
Even though some similarities may be inferred, the definitions of a merger are varied 

from one scholar to another and from one institution to another. Okonkwo (2004) 

defines a merger as the transfer of assets and liabilities of two or more companies to a 

new company or to one of themselves; and where the owners receive shares in the 

new entity as consideration for the same. Nyandieka (2008) defines a merger as the 

instance when the assets and liabilities of two businesses become vested in one 

company. The US Securities and Exchange Commission (SEC) (2008) define mergers 

as transactions involving the combination of two or more companies into a single 

entity. Okonkwo (2004) distinguishes mergers from acquisitions. He argues that one 

key distinction between the two is that mergers do not result in the disinvestment of 

the shareholders while in acquisitions; the owners of the company are bought out. 

 
Mergers are usually classified in two broad categories namely, inter-industry and 

intra-industry mergers (or in-market) (Boyer & Choi, 2007; Guru, Avvari, & 
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Balachandran, 2003). Intra-industry mergers are between companies in the same 

industry (usually driven by synergy and efficiency motives) while inter-industry 

mergers are those between companies in different industries (usually driven by 

diversification motives) (Guru, et al., 2003). Intra-industry mergers are also known as 

congeneric mergers, that is, where the business interests of the merging firms are 

related; while the inter-industry mergers are also known as conglomerate mergers, 

that is, where the business interests of the merging entities are divergent (different 

sector/industry) (Machiraju, 2007). 

 
According to Okonkwo (2004), mergers are usually in three forms including: 

horizontal, vertical and conglomerate. Horizontal and vertical mergers fall under the 

congeneric classification (Machiraju, 2007). A horizontal merger occurs when two 

competing companies in the same industry or level of production and offering the 

same products agree to merge (Davies et al., 2008; Okonkwo, 2004). Horizontal 

mergers are normally used as a concentration strategy (horizontal growth) when a 

company is employing growth strategies (Jones & Hill, 2010). Horizontal mergers 

usually result in increased market share/power (Davies et al., 2008; Machiraju, 2007). 

An example of a horizontal merger would be a merger between two banks offering the 

same products. One of the challenges associated with horizontal mergers is that legal 

issues may arise regarding the creation of a monopoly leading to unfair competition 

(Davies et al., 2008). Further, many countries have strict competition or anti-trust 

laws that may prevent horizontal mergers.  

 
A vertical merger occurs when two or more companies at different stages of 

production within the same industry merge, that is, where one of the companies 

supplies or has the potential to supply goods and services to the other(s) (Boczko, 
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Davies & Chen, 2008; Okonkwo, 2004). This is yet another concentration strategy 

under growth strategies. When a vertical merger occurs a company is said to have 

vertically integrated (Jones & Hill, 2010). This can occur in two ways, namely 

backward integration or forward vertical integration (Wheelen & Hunger, 2000). 

Backward vertical integration occurs when a company (A) merges with another (B) 

that produces input for its products (Jones & Hill, 2010). For instance, a company 

such as East African Breweries Ltd, which produces beer, can merge with Kenya 

Maltings Ltd, which produces malt. Malt is used in the production of beer. Forward 

integration occurs where a company (A) merges with another (B) that uses, 

distributes, or sells the company (A)’s products. An example of forward integration 

would occur if, for instance, Safaricom Ltd (a mobile phone service provider) merges 

with Simba Telecom Ltd (a mobile phone retailer and mobile airtime distributor). 

Congeneric mergers ought to result in lower transaction costs, assured market, and 

assured supplies. Some advantages associated with this type of mergers are that the 

merged company is able to acquire a higher degree of control of the value chain and 

that it reduces the threats from suppliers or customers (Davies et al., 2008). 

 
A conglomerate merger occurs when two or more companies belonging to different 

industries and offering different products agree to merge (Davies et al., 2008; 

Okonkwo, 2004). Conglomerate mergers fall under a different type of corporate 

strategy known as diversification strategy (Hubbard, 2000). However, it is still 

considered a growth strategy. Some scholars have questioned this type of merger, 

especially as to whether it adds any shareholder value (Davies et al., 2008). 
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Mergers of Banks in the West and Asia 

As earlier highlighted, mergers have been in active use for over one hundred years to 

date and its use has been growing. The merger of banks is not any different. Soludo 

(2004) argues that the merger of banks is now a global phenomenon. Banks have kept 

up with companies in other industries in terms of mergers. The 7000 cases of bank 

mergers in USA between 1980 and 2004; and 203 cases in Europe between 1997 and 

1998 are clear examples (Soludo, 2004). Banks in Turkey began consolidating in 

2001 to cope with the crises in 1994 and 2000 (Mumcu & Zenginobuz, 2005). 

 
In Asia, Malaysian banks merged to form 10 anchor banks from an initial population 

of 54 banks (Shanmugam & Nair, 2003). A directive by the Central Bank of Malaysia 

(CBM) that required the banks to merge and form a smaller but more stable banking 

industry necessitated this (Shanmugam & Nair, 2003). To fast-track this, the CBM 

raised the core capital base required of banks from US $70 Million to US $526 

Million (Soludo, 2004). The CBM made this directive to prepare the local banks for 

foreign competition, which they expected, would commence soon after the coming 

into effect of the General Agreement on Trade in Services (GAT). This agreement’s 

key effect was liberalization. These 10 core/anchor banks began operating as such 

from December 2000 (Guru, et al., 2003). In Japan, during the last ten years of the 

20th Century, mergers and acquisitions went up ten times. In fact, as of the beginning 

of 2002, Japan had reduced the number of banks by 2000 and 50% of this figure was 

through mergers and acquisitions (Ito & Rose, 2005). Other countries that have gone 

through consolidation include Korea who consolidated all their banks to remain with 

8 commercial banks with 4,500 branches; and Singapore with a population of 3 
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million people who consolidated all their banks to six with a further plan to eventually 

reduce them to three (Soludo, 2004).        

 

Mergers in Africa 

Information on mergers in Africa is less easy to come by but there are definitely a lot 

of mergers happening if Kenya is anything to go by. In Nigeria, banks were forced to 

merge by the Nigerian banking regulator, the Central Bank of Nigeria (CBN). The 

CBN issued new regulations requiring banks in Nigeria to raise their core capital to 

N25 Billion by close of December 2005 (CBN, 2004).  The banks were reduced from 

89 banks to 25 in total through the use of consolidations (Chovwen & Ivensor, 2009). 

In a speech by the governor of CBN, the governor lauded the consolidation as having 

brought a lot of good changes to the Nigerian banking industry (Soludo, 2007). Some 

of the benefits he highlighted include; reduction of banks from 89 to 25, doubling of 

capital base of the banks, increase in branch network, reduction in non-performing 

loans by 16%, and Nigerian banks toping worldwide banking industry rankings, 

among others. In South Africa, several banks merged to form ABSA i.e. 

Amalgamated Banks of South Africa which in 2004 had a capital base bigger than all 

the Nigerian banks put together (Soludo, 2004). 

 

Mergers of Commercial Banks in Kenya 

The merger of banks amongst themselves and mergers with non-bank financial 

institutions has been recorded severally in the past. In 1994, Central Bank issued a 

directive that required all non-bank financial institutions to either merge with their 

parent banks or convert to banks (Sokpor, 2006). The Consolidated Bank of Kenya 

was formed from the merger of nine collapsed banks in 1989 (CBK, 2010). 
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More recently, CBK’s directive that banks increase their core capital to 1 billion by 

close of the year 2012 has forced some banks to begin discussions with each other 

considering that at the close of the year 2010, thirteen (13) banks had not reached the 

threshold stated above. It is predicted that some of these thirteen banks may opt for 

the use of mergers to quickly increase their capital (Think Business, 2011). Kenya has 

had 33 mergers in the past 21 years which judging from the list, it is apparent that 

many of these mergers were between banks and their subsidiaries or sister companies. 

Further, according to CBK (2010) and Standard Bank (2008) CFC Bank and Stanbic 

Bank merged to form CFC-Stanbic; Kenya Commercial Bank (KCB) and Savings and 

Loan (S&L) merged to form Kenya Commercial Bank; City Finance Bank Ltd and 

Jamii Bora Ltd merged to form Jamii Bora Bank Ltd; and finally Southern Credit 

Bank and Equatorial Commercial Bank merged to form Equatorial Commercial Bank 

Ltd. 

 

Structure of Kenya’s Banking Sector 

When Kenya attained its independence in 1963, it had 7 banks and the number of 

banks in the country increased slowly over the next decade by 14%. However, 

between 1980 and 1995, there was a rapid increase in the number of banks growing 

by about 310% to bring the total to 41 banks while non-bank financial institutions also 

grew by about 733% from independence to bring the total tally of such institutions to 

fifty in 1995 (Sokpor, 2006). Kenya’s banking sector comprises “the Central Bank of 

Kenya, as the regulatory authority, Commercial Banks, Non-Bank Financial 

Institutions, Forex Bureaus and Deposit-taking Microfinance Institutions as the 

regulated entities”, according to CBK (2010), which has also determined that at the 

Daystar University Repository

Archives Copy



 

8 

 

close of the year 2009, the country had a total of 178 institutions. Of these institutions, 

130 were forex bureaus, 1 deposit taking microfinance institution, 2 mortgage 

financiers, 1 regulator, and 44 commercial banks. The foregoing figures changed 

slightly in 2010 (see figure 1.1 below). It is commercial banks that interest this 

research the most. 

 

Figure 1.1. The Structure of Kenya’s banking sector as at 31
st
December, 2010. 

Adapted from Central Bank of Kenya. (2011) Bank supervision annual report. 

Source: (Central bank of Kenya, 2008) 

 

Equatorial Commercial Bank Ltd 

Equatorial Commercial Bank Ltd (ECB) was first established as a Finance Company 

in 1983. ECB was licensed as a bank on the 20th December, 1995. It is a member of 

the Sameer Group, one of the most respected, and prestigious conglomerates in East 

and Central Africa. Prior to the merger, CBK had categorised ECB as a small bank 

(Tier III). Prior to the merger, ECB had 3 branches only, namely Nyerere Road, the 

Mall-Westlands (both in Nairobi), and Mombasa. 
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Vision 

The vision of the Bank is to become the leading Corporate and Personal Banking 

provider in East Africa through constant innovation aimed at delivering customer 

centred service that meets our customers’ needs.  

 

Mission 

Its mission is to continuously provide personalized quality and excellent financial 

services to our customers and to increase shareholder value. 

 

Southern Credit Bank Ltd 

Southern Credit Banking Corporation Ltd was a member of the prestigious Southern 

Shield Group of companies. It was incorporated as a shipping company in 1952 and 

commenced operations under the name Southern Line Limited. From 1980, Southern 

Credit operated as a financial institution before becoming a fully-fledged commercial 

bank in May 1996. Six years later, it merged with Bullion Bank in order to harness the 

synergies of both banks. The bank had a network of nine branches, with four in 

Nairobi, two in Mombasa and one each in Kisumu, Eldoret and Kakamega. 

 

Vision and Mission 

Southern Credit’s vision was to be the leading financial institution in providing 

efficient reliable and customized services. Its mission was to achieve sustainable 

profitability and growth by providing innovative financial services to customers while 

embracing professionalism, dedication, competence and social responsibility. 
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Performance of the Banks Prior to; and After the Merger 

Table 1.1 ECB balance sheet extract (Kshs in millions) 

Years 2010** 2009 2008 2007 2006 
Total assets 10,399 4,461 4,409 4,879 3,962 
Total liabilities 9,493 3,736 3,734 4,208 3,345 

Shareholders’ funds 906 726 674 670 617 

Source. Think Business, 2011 

Table 1.2 SCBC balance sheet extract (Kshs in millions) 

Years 2010** 2009 2008 2007 2006 
Total assets 10,399 4,491 5,171 5,218 4,598 
Total liabilities 9,493 4,496 4,688 4,684 4,047 

Shareholders’ funds 906 (5) 483 534 551 

Source. Think Business, 2011 

According to table 1.1, there was a general increase of 12.6% in the total assets of 

ECB over the four-year period from 2006 to 2009. The total liabilities increased by 

11.7% over the same period. During the same period, the liabilities of SCBC 

generally increased by 11.1% while its assets marginally reduced by 2.3%. The sum 

of the assets for the two companies in 2009 prior to the merger was Kshs. 8.952 

Billion. The sum of the liabilities for the same year was Kshs. 8.232 Billion. The 

assets of the merged entity as at 31st December, 2010 was Kshs. 10.399 Billion 

representing an improvement of 16.2% on the assets of the merged entity. The 

liabilities for the merged entity at the end of the same period was Kshs. 9.493 Billion; 

an increase of approximately 15%. The industry’s liabilities generally increased by 

25% while its assets increased by 26% (Think Business, 2011). The fastest 

organically growing bank increased its assets by 68% from 2009 to 2010 while the 

bank that grew its assets by the highest margin did so through a merger with a micro-

finance institution (Think Business, 2011). The rate of increase in assets was 251%. 

Table 1.3 ECB income statement extract (Kshs. in millions) 

Years 2010** 2009 2008 2007 2006 
Total income 1,025 508 544 445 411 
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Total expenditure 983 426 451 373 281 

Operating profit before provisions 42 83 92 72 130 
Provisions on loans and advances 75 8 102 (1) 36 
Profits before Tax (34) 74 (10) 73 94 

Source. Think Business, 2011 

Table 1.4 SCBC income statement extract (Kshs. in millions) 

Years 2010** 2009 2008 2007 2006 
Total income 1,025 666 745 698 620 
Total expenditure 983 768 687 603 538 

Operating profit before provisions 42 (102) 58 95 82 
Provisions on loans and advances 628 53 108 50 72 
Profits before Tax (34) (730) 6 (14) 32 

Source. Think Business, 2011 

ECB’s total income steadily improved by 32.4% over the period 2006 to 2008. 

However, its income reduced by 6.6% in 2009. SCBC’s total income increased by 

20.2% between the years 2006 and 2008. Its income dipped by 10.6% in 2009. The 

combined total income for the two banks in 2009 (prior to the merger) was Kshs. 

1.174 Billion. After the merger the total income for the merged entity was Kshs. 1.025 

Billion. The total income therefore reduced by 12.7%. 

 

ECB’s total expenditure increased by 60.5%over the period 2006 to 2008. Its 

expenditure reduced slightly by 5.5% in 2009. SCBC’s total expenditure increased by 

42.8% between the year 2006 and 2009. The sum of the total expenditure for both 

banks in 2009 was Kshs. 1.194 Billion. The total expenditure for the merged entity 

was Kshs. 0.983 Billion representing a reduction of 17.7% in total expenditure in 

2010 (Think Business, 2011). 

 
The profits before tax (PBT) for ECB reduced by 22.3% and 113.7% in 2007, and 

2008 respectively. The PBT improved by over 84% in 2009 but the same was still 

generally lower than the PBT for 2006 (five years earlier) by 21.3%. The PBT for 
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SCBC generally declined by over 2,381 percentage points over the four year period 

from 2006 to 2009 closing at a loss of Kshs. 0.73 Billion. The performance for both 

banks in 2009 was against an industry increase in profits of 5% (Think Business, 

2011). The sum of the PBTs for the two entities prior to the merger was a combined 

loss of Kshs. 656 Million. The performance in terms of profit and loss for the merged 

entity greatly improved when it closed the year 2010 with a loss of Kshs. 34 million. 

This was an improvement of 95% from the position the year before. This performance 

was also against the backdrop of very good performance of the banking industry in 

2010 that saw a 48% increase in profits and in general, 2010 was the most profitable 

year for banks in Kenya (Think Business, 2011). 

Table 1.5 Selected ratios for the banks prior to; and after merger 

 Industry ECB* ECB SCBC 

Focus              Year 
Ratios 

2010 2010 2009 2008 2007 2006 2009 2008 2007 2006 

Earnings ROAA 4.3 
35 
54 
 
66 
40 
 
20 
25 

-0.5 
-5 
94 
 
55 
31 
10.0
7 
13 

2 
11 
77 
 
74 
39 
20 
 
20 

-0.2 
-2 
73 
 
- 
- 
- 
 
- 

2 
11 
75 
 
- 
- 
- 
 
- 

3 
16 
56 
 
- 
- 
- 
 
- 

-15 
-447 
129 
 
45 
31 
-3 
 
-5 

0.1 
1 
88 
 
- 
- 
- 
 
- 

-0.3 
-3 
80 
 
- 
- 
- 
 
- 

1 
6 
80 
 
- 
- 
- 
 
- 

ROACC 
Efficiency 
Ratio 

Liquidity NL/TD 
QA/TL 

Capital 
adequacy 

CC/TD 
CC/TRWA 

Source. Think Business, 2011 

Earnings 

Table 1.5 details some ratios indicating the performance for the two banks before and 

after the merger benchmarked against industry’s performance for 2010. 

ECBs, SCBCs and ECB*'s utilisation of its assets for the realisation of profits was 

poor. The same can be said about the utilisation of their shareholders’ funds. Both 

ratios indicate a poor position because the entities have not been profitable in some of 
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the years featured in the tables while the profits for the better years were very low as 

well. 

The three entities above did not fare well compared to their peers for the five years 

featured in table 1.5. This shows that their operations were inefficient and will require 

a lot of improvement in terms of processes so as to be able to produce profits using 

the least amount of cost. However, ECB was more efficient than SCBC prior to the 

merger. 

Generally, the three entities’ earnings were below the industry averages meaning that 

they earned far much less than most banks in the industry for the period featured in 

the table 1.5 above. 

 

Liquidity 

The liquidity for all three entities was within acceptable levels. CBK requires that the 

quick assets to total liabilities ratio be greater than 20%. This means that the three 

entities were able to meet their day-to-day obligations to customers. The figures also 

reveal that the banks were not holding too much cash and not lending. 

 

Capital Adequacy 

ECB and ECB* were both able to meet CBK’s minimum requirements on the ratios 

CC/TD and CC/TRWA which are 8% and 12% respectively. SCBC, however, did not 

meet the said minimum requirements and from the ratios it is clear that in 2009 SCBC 

was technically insolvent. Something urgent needed to be done about its capital 

adequacy. All three entities were also below market on these ratios. 
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Statement of the Problem 

In the past 21 years since the first documented merger of a banking institution in 

Kenya, 33 banking/financial institutions have merged. These mergers have been 

occasioned by various business needs such as; changes in the operating environment 

necessitating the need to expand distribution network and market share; and to benefit 

from best global practices among other business needs (CBK, 2010). However, the 

most recent need for mergers appears to have been occasioned by CBK’s new 

directive that requires banks to raise their core capital to a minimum of Kshs. 1Billion 

by the close of the year 2012. Most small banks may not be able to raise this capital 

on their own and they will therefore be forced to merge with others to be able to pool 

their resources together (Makau, 2010).  

 
However, some studies have shown that more mergers globally fail rather than 

succeed, placing the failure rate at between 60% and 80 % (Homburg & Bucerius, 

2006). The most recently merged banks seem to be having a lot of challenges with 

their mergers. These challenges seem to be a replication of some of the challenges 

that CFC-Stanbic went through while they were merging.  For instance, CFC-Stanbic 

continued to run the operations of the two entities separately from the time of merger 

up to the year 2010. For instance, up to 2010, the two entities (now one) were using 

two core-banking systems (Makau, 2010; Temenos, 2010). 

 
If the merger of these banks and any other banks in the future fail, the repercussions 

on the economy will be dire. Some failures are occasioned by ignorance and therefore 

if the challenges facing the merger of banks in Kenya are clearly outlined; many 

merging banks would be able to prepare beforehand for these challenges. This will 
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enable them to either avoid the potential pitfalls or generate solutions beforehand. 

There was therefore great need to determine the challenges that the merger of two 

banks faced and to propose solutions for the same. 

 

Purpose of the Study 

The aim of this study was to establish the reasons for the merger of SCBC and ECB; 

to identify the main challenges that the merger faced, to propose solutions for these 

challenges; to determine the lessons that can be drawn from this merger transaction 

for the banking sector; and to initiate interest in further in-depth research.  

 

 
Objectives of the Study 

The objectives were as follows: 

1. To investigate the reasons for the merger of SCBC and ECB; 

2. To investigate the challenges that the two banks went through in the process of 

merging; 

3. To propose solutions to overcome the challenges that SCBC and ECB went 

through in the process of merging.  

4.  To identify important lessons for banks intending to merge. 

 

Research Questions 

The research questions were as follows: 

1. What were the reasons for the merger of Southern Credit Bank and Equatorial 

Commercial Bank? 
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2. What were the challenges that the two banks have gone through in the process 

of merging? 

3. What are the possible solutions to overcome the challenges that Southern 

Credit Bank and Equatorial Commercial Bank have gone through in the 

process of merging? 

4. What important lessons can banks intending to merge draw from this 

transaction? 

 

Rationale of the Study 

The Rationale for this research is well documented in the literature review section of 

the research found in chapter two where the findings are that most mergers, the world 

over, fail. This is due to various challenges that mergers generally face that include, 

legal, strategic, management, cultural and technological challenges. The financial 

sector is a key sector in Kenya’s economy and the failure of a merger of banks in 

Kenya would be catastrophic to Kenya’s fledgling economy yet the impending 

consolidation of Kenya’s banking sector will require a number of mergers and 

acquisitions to be effected. This study therefore seeks to identify the challenges that 

merging banks should become aware of and to suggest solutions on how to overcome 

these potential challenges so that future mergers could be conducted in a fast and 

seamless manner. 

 

Significance of the Study 

This research would enable other banks in Kenya and elsewhere that intend to merge 

to become aware of the challenges that are highlighted by this study and to suggest 

solutions on how to overcome these potential challenges so that future mergers could 
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be conducted in a fast and seamless manner.It would also avail much needed 

knowledge to the banking regulator- CBK- and other regulators which would assist it 

in formulating policies and procedures for the merger of banks in Kenya especially 

noting that unlike CBN, CBK does not have a specific manual governing the merger 

of banks in Kenya. 

Scope of the Study 

The researcher targeted Equatorial Commercial Bank in Kenya. Equatorial 

Commercial Bank had merged with Southern Credit Bank (SCBC) and hence made it 

possible to study the challenges facing the mergers of commercial banks in Kenya 

using the merger of these two banks. 

      

Assumptions of the Study 

In this study, the researcher assumed that: 

1. There were numerous challenges facing the merger of the two banks. 

2. All the respondents given questionnaires would complete them honestly and 

return them.  

3. All respondents would give the correct information that was not biased and 

would answer the questions objectively. 

Limitations of the Study 

One limitation was that the research would focus on employees of ECB* only. 

Another limitation was the possibility that the employees of ECB* may not also have 

been willing to disclose some of the challenges they were going through as a result of 

the merger so as not to cast either themselves or the bank in negative light. Finally, 

given the length of time available for the study, it may not have been possible to 
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capture all the challenges because the merger and integration of the two banks was a 

long process that is ongoing. The challenges may not have all arisen at one time but 

may have come up as the merger went along.  

 
The research employed the use of a sample size that ensured that the sample was 

representative of the employees of the merged bank and, as a direct consequence, 

representative of the total population of banking employees in the merged banks in 

Kenya. Several selected sampling and data collection methods were used to ensure 

that the information collected was wholesome and in-depth. The research was also 

cross-sectional rather than longitudinal, which ensured that the information obtained 

was a snapshot of the organization at that point in time. 

 

Definition of Terms 

Challenges  

This refers to four critical aspects of mergers namely; legal challenges; cultural 

challenges; strategic and management challenges; and technological challenges. The 

research is confined to the above-mentioned challenges (Think Business, 2011). 

 
Core Capital to Total Deposits 

This is a capital adequacy ratio of shareholders funds to deposits held by the bank 

with the statutory minimum being 8% (Think Business, 2011). 

 
Core Capital to Total Risk Weighted Assets 

This is a capital adequacy ratio of the shareholders funds against the assets weighted 

as per CBK guidelines with the statutory minimum being 12% (Think Business, 

2011). 
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Efficiency ratio 

This is a measure of earnings that refers to the cost income ratio. The cost income 

ratio is an assessment of how cheaply an organisation is putting its resources to use in 

the production process. It is calculated by finding the ratio of operating expenses to 

operating income (Think Business, 2011). 

 

 

Merger issues 

These refer to challenges (determined by the study during the literature review) and 

other issues (outside of the literature) that the respondents identified as having 

bothered or continuing to bother the merged bank- ECB*. 

 
Net loans to Total Deposits 

This is a measure of liquidity that gauges the loans lent by a bank against the deposits 

that it holds (Think Business, 2011). 

 
Quick Assets 

Quick assets are those assets in liquid form that are either in cash form or can easily 

be converted into cash at short notice (Think Business, 2011). 

 
Quick Assets to Total Deposits 

This ratio is indicates how fast a bank can be able to avail deposits if requested by the 

depositors (Think Business, 2011). 

 
Quick Assets to Total Liabilities 
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This is a measure of the liquid assets that a bank is holding against the bank’s total 

liabilities to show how liquid the bank is should the liabilities be called upon and 

CBK’s threshold is 20% (Think Business, 2011). 

 

Return on Average Assets (ROAA) 

This is the ratio of profit before tax to the total average assets and it indicates the 

utility of the assets owned by a company and measures earnings (Think Business, 

2011). 

 

Return on Average Core Capital (ROACC) 

This is an earnings ratio that shows the return on the money put in by shareholders 

(Think Business, 2011). 

Strategic and management challenges 

These include integration challenges, communication challenges, operational 

challenges, strategy implementation challenges, capital adequacy challenges, 

coordination/organisation challenges, staffing challenges, and reputation challenges. 

 
Total Risk Weighted Assets: The total risk weighted assets consist of the total value 

of all the assets in their different categories weighted by their risk levels as per CBK 

guidelines (Think Business, 2011). 

 

Summary 

The chapter covered a comprehensive introduction of mergers from global, African 

and local perspective.  Other areas, which were covered, include problem statement, 

research objective and research questions, purpose of the study, significance of the 

Daystar University Repository

Archives Copy



 

21 

 

study, limitations, and definitions of key terms.  The next chapter gives the literature 

review related to this study. 
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CHAPTER TWO 

LITERATURE REVIEW 

Introduction 

Mugenda and Mugenda (2003) describe review of literature to involve systematic 

identification, location and analysis of documents containing information related to 

the research problem under investigation.  This chapter comprises the definition and 

history of mergers, regulatory trends and issues in the Kenya’s banking industry, 

challenges under the procedure, economic trends and issues and employment trends in 

the Kenya’s banking industry, theoretical and conceptual framework, showing the 

relationship between the independent and dependent variables, and a summary of the 

literature review. 

 

Defining Mergers 

Machiraju (2007) suggests that mergers be viewed broadly as a term denoting the 

combination of two or more companies the result of which will leave only one 

company as a survivor or successor to the other(s). Nyandieka (2008) defines a 

merger as the instance when the assets and liabilities of two businesses become vested 

in one company. The US Securities and Exchange Commission (SEC) (2008) define a 

merger as a transaction involving the combination of two or more companies into a 

single entity. Mergers involve the creation of a new super ordinate identity for 

organizational members, while also requiring them to abandon their pre-merger 

identity (Gleibs, Noack, & Mummendey, 2009). The Capital Markets Authority of 

Kenya defines a merger as an arrangement where the assets of one or more companies 

become vested in, or under the control of one company (The Capital Markets 

Regulations, 2002). CBK/PG/12 defines a merger as the fusion of two or more 
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institutions licensed under the Banking Act, Cap 488 of the laws of Kenya (CBK, 

2006). It also defines an amalgamation as a union or fusion of two entities licensed 

under the Banking Act (CBK, 2006). Therefore, one can argue that according to CBK, 

the only difference between a merger and an amalgamation is that the latter is 

restricted to the combination of two entities while the former includes combinations 

of more than two entities. Unlike the CMA, CBK does not confine itself to assets only 

as its definitions include the combination of the entire business rather than assets only.  

 

Machiraju (2007) distinguishes mergers from acquisitions, takeovers and 

amalgamations. He opines that an acquisition occurs when one company takes a 

controlling stake in another company. Sometimes the acquisition is part or whole. The 

company making the acquisition (acquirer) and the company being acquired (target 

company) do not however combine but remain separate entities, unlike mergers. 

Machiraju (2007) defines amalgamations as the blending of over two firms into one 

entity. The shareholders of all the ‘old’ companies prior to the ‘blending’ become the 

shareholders of the new ‘blended’ entity; and the assets and liabilities of the old 

companies are vested in the new entity. In takeovers, Machiraju argues that unlike all 

the forgoing procedures, takeovers do not involve the companies’ management. 

Takeovers involve a bid made by an acquirer directly to the target company’s 

shareholders without involving the management of the company. More often than not, 

the management is opposed to the acquisition.  

 

However, the Competition Act of 2009 does not draw the same distinctions. The 

Competition Act of 2009 defines a merger as “an acquisition of shares, business or 

other assets, whether inside or outside Kenya, resulting in the change of control of a 
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business, part of a business or an asset of a business in Kenya in any manner and 

includes a takeover”. Further, section 41(1) of the same Act defines a merger as 

having occurred when one or more company directly or indirectly acquires or 

establishes direct or indirect control over a part or the whole business of another 

company. This definition implies that mergers and acquisitions mean one and the 

same thing and that provided a company controls any part of another company then 

that is a merger. 

 

History of Mergers 

According to Kolberg (2008), mergers have been in active use in business since the 

late 1800s. However, until the 1990s very few mergers took place outside of the USA 

and none of them significant enough to warrant world recognition. This is because the 

USA had a well-developed capital market that helped in the identification of target 

companies using the stock price of the company (Machiraju, 2007). He also argues 

that regulations allowed for mergers and funds for the same were readily available. 

Therefore, a lot of literature on the history of mergers concentrates on those that 

occurred in the USA. It is therefore safe to say that Megamergers used to be a 

preserve of the USA until the 1990’s when mergers went truly international.  

 

Several scholars posit that mergers occur in waves (Ghaugan, 2002; Harford, 2004; 

Pandey, 2004). A merger wave is described as an unusually high level of mergers. 

Harford (2004) argues that merger waves occur because of a combination of several 

factors especially; shocks to the industry’s economic, technological or regulatory 

environment; low transactional costs; and high capital liquidity. 
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First Merger Wave 

According to Pandey (2004), the first wave occurred in the USA between the years 

1890 and 1904.Owen argues that this merger wave was thought to have been caused 

by a combination of factors some of which included; the rising activities at the stock 

market; and the weaknesses of the Sherman Anti-trust Act of 1890 which allowed for 

creation of monopolies without checks and balances (Owen, 2004). Other reasons as 

added by Machiraju (2007) include; the drive for efficiency; the development of the 

corporation as we know it with limited liability; westward migration; and 

technological change. The Sherman Act did not also prohibit mergers and acquisitions 

through the use of stock for stock exchange (Owen, 2004). He also reports that an 

approximate sum of 1800 companies disappeared during this phase and 71 previously 

competitive subsectors of the economy became monopolies controlled by a few firms. 

Machiraju (2007) reports that during this period; the bulk of the mergers were 

horizontal. He also adds that the economy grew at a very fast rate during this period.  

 

Second Merger Wave 

The second merger wave in the USA began right after the Second World War; about 

twenty years after the last merger wave (Owen, 2004; Pandey, 2004). It is reported 

that about twelve (12,000) thousand mergers occurred during this period (Machiraju, 

2007). He also reports that many of the mergers during this period were either vertical 

mergers or conglomerate mergers. Owen (2004) reports that the first merger wave 

made the courts in the USA jittery and as a result the US Supreme Court swung into 

action. The first casualty was a company then known as Standard Oil. At the time, this 

company was a near monopoly having forced many of its competitors to merge with 
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it. The US Supreme court forced the said company to be dismantled. This eventually 

led to the passing of the Clayton Act of 1914 according to Machiraju (2007). This Act 

encouraged companies to form oligopolies rather than monopolies and this set off the 

next merger wave later on. This continued through the 1920s but was brought to a halt 

by the great depression (Pandey, 2004). 

 

Third Merger Wave 

The merger and acquisition market in the USA was quiet for about thirty years as the 

industry battled to get out of the great depression and soon thereafter, survive and 

recover from the Second World War (Owen, 2004).  Further, the market had come 

under heavier regulation following the passing of the Celler-Kefauver Act of 1950, 

which restricted a lot of merger activity because it made horizontal mergers 

unfavourable. 

 

Machiraju (2007) attests that the drive during this period was to diversify as much as 

possible leading to a lot of conglomerate merger activity when the third merger wave 

hit for about a decade towards the end of the 1950s to the middle of the 1970s. 

Further, mergers were also used as a means of raising the P/E ratios of the companies 

being combined into one entity. Nonetheless, the merger wave came to a halt with the 

beginning of the oil crisis of 1973 (Owen, 2004). 

 

Fourth Merger Wave 

The fourth merger wave in the USA began in the 1980s and continued up to 1990-

1991 when the recession began; ushering in the return of horizontal mergers following 
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the failure of many conglomerates, while the friendly mergers of the third wave had 

also been replaced by hostile takeover bids (Gaughan, 2002); (Owen, 2004). This 

wave also witnessed the increased use of debt-financed take-overs, otherwise known 

as leveraged buy-outs, which enabled even small firms bid for firms much larger than 

them (Machiraju, 2007). This allowed for literally anyone to be able to put together a 

takeover bid. The prevailing theory at the time was “eat or be eaten” meaning that 

many companies made bids to takeover others as a deterrent to other “predators” from 

swallowing them up. Further, this was also the first time that mergers took an 

international dimension. 

 

Fifth Merger Wave 

Owen (2004) posits that this is the biggest wave so far while Harford (2004) argues 

that unlike the fourth wave, the fifth wave which begun soon after the recovery of the 

world economy from recession in the early 1990’s and continues even today, is more 

strategic and mostly geared towards cost reduction. Another characteristic of this 

merger wave is that it is friendly with hostile mergers being placed at 4% of the total 

mergers. This merger wave is global in nature though some parts of the world are yet 

to catch on or have set up challenges. For instance, many privatised companies are 

protected by golden shares, that is, shares that can be used to block proposed takeover 

bids in the EU (Machiraju, 2007).  

 

Regulatory Trends and Issues in Kenya’s Banking Industry 

The Central Bank of Kenya (CBK) through the Banking Act (Cap 488) and the 

Central Bank of Kenya Act (Cap 491) regulates the banking sector. Section 33 of the 
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Banking Act empowers CBK to regularly issue prudential guidelines for banks to 

adhere to on various issues in banking. As of 2010, there were 43 commercial banks, 

1 housing finance institution and 126 foreign exchange bureaus. All these together 

with CBK comprise the banking sector in Kenya. This indicates a slight reduction 

from the 2009 figures showing a higher number of institutions. This can be attributed 

to the mergers that occurred in 2010 and possible cancellation of some forex bureaus 

licenses. CBK has a supervision department that conducts audits on all banks on an 

annual basis to ensure that banks are in compliance with the laws and regulations 

governing them (CBK, 2011). Banks that are found not to have complied with any of 

the regulations are given time to rectify the same; or are penalised if they fail to 

rectify the anomalies noted during bank supervision even after being given sufficient 

time to do so. Sometimes, gross violation of the regulations could lead to withdrawal 

of the banking license of the bank in question; without which the bank will be unable 

to operate. 

 

In the recent past, a number of new regulations governing the banking sector have 

been introduced. Some of these include: Enhancement of minimum core capital; 

Banking (Credit Reference Bureau) Regulations, 2008; the Proceeds of Crime and 

Anti-Money Laundering Act, 2009; agency banking; and Central Bank of Kenya 

(Currency Handling) Regulations, 2008 

 

Enhancement of Minimum Core Capital 

The Finance Act of 2008 amended the Banking Act by directing that all banks raise 

their core capital to a minimum of Kshs. 1 Billion by the end of 2012 from Kshs. 250 
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Million (CBK, 2009). As at the end of 2010, the total capitalisation for the banking 

industry was Kshs. 85.2 Billion while the core capital for thirteen (13) banks was still 

below the Kshs. 1 Billion threshold, with City Finance Bank being the bank with the 

lowest capitalisation - a core capital of Kshs. 226 Million (Think Business, 2011). 

Hopefully, these banks will be able to meet the December 2012 deadline.    

 
Credit Referencing 

The Banking (Credit Reference Bureau) Regulations (2008) were gazetted into law on 

the 11th of June, 2008 though the CBK operationalised these regulations in February 

2009. The said regulations allow for the operation of credit reference bureaus (CRBs) 

licensed by CBK to collect credit information (negative information for the time 

being) on bank clients but which will later be used to collect positive/non- credit 

information (CBK, 2009). As of the close of 2010, only one credit reference bureau 

(CRB Africa) had been licensed while three other applications were under review by 

CBK (CBK, 2010). The CBK argues that with the greater use of CRBs, the cost of 

lending will come down because with more information on potential clients, banks 

will lower the risk premium they impose on credit facilities. Further, the use of CRBs 

will greatly assist the banking sector in appraising customers for credit worthiness and 

debtor tracing. This is because CRBs will pool all the information that they collect 

from banks; service providers such as electricity companies (for example Kenya 

Power &Lighting Company); water companies; cable TV network companies; and 

regulators such as Kenya Revenue Authority (KRA). CBK and KBA are now 

preparing to move banks to the next level of information sharing; that is sharing 

positive information (CBK, 2010).  

Daystar University Repository

Archives Copy



 

30 

 

 
Anti-Money Laundering 

The Proceeds of Crime and Anti-Money Laundering Act (AML Act) (2009) was 

passed by parliament on the 10th December 2009 and assented to by the President of 

Kenya on the 31st December 2009 although it only commenced use on the 28th June 

2010 when the Minister for Finance gazetted it on the 18th June 2010. One of the key 

highlights of the Act is that it criminalises money laundering (AML Act, 2009). Prior 

to the coming into effect of the AML Act, the Narcotic and Psychotropic Substances 

(Control) Act, 1994 had a provision dealing with money laundering (CBK, 2010). 

However, this provision was limited, for instance it only dealt with money laundering 

from a narcotics perspective and has since been repealed by the new law. Other 

highlights under the Act include; the setting up of institutions under the Act such as 

the Financial Reporting Centre, the Assets Recovery Agency, and Anti-money 

laundering advisory board. The AML Act also makes banks reporting institutions and 

places certain obligations on them to report certain transactions. 

 

Agency Banking 

The Finance Act of 2009 amended the Banking Act to allow for agency banking 

(Finance Act, 2009). The effect of this provision is that banks may now use third 

parties to carry out banking business on their behalf. CBK issued guidelines for the 

same in May 2010 (CBK, 2011). This will make banking more accessible and cheaper 

because there is no limit as to how many agents a bank may have. One agent may be 

contracted by more than one bank. This also means that a bank does not have to 

obtain premises in every city or town it wants to operate in as it may opt to contract an 
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agent instead. This makes it easier for banks to spread their distribution networks 

throughout the country. For instance, Equity Bank through its collaboration with 

Safaricom with its new product (M-Kesho) has access to over 17,000 M-Pesa agents 

across the country (Safaricom, 2011). KCB Mtaani is another example of agency 

banking (KCB, 2011).  

Currency Handling and Restricted Use of Currency Images 

The Central Bank of Kenya (Currency Handling) Regulations, 2008 allows authorised 

persons to deface currency in case of robbery. These regulations were passed in 

response to the increase in robberies involving huge sums of money while on transit 

to and from banks. These regulations also prohibit the use of currency or images of 

currency in any publication without CBK’s prior approval (CBK, 2011). The CBK 

Governor only signed these regulations in July 2010. The enforcement of his rule was 

seen recently when a gaming company was prohibited by CBK from continuing to run 

advertisements in the daily newspapers using specimen images of Kenyan currency. 

According to CBK, the said company had not sought permission from CBK to use the 

said images.  

 

Legal and Regulatory Framework of Bank Mergers in Kenya 

Mergers, until August 2011, were governed by the Restrictive Trade Practices, 

Monopolies and Price Control Act (which had guidelines and provisions specific to 

mergers), Transfer of business Act (addresses the transfer of assets and liabilities), 

Insurance Act (for insurance companies), Banking Act (for banks and financial 
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institutions), and the Capital markets Act and its regulations (for listed companies), 

(Harney & Khan, 2010; Nyandieka, 2008) 

 

Procedures on Mergers Prior to 1st August 2011 

The main statute that regulated the mergers of companies in Kenya before August 

2011 was the Restrictive Trade Practices, Monopolies, and Price Control Act, CAP 

504 of the Laws of Kenya. Other statutes that also regulated the mergers of companies 

include; “the Transfer of Business Act; the Capital Markets Act (and the regulations 

issued there under); the Companies Act; and the various statutes regulating various 

sectors such as the Banking Act, Insurance Act, Mining Act, among others (Harney & 

Khan, 2010).  

 

The following laws largely determined the procedure: 

Banking Laws 

The Banking Act, CAP, 488 of the Laws of Kenya contains a comprehensive statutory 

framework for the mergers and acquisition of financial institutions regulated under it. 

The CBK prudential guidelines of 2006 were issued by CBK as authorised by the 

Banking Act under section 33(4). CBK/PG/12 was drafted pursuant to sections 9 and 

13(4) of the Banking Act (CBK, 2006) and is instructive on mergers. CBK/PG/12 lays 

out a clear procedure on mergers. The merging entities must write to the Director, 

Bank Supervision (a department at CBK) notifying him of their intention to merge 

and attaching all the documents/information required under section 3.1.3 of 
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CBK/PG/12.  Section 3.1.3 requires that the merging entities submit a due diligence 

report containing (among others); extract of minutes (for each of the merging 

institutions) for the general meeting held by the shareholders approving the merger as 

directed under section 9 of the Banking Act; resolution of the board of directors (for 

each of the merging institutions) approving the merger; memorandum and articles of 

association for each of the merging entities; proposed branch network; list of directors 

post-merger; consolidated audited accounts and separate audited accounts; details on 

insider loans; proposed shareholding structure; proposed staff and senior management 

details and structure; details on the valuer and valuation methods; proposed merger 

agreement; details on the type of merger and aims; and financial projections, tax 

impact; and various strategies, plans, and contingency measures (CBK, 2006).  

 

CBK will consider and approve the merger only if: the merger is viable; the merger is 

in public interest; the proposed management is fit; the contracts and obligations 

entered into prior to the merger shall remain in place; and the resulting business and 

institution shall be subject to the Banking Act and Central Bank of Kenya Act (CBK, 

2006). Once approved, CBK makes a recommendation to the Minister for Finance and 

the approval gazetted by the governor in the Kenya Gazzette. 

 

Competition Laws 

The Restrictive Trade Practices, Monopolies and Price Control Act (RTPA) was 

enacted in 1988 following a government decision to move from a controlled economy 

to a liberal economy as proposed by the WPGE report in 1982. The RTPA applied to 
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all sectors of the economy unless expressly exempted under the Act (Njoroge, 2004). 

The RTPA covered mergers under section 27 of the Act; and it outlawed any mergers 

and acquisitions that occurred without approval under the Act (RTPA, 1988). Under 

the RTPA, the MPC was required to first vet the proposed merger. According to 

Karanja (2010), when vetting the proposed merger, the MPC considered the 

following: whether the merger will benefit Kenya; whether the merger will hinder 

competition in Kenya; and the impact of the merger on employment. 

 

According to Njoroge (2004), the MPC handled over 237 cases involving M&A’s 

from the year 1989. The MPC would then recommend that the minister gives; an 

unconditional approval; a conditional approval; or the disapproval of a merger. An 

example of a conditional approval given by the MPC is the one given for the takeover 

of Agip Kenya Limited by Kenya Shell Limited and BP Kenya Limited. The 

condition was that the latter two would have to sell the Nairobi and Mombasa depots 

that belonged to Agip Kenya Limited not later than 12 months after the conclusion of 

the transaction (Njoroge, 2004). After the MPC would complete its investigation and 

issue its recommendation to the Minister of Finance, the latter would take it up and 

either approve or disapprove the merger. If the Minister approved the merger, the 

same must be published in the Kenya Gazzette. 

 

When the Minister for Finance disallowed a merger, or if for some reason the parties 

to a merger felt aggrieved by a ministerial decision with regard to a merger, the 

parties were free to refer the matter to the Restrictive Trade Practices Tribunal 

(RTPT). The RTPT had the power to arbitrate disputes arising from ministerial 
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decisions. The decisions of the RTPT could affirm, overrule or amend the decisions 

made by the Minister for Finance (RTPA, 1988).    

 

Appellants who were unhappy about any decision made by the RTPT could file their 

appeals at the High Court and decisions made by the High Court could not be 

appealed further, any decisions made being final. Such appeals ought to have been 

filed within 30 days from the date of the decision made by the RTPT (RTPA, 1988).    

 

Corporate Laws 

The Companies Act, Cap 486 Laws of Kenya requires that companies file returns with 

the Companies registry to notify the Registrar on changes in directors and company 

secretaries; and changes in the authorised and issued share capital. If a merged bank is 

a public company, it will also be required to file its audited annual financial 

statements at the Companies registry or if there are any changes in the memorandum 

and articles of association, as is likely to be in mergers especially with regard to 

structure of shareholding, the merged bank is required to file shareholders’ resolutions 

that make changes to their memorandum and articles of association. Where a local 

bank is merging with an international bank and the local bank becomes a Kenyan-

registered branch of the foreign bank then the latter is required to file certain 

documents with Registrar of companies (Harney and Khan, 2010). They further argue 

that the Companies Act (Cap 486) ought to also give specific provisions on mergers 

of companies in Kenya but that it is so outdated that it offers no relevant procedures 

for the same.  
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Capital Markets Regulations 

Where either one or all the merging entities are listed companies at the Nairobi 

Securities Exchange (NSE) then the Capital Markets Act, Cap 485A Laws of Kenya: 

The Capital Markets (Take-overs and Mergers) Regulations, 2002 issued by the 

Capital Markets Authority (CMA) shall apply (Harney & Njuguna, 2012).According 

to the Capital Markets Authority Regulations (2002), a notice of intention to make a 

takeover offer for a public listed company needs to be served on the Commission, 

CMA, offeree, and NSE within 24 hours of the resolution of the board of directors of 

the company intending to merge with another/others. Within 10 days of the notice of 

intention, the offeror shall serve on the offeree a statement of the takeover scheme, 

and then the offeree shall inform the NSE and make a press statement within 24 hours 

of receipt of the offer from the offeror. The offeror shall then submit to CMA the 

takeover statement within 14 days from the date of serving the statement to the 

offeree. If the documents are in compliance with all the requirements, CMA will 

approve the takeover/merger within 30 days (or such other time as determined by 

CMA) of the receipt of the statement. Thereafter, the person buying shall serve the 

approval on the person selling within 5 days of the date of the approval. There are 

many other steps to be followed after the ones that have been laid out above but the 

foregoing ones are the most critical.    

 
Procedures on Mergers Post 1st August 2011 

The procedures on mergers after the enactment of the Competition Act, Cap 504 on 

the 1st August 2012 have changed. The Competition Act repealed the RTPA (Harney 

& Njuguna, 2012). However, other than the repeal of the RTPA, all other statutes 
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remain in place. Therefore all the procedures detailed above remain in place other 

than those detailed under the RTPA. Therefore, this research paper will not 

regurgitate the procedures above but highlight those listed under the new competition 

law. 

 

Competition Laws 

The Competition Act, Cap 504 Laws of Kenya came into effect on the 1st August, 

2011 (Harney & Njuguna, 2012). The Act is enforced by the new Competition 

authority (a creature of the law created by Section 7 of the Competition Act), which 

replaces the Monopolies and Price Commission (Competition Act, 2009). The 

Competition authority will oversee the implementation of the Act while the 

Competition tribunal will be the first reference point whenever there is an issue or 

dispute for determination (Njuguna, 2011).  

The definition of mergers under the Competition Act (2009) is now very wide 

capturing transactions that would ordinarily not be deemed to be mergers, for instance 

the acquisition of a controlling stake in an entity capable of being run independently. 

The definition also now includes conglomerate mergers, which had been left out in 

the RTPA (Njuguna, 2011).   

On the receipt of an application for approval of a merger, the Competition authority 

will take into consideration the following; the effect of the merger on competition; the 

effect of the merger on market dominance; the public benefit of the proposed merger 

weighed against any harm that may arise from the merger; and the effect of the 

proposed merger on a sector of the economy, geographical region of Kenya, and 

employment (Njuguna, 2011) 
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Challenges under the Procedures 

The foregoing provisions are just a summary of the work that goes into the merger of 

companies. The reality is that it is a tedious and long process especially here in 

Kenya. This discourages many companies from taking this option as a strategy for 

growth or other objectives. 

The merger of ECB and SCBC occurred in 2010. It therefore took place under the old 

procedure as highlighted above. The only exception is that the two companies were 

not listed in the NSE and therefore did not fall within the ambit of the Capital Markets 

Act. Nonetheless, the following were the challenges likely to be encountered by 

entities intending to merge: - 

Lack of Autonomy of the Monopolies and Price Commission 

 The Monopolies and Price Commission (MPC) was a department under the Ministry 

of finance as opposed to an autonomous body (Karanja, 2010). Therefore, the 

commission had neither operational nor financial autonomy (Njoroge, 2004). This 

means that the MPC had to fully rely on the budget allocated to it under the Ministry 

of finance. It could not independently chart its own activities. This has been corrected 

under the Competition Act. The Competition Authority has replaced the MPC and the 

former is an independent body that is solely responsible for the issuance of approvals 

(Njuguna, 2011). The Minister of finance is no longer mandated to issue merger 

approvals (Njuguna, 2012).     
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Lack of Thresholds 

The RTPA did not prescribe any thresholds and therefore all horizontal merger 

transactions for all entities irrespective of the amounts involved fell under the 

jurisdiction of the RTPA (Karanja, 2010). This means that the MPC would be 

required to get involved in transactions that were economically insignificant thus 

wasting its time rather than concentrate on transactions that would have a major 

impact on Kenya’s economic landscape. It can be inferred (from the small number of 

cases that MPC handled during its period of existence) that the MPC was lucky that 

not too many cases were referred to it.  

The new Competition Act has sought to rectify this by providing for thresholds 

through the issuance of threshold guidelines by the Competition authority (Njuguna, 

2012). However, the said authority is yet to issue the said guidelines. Therefore, the 

situation remains as it was prior to the coming into effect of the new Act.     

Lack of Timelines 

The MPC did not have any specific time lines guiding how long it was supposed to 

take to either approve or decline a merger transaction (Karanja, 2010). However, the 

Competition act now prescribes that the Competition authority must make a 

determination on an application to merge two or more entities within 60 days of the 

receipt of the notification.     
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Economic Trends and Issues in Kenya’s Banking Industry 

Contamination of the Banking Industry; Inter-industry Mergers and Acquisitions 

Mergers and acquisitions are taking place between banks and other companies in 

other sub-industries not related to banking. For instance, commercial banks are 

acquiring investment banks, insurance companies, among others. In the west, this 

trend is popularly known as integrated banking or one stop shopping.  

Some related sub-sectors are lucky enough to have products that can be shared; or that 

cannot be categorised as belonging specifically to one subsector exclusively. 

Therefore some companies are able to launch a product in one sub sector to take 

advantage of a weak regulatory framework in that particular subsector as opposed to 

registering it in another where the regulatory framework is strong (Mutuku, 2008). 

For example, a company (say a bank) may opt to merge with another (say an 

insurance company) to be able to beat the regulators because this may allow the new 

entity to register products under the regulator that is most cost effective and less 

stringent to allow the company more latitude and more profits.  

He adds that another related approach to beating regulators is for companies in a sub-

sector to merge such that they become too big for the regulator. The merged entities 

will therefore be able to hold the regulator at ransom and as a result get away with 

certain infractions. One such merger was the merger of Citibank and Travellers in the 

United States of America that resulted in the formation of Citigroup - the world’s 

biggest financial supermarket at the time (Martin, 1998). At the time of the merger, 

the deal was estimated to be worth US $ 140 billion. He further adds that the merger 

was believed to provide various opportunities including; allowing the merged entity to 
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offer banking, insurance and investment products in over 100 countries; allowing 

Travellers to market mutual funds and insurance products to Citi’s customers; 

allowing Citi to tap into Traveller’s investor and insurance client base; allowing the 

cross selling of products; and the combination of a retail and wholesale business 

under one roof.  Most of these ‘financial supermarkets’ have one main strategy; 

dubbed the ‘global player strategy’ and to realize this strategy, these companies aim to 

achieve three characteristics namely: Size- it must be big enough to play in the global 

market; high degree of contamination- it must provide the full range of financial 

products; and high degree of geographic diversification (Jones & Hill, 2010). 

 

In Kenya, mergers and acquisitions by commercial banks and companies that are not 

in the banking sector is also becoming more common by the day. Some commercial 

banks now have insurance companies, insurance brokerage firms, equity brokerage 

services, and investment banks as their subsidiaries. Examples of such companies 

include; Equatorial Commercial Bank (ECB) and ECB Insurance Brokers Ltd (wholly 

owned subsidiary of the former); Co-operative Bank which runs three subsidiaries 

namely, Kingdom Securities Ltd, Co-op Trust Investment Services Ltd, and Co-

operative Consultancy Services (K) Ltd; CFC Stanbic Group which includes, CFC 

Stanbic Bank, CFC Stanbic Financial Services, CFC Life, and Heritage Insurance; 

(Co-operative Bank, 2011; ECB, 2011; Heritage Insurance, 2011). This enables these 

banks to offer a wide array of financial products and to also take advantage of 

regulatory lapses in other sub-sector so as to be able to launch products in those sub-

sectors without breaching the regulations already in place in the banking sector.  
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Contamination of the Banking Industry: Inter-industry Collaborations 

Another characteristic of contamination is the increased collaboration of banks with 

companies that are not banks to come up with joint products.  

 

Plastic Money Collaborations 

The KQ Msafiri Card (CFC Stanbic Bank and Kenya Airways) is a co-branded credit 

card that allows the user to make purchases wherever the MasterCard logo is 

displayed, be it a restaurant, a hospital, a shop, supermarket, petrol station, among 

others. The users are able to earn 1 travel mile for every Kshs. 100 spent and the 

earned miles can be redeemed to get free Kenya Airways tickets, among other 

benefits (Kenya Airways, 2011).The Nakumatt Travelers Cardis a co-branded pre-

paid card that works on the VISA platform that can be topped up or loaded with 

varying amounts of cash and thereafter used for shopping and making payments 

anywhere in the world (I&M Bank, 2011). It is convenient because one does not need 

to carry cash but can load as much as one would like onto the card. Unlike a credit 

card, one only spends what they have. The KCB Serena Card is a joint venture 

between Kenya Commercial Bank Ltd and Serena Hotel that allows the user to make 

payments at any MasterCard merchant worldwide, access money at automated teller 

machines (ATMs), and obtain discounts at any of the Serena hotels worldwide (KCB, 

2011). 

 

Mobile Money Collaborations 

In November 2010, Orange Telecoms and Equity Bank launched Orange money/Iko 

pesa, which is a mobile money payment service that allows customers to perform 

simple banking transactions such as pay bills. The orange money account is an actual 
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bank account with a mobile phone interface that allows the user to directly transact 

from their bank account (Orange, 2011). M-Kesho is a joint project between 

Safaricom and Equity Bank. It is a suite of financial services including an interest 

earning savings account, credit facilities, and insurance services.  A user can therefore 

transfer money into their M-Pesa account and then transfer the same into their M-

Kesho accounts and vice versa (Safaricom, 2011).  

 

Employment Trends in Kenya’s Banking Industry 

According to CBK (2010), there were approximately 26,132 banking employees in 

the country as at the close of the year 2009 as shown in table 2.1 below, this number 

representing an increase of 2.5% from the previous year 2008. In 2010, the total 

number of employees rose to 28,846 representing a 10.4% increase, half of the new 

recruits being support staff that CBK (2011) suggests were mostly sales staff recruited 

to drive sales. The CBK further suggests that the marginal increase in number of 

employees in the sector in 2009 was as a result of the rising employment costs. The 

same can be said of the period 2010 because the percentage increase is far much 

lower compared to the increase in staff numbers for the year ended 2008 because then 

the increase in number of employees stood at 17.7% (CBK, 2009). This increase is 

also marginal because the performance of the sector increased in double digits. For 

instance, capital adequacy and liquidity ratios increased while non-performing loans 

reduced and even further, compared to the sector’s performance in 2008, net assets 

grew by 14.3%, customer deposits increased by 16.4% and profit before tax rose by 

12.9%. All these growth statistics are in double digits while the increase in the 

number of employees is barely in single digits (for both years 2009/10) and also very 

dismal in comparison to the growth in other areas.    
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Table 2.1 Employment breakdown in Kenya’s banking sector for 2008 and 2009 

 2008 2009 % Change 

Management 5,784 6,156 6.43% 

Supervisory 5,435 5,022 -7.60% 

Clerical & secretarial staff 12,787 13,593 6.30% 

Support staff 1,485 1,361 -8.35% 

Total 25,491 26,132 2.51% 

Adapted from Central Bank of Kenya (2010). 
 

Table 2.2 Employment breakdown in Kenya’s banking sector for 2009 and 2010 

 2009 2010 % Change 

Management 6,156 7,431 20.7% 

Supervisory 5,022 5,097 1.5% 

Clerical & secretarial staff 13,593 14,341 5.5% 

Support staff 1,361 1,977 45.3% 

Total 26,132 28,846 10.4% 

Adapted from Central Bank of Kenya (2011) 
 

Theoretical Framework 

Social Identity Theory 

Abedin and Davies (2007) citing Tajfel argue that an individual usually derives his 

social identity from that of a group of people he associates with. In the case of a 

merger, the employee associates with the organisation as a whole which includes his 

colleagues, the products, the organisations brand, image, and reputation. He derives 

his identity from all the foregoing. The employee’s identity is therefore tied to that of 

the organisation he works for and any threat to the organisation’s identity is a threat to 

his own identity. A merger therefore presents a threat to the prevailing order.  

Social identity is closely related to organisational identity. Social identity is abroad 

term that encompasses self-identity and organisational identity. Organisational 
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identity is very important to study because the more one identifies with the 

organisational identity; the more one engages with the organisational activities and 

engages in behaviour that is considered in tandem with the goals and objectives of the 

organisation (Abedin & Davies, 2007). It therefore follows that an individual who 

also strongly identifies with the organisation is better placed to accept and manage 

change within the organisation.  

There are three ways that pre-merger identification is related to the merger namely; 

normative commitment; continuance commitment; and affective commitment (Abedin 

& Davies, 2007). Normative commitment occurs where an individual who is a 

member of the group is afraid to break group rules and therefore continues to tow the 

line arising out of the individual’s obligation to the group. Continuance commitment 

arises out of the sense by an individual that all is lost; or everything he had invested in 

has gone down the drain. As a result, the individual tries to cling to what is left of 

what used to be familiar to him and as a result clings to the new entity. Finally, pre-

merger identification is said to either have an inverse relationship to affective 

commitment or none at all. 

 

HORIVERT Theory 

Buono (2003) suggests that one of the solutions to the analysis of firms prior to 

mergers is to use a theory called HORIVERT. This theory posits that the organisation 

must be looked at objectively, meaning not only looking at the top executive but also 

infusing the foregoing with perspectives and suggestions from the middle managers 

and non-management employees (Buono, 2003). This, he argues, will effectively deal 

with the phenomenon popularly known as the “hierarchy gap”; where the ideas and 
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views of the top management are different from those of the middle managers and 

employees.  

 

He also also suggests that the human resources must be looked at from their potential 

perspective rather than as capital. This, he argues, is because unlike other types of 

‘capital’ human resources is capable of thinking for itself and deciding what level of 

commitment and effort it will put into work depending on the relationship it has with 

the organisation. SEAM analysis, he argues, enables the firm integrate all the 

disciplines/functions in an organisation to work as one seamless unit that has the same 

objectives.   

 

Performance of a Merged Firm is Directly Related to Integration Activities 

Empirical evidence suggests that the level of integration, post merger, has a direct 

relationship to the level of performance of the merged firm. Integration can be defined 

as the process of “transferring capabilities, cutting costs, and achieving synergy by 

integrating management decision making as well as departments and functions” 

(Weber, Tarba, & Reichel, 2009, p. 3).   

 

Pucik (2008) argues that there are three main ingredients to successful integration, 

which will lead to the success of a merger. These ingredients are speed, 

communication and integration leadership. First, this means that post-merger 

integration should be implemented with great speed. Second, communication to all 

staff about the merger must begin immediately the merger deal is announced and this 

will include communication on the reason for the merger, the objectives sought, level 

of integration needed, and how the merger will create value. Third, the right 
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integration leaders must be sought prior to the merger. In essence, if the right 

leadership is not available to lead the merger deal then the merging companies should 

not bother engaging at all.  

 

It therefore follows that the process and level of integration directly affects the 

performance of the firm. If it is done poorly, for instance if the management of the 

acquiring firm intervene too strongly (high level integration) in the decision making 

process of the acquired firm which results in the loss of independence of the latter, it 

may have a negative impact on the acquired firm because its management will not be 

committed to the merger activities and to the new entity (Weber et al., 2009). It is also 

true from the foregoing that an intervention by the management team of the acquirer 

that is too light (low level integration) will also have a less than favourable impact on 

the performance of the acquired firm. This means that the level of engagement or 

integration must be just right to elicit the expected synergies. 

 

Corporate Cultural Differences have a Direct Impact on the Performance of Domestic 

Mergers 

Weber et al. (2009) argue that several empirical studies indicate that there is a direct 

relationship between the cultural differences of merging entities and the performance 

of the merged firm thereafter. The more the differences between the merging parties, 

the bigger the clash of cultural differences and consequently, the harder the 

integration will be. If the two entities will be unable to integrate easily, they will be 

unable to partake of any synergies available to them had the integration been seamless 

and this will have a direct impact on the performance and success of the merger.  
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Corporate cultural differences are usually aggravated by pre-merger identification and 

the social identity. It is therefore the responsibility of the management of the merged 

entity to ensure that integration of the corporate cultures is undertaken. This is a 

delicate course because the process and level of integration directly affects 

performance of the firm thereafter (Weber et al., 2009). The more the cultural 

differences there are between the merging entities the more elaborate the integration 

strategies should be to ensure that integration is done quickly and seamlessly to 

ensure success of the merger. It can therefore be argued even though the level of 

corporate cultural differences determines the performance of the merged entity; the 

integration strategies that are put in place determine the outcome of the merger. 

 

National Cultural Differences have a Direct Impact on the Performance of Domestic 

Mergers. 

Geert Hofstede came up with five dimensions of culture that affect different countries 

and the way companies do business in each region of the world. Cross-cultural 

differences are usually in five dimensions namely; power distance (PDI); uncertainty 

avoidance (UAI), individualism (IDV), masculinity (MAS), and long-term orientation 

(LTO) (Hofstede, 2001). These dimensions greatly influence the culture of different 

companies from different parts of the world. If two or more companies from different 

parts of the world intend to merge, it is important that they fully understand the 

cultural backgrounds of the other.   

This is because the nationalities of the merging institutions have a direct bearing on 

the performance of merged entities.  Weber et al. (2009) argue that this is because; 

local companies are made up of people from the countries of incorporation that have a 

predominant culture. This also means that because the culture of the people of that 
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host nationality defines the culture of the organisation; more often than not, when two 

entities having different national backgrounds merge, there are bound to be some 

cross-cultural differences. Weber et al. (2009) argue that unlike corporate cultural 

differences, national cross-cultural differences are much deeper and involve a deeper 

consciousness. This therefore logically means that national cross-cultural differences 

cause bigger cultural clashes than corporate cultural differences. Therefore, it is safe 

to argue that national culture and corporate culture are separate and different. 

 

Theories on the Reasons for Merger of Companies 

Virani (2006) observes that mergers have become very fashionable worldwide 

especially in the past twenty or so years due to various factors including; 

globalisation, and advances in technology that have made the world become ‘one big 

village’. Kroon, Noorderhaven, and Leufkens (2009, p. 20) argue “mergers are 

essential to the survival and performance of organisations”. There are some very good 

reasons why the crafters of mergers choose this method of organisational 

development as opposed to other methods. Some of the reasons are discussed herein 

under.   

 

Rapid Strategic Growth 

Businesses are considered to be living organisms capable of growth just like any other 

organisms (Pandey, 2004). Owen (2004) argues that a company is born, goes through 

adolescence and then eventually matures and may die either out of old age or 

prematurely through absorption into another. As the company grows and matures, this 

growth can either be normal or exponential (Pandey, 2004). Normal growth, also 

known as organic growth, occurs when management allows a company to grow 
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slowly from its own resources without any special intervention. Pearson (1989) argues 

that organic growth is a very cheap method of growth and most preferable when a 

company has the human resources sufficient to grow the company. However, these 

scholars argue that it is difficult to grow a world-class business solely through organic 

growth and hence the need to go out and merge with other companies of similar 

disposition. Further, when the environment is also rapidly changing, organic growth 

may take too long to respond to the changes and may therefore not be the best 

alternative. Boczko, Davies and Chen (2008) also agree with the foregoing arguments 

as they add that organic growth is a slow method of growing business and is a method 

that is better used in a small company as it can achieve dynamic organic growth faster 

than in a larger company.  

Therefore, over the years many companies have cited rapid strategic growth as one of 

the main causes for their mergers. Ghosh as cited by Kolberg (2008) argues that 

mergers provide leaders with a viable method for strategic growth. Buono (2003) 

asserts that when companies merge, they are able to meet their objectives faster and 

cheaply together than apart. When a company is able to meet its objectives faster and 

cheaply, it is able to grow rapidly rather than slowly and organically. 

 

Therefore, the management of a company may intervene and consciously put in place 

strategies to make the growth of the company increase abnormally or exponentially. 

Thus mergers are used for this type of growth. Other strategies for growth may 

include, issuance of bonds or debentures; listing of shares of the company at the stock 

exchange, among others. 
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Share Values Appreciation 

Mueller and Sirower (2003) suggest that one reason for the merger of companies is 

Market-for-corporate-control-hypothesis (MCCH), a hypothesis that posits that the 

market share value of the firm can either be increased or reduced by the bidding that 

is made when several firms are bidding to take over or merge with a target firm. The 

operation of this hypothesis is premised on the assumption that an increase in the 

demand for shares of a firm due to bids will raise interest in the shares in the market 

and as a result increase the value of the shares. 

 

Reducing Tax Liability 

There are some jurisdictions around the world that allow a company to reduce its tax 

liability by offsetting at a particular rate its past losses. Pandey (2004) states that this 

is one reason why some profitable companies opt to merge with others that have been 

making losses so as to be able to take advantage of these gains. According to Weston 

(1977; cited in Pandey, 2004), tax advantages as a reason for mergers contributes to 

one third of all the reasons for mergers in the USA. Machiraju (2007) argues that 

unused net operating losses of a target company and the revaluation of acquired assets 

usually influence the occurrence of mergers. Tax consideration is therefore a major 

and significant reason for mergers worldwide.  

 

Empire Building 

Mueller and Sirower (2003) also argue that Managerial Discretion Hypothesis 

(MDH), also known as empire building, is another reason for merger of companies. 

The proponents of MDH posit that some firms are usually merged due to the 

management’s need to build empires for their own gratification (Mueller & Sirower, 
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2003). Ojha (2008) calls it “seeking glory to satisfy executive ego”. As a result some 

companies may expand rapidly by undertaking mergers left right and centre. This is 

healthy where the personal goals of the management are in line with the goals of the 

shareholders but it may bring decline where the personal goals of the management are 

different from those of the shareholders (Pandey, 2004). Where the goals and 

objectives of management are in conflict with those of shareholders, this conflict is 

popularly known as the “agency problem”. Surprisingly, on the converse, some 

boards use mergers as a means of disciplining a management team that they consider 

errant (Machiraju, 2007).  

 

Strategic Realignment 

In the past, some companies have taken advantage of changes in their environments to 

make changes such as mergers with other companies. For instance, when the financial 

services industry in the USA was deregulated in 1999 allowing for the lifting of 

restrictions on the integration of commercial banking, insurance, and investment 

banking, some commercial banks merged with insurers and investment banks 

(Pakraran, 2011). Coming at a time when the 1999 Gram-Leach-Bliley Act was 

enacted effectively repealing some of the sections of the 1933 Glass –Steagall Act, it 

also led to the consolidation of the USA banking industry and the creation of huge 

conglomerates such as Citigroup, Morgan, HSBC, and Deustche Bank which were 

formed as a result of mergers. The Citigroup merger (Citibank and Travelers Group 

Inc) occurred even prior to the passing of the Gram-Leach-Bliley Act of 1999 because 

the executives of the two companies were confident that the Gram-Leach-Bliley Act 

would pass through (Pakraran, 2011). This was a merger between a commercial bank 

and an insurance/financial services provider. Technological change may also cause 
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strategic realignment. According to Machiraju (2007), the need to keep up with 

technological change may force some companies to use mergers as a means of 

acquiring new technologies and intellectual property fast and cheaply; or as a means 

of keeping the said technology out of the reach of the company’s competitors.   

 

Creation of Synergy 

Mueller and Sirower (2003) propose that firms also merge to take advantage of 

synergies, which they would otherwise not be able to exploit. This is what they call 

the Synergy Hypothesis (SH). Pucik (2008) argues that a merger deal motivated by 

synergy aims to achieve competitive advantage through economies of scale, 

streamlining the value chain, increasing utilisation of capacity, using technology as 

leverage, and increasing bargaining power. 

 

 Pandey (2004) argues that synergy is a situation whereby the value of the combined 

entity is worth much more than the simple summing up of the values of the separate 

entities, expressed as one plus one equals three (1+1=3) mathematically. Machiraju 

(2007) advises that there are two types of synergy, namely, operating synergy and 

financial synergy.  

 

Financial synergy is based on the concept that the debt raising ability of the combined 

entity is far much better than the two companies’ abilities added together while 

separate. This, according to him, could assist in tax savings. Operating synergy is 

basically based on the economies of scale, which are said to be better for the merged 

entity than the sum of the same for the two entities while separate. 

 

Daystar University Repository

Archives Copy



 

54 

 

According to Pandey (2004, p. 675) some of the ingredients of synergy include 

“enhanced managerial capabilities, creativity, innovativeness, research and 

development, and market coverage capacity”. This essentially means that when 

entities merge, they are able to put together all their resources and talents into one 

melting pot and the end result is performance far beyond what is reasonably expected 

from summation of the two entities.  

 

Pearson (1989) however argues that the creation of synergy is a very poor reason for 

mergers because profits from synergy are very difficult to achieve. Synergy according 

to him is easy on paper but not practicable. This flies in the face of the earlier 

arguments of Pandey, Machiraju, Mueller and Sirower and Pucik. 

 

Market Power/share 

The exploitation of market share may come as a result of a merger (Virani, 2006). 

This is because several companies may come together to form one major company. 

The small companies will sum all their respective shares in to one enhanced market 

share. It is also proposed by Pandey (2004) as a reason for mergers, while Machiraju 

(2007) argues that this affords the new and bigger company the ability to set and 

maintain prices depending on how big its market share is. They also add that the 

merged entity will have better bargaining power against its suppliers, labour force and 

market. Pearson (1989) also agrees with the foregoing arguments stating that attaining 

market leadership, increasing market share and cutting down competition is a good 

reason for merging companies. For instance, when Sundaram Clayton Ltd merged 

with TVS-Suzuki, the new entity became the second largest motorcycle manufacturer 
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in India (Pandey, 2004). This enabled the company to take better care of threats from 

its closest rivals.     

 

However, many countries have strict regulations to prevent companies from becoming 

monopolies by merging. In Kenya, the Restrictive Trade Practices and Monopolies 

Act (now repealed) required that the Monopolies and Price Commission (now 

defunct) approve a merger before the same proceeded (RTPA, 1988). Currently the 

Competition Authority is charged with the responsibility of issuing approvals for 

mergers (Njuguna, 2011). 

 

Hubris Hypothesis  

HH is the last hypothesis put forth by Mueller and Sirower (2003) where they argue 

that it occurs when a management believes that a target company will do extremely 

well after a merger and this motivates them to undertake the merger. Seen from 

another angle, this hypothesis explains why a company is acquired. Sometimes, the 

managers from either side (acquirer or target Company) may believe that their 

valuation of the target firm’s shares (which is higher) is correct and that the firm’s 

shares have been undervalued (Machiraju, 2007). The shares are therefore 

sold/purchased at a premium. This is also known as the ‘winner’s curse’.  

 

Economies of scale 

Boyer and Choi (2007) argue that this is one of the reasons companies merge. Pandey 

(2004) posits that economies of scale occur when a company is able to increase its 

production while reducing its cost at the same time. When entities merge, they are 
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able to increase their production due to the increase in resources and capabilities. The 

merged entity is also able to maintain its fixed cost because for instance, the number 

of staff may remain the same or increase only slightly; the plant and machinery may 

remain the same; one head office may be retained; among others. In other words, the 

same facilities will be utilized to produce more. The fixed cost per unit will therefore 

reduce significantly due to the increase in production and overhead costs of the 

merged entity remaining constant. 

 

Operating economies 

 In certain merger scenarios, for instance vertical mergers, the merged entity is able to 

eliminate overlapping functions or duplication within its production and distribution 

channels to be able to have a very lean channel (Pandey, 2004). This will shorten the 

channels between the manufacturer and the consumer by eliminating unnecessary 

functions. This is in line with value chain analysis when after analysing the 

production process, firms such as Kenya Breweries Ltd, Kenya Maltings and Central 

Glass (all related companies) may decide to merge and in the process eliminate 

several redundant functions to smoothen the operating process.  

 

Diversification strategy 

Jones and Hill (2010, p. 313) define diversification as “...the process of entering new 

industries, distinct from a company’s core or original industry, to make new kinds of 

products that can be sold profitably...” They add that many companies consider 

diversification when they are generating excess cash that would not be prudently re-

invested in the existing lines. Diversification strategy deals with reduction of risk, 

specifically non-systematic risk (Pandey, 2004). According to Machiraju (2007), 
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diversification reduces the instability of earnings and adds that the cash flows of the 

two firms should not be related. Diversification strategy usually refers to instances 

when a company ventures in to a different industry (or industries) different from the 

one it is currently engaged in (Pandey, 2004). However, strictly speaking, there are 

two types of diversification strategies namely; concentric diversification- where a 

company diversifies into a related industry especially when a company has a strong 

competitive position but industry attractiveness is low and conglomerate 

diversification where a company ventures into a totally unrelated industry mostly 

when a company’s current industry is unattractive and that the company lacks 

competitive abilities or skills that it could transfer to related products or services 

(Wheelen & Hunger, 2000). To venture into these industries/sectors, a company may 

opt to merge with another (or others) in these other industries/sectors to form a 

conglomerate.  

 

Motivations for using Diversification Strategy 

Generally, the merged entity will be able to produce goods and services across 

different industries. This greatly reduces the risk of losses the company may face 

should one industry/sector begin to suffer from non-performance. For instance, Boyer 

and Choi (2007) state that when banks merge, the loan book/portfolio becomes much 

bigger and diversified thus lowering credit risk. Mergers as a diversification strategy 

also assist the shareholders of non-listed companies to diversify their investments to 

several industries without having to buy or sell their shares (Pandey, 2004).  

According to Anwar (2005), since 1990 many mergers in the United States of 

America have been sought to enhance financial performance, corporate 

diversification/integration, and other business synergies. Machiraju (2007) also argues 
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that companies also use the diversification strategy to shift to product lines that have 

higher growth prospects. 

 

However, some of the main (perhaps specific) reasons that companies opt to use the 

diversification strategy are as follows: 

 

Transferring Competencies 

This entails taking the skills and competencies that a company has acquired over a 

period of time and applying the same in the new entity that has been formed post 

merger (Jones & Hill, 2010). This can also work the other way round where a 

company (A) that has not been performing well in its line of business diversifies by 

merging with another company (B) dealing in a different line of business but which 

has been doing well in its line of business with the sole purpose of transferring 

Company B’s competencies to the new entity (C). By so doing the performance of 

both lines of business will benefit.  

 

Sharing Resources and Capabilities 

This involves the pooling of resources together resulting in cost savings and 

differentiation advantages (Jones & Hill, 2010). This makes the combined entity more 

profitable than its competitors that are operating in only one industry. This is because 

the structure can be used to perform the same functions such as the research and 

development (R&D) team, marketing team, and procurement team among others. 
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Product Bundling 

The market place has become very competitive and in a bid to outdo competitors, 

some companies aim to offer the client as many products as possible all under one 

roof (Jones & Hill, 2010). These are usually related products for instance, Safaricom 

Ltd offering the client mobile telephone services, internet services, television (as it 

currently does through DSTVMobile), video teleconferencing, and mobile money 

transfer, among many other related services (Safaricom, 2011). All these can be 

offered as a package making it very attractive to customers.   

 

Industry Consolidation 

Another reason for mergers is the consolidation of entities in an industry. This has the 

effect of decreasing competition because the number of players in an industry reduces 

and two, the increase in efficiency of the players in the industry (Mumcu & 

Zenginobuz, 2005). Efficiency comes about because the merged entity will be better 

able to make use of its combined resources and economies of scale thus increasing 

efficiency. Efficiency also arises from the ability by the combined entity to utilize 

unutilized resources such as branch networks (Hensel, 2006). For instance, in the 

same amount of time and resources, the merged entity will be able to produce more 

than what they were producing separately before the merger. In their analysis of 

mergers and acquisitions in the Turkish Banking Industry, Mumcu and Zenginobuz 

(2005) reached the same conclusion that the consolidation of banks in their banking 

industry would lead to increased efficiency. In Japan, the banking industry used 

mergers as a defensive measure to consolidate, downsize and obtain economies of 

scale following creation of over capacity during Japan’s bubble economy period (Ito 

& Rose, 2005).  
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Regulatory arbitrage 

Some related subsectors are lucky enough to have products that can be shared; or that 

cannot be categorised as belonging specifically to one subsector exclusively. 

Therefore some companies are able to launch a product in one sub sector to take 

advantage of a weak regulatory framework in that particular subsector as opposed to 

registering it in another where the regulatory framework is strong (Mutuku, 2008). A 

company (say a bank) may opt to merge with another (say an insurer) to be able to 

beat the regulator because this may allow the new entity to register products under the 

regulator that is most cost effective and less stringent to allow the company more 

latitude and profits. He adds that a related approach to beating regulators is for 

companies in a subsector to merge such that they become too big for the regulator. 

The merged entities will therefore be able to hold the regulator at ransom and dictate 

terms. The regulator will have no choice but to allow them to carry on with whatever 

the merged entity has set out to do. 

 

Government regulation/restrictions 

Crane and Marten (2007) define Government as consisting of various institutions, at 

various levels that have the power to issue laws. They also define Law as a 

codification of what the society considers collectively as right and wrong into express 

rules. In my view, regulations can also be defined as laws even though, strictly 

speaking, laws are just but one aspect of regulations. 
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Europe, USA and Asia 

Government regulation is another reason why companies merge. It is probably for the 

same reason that in many countries around the world, banks have gone through a lot 

of consolidation. Bank regulators around the world have in the past imposed tough 

regulations to increase stability of the respective banking industries (Shanmugam & 

Nair, 2003). For instance, in the USA, between the years 1986 and 2000 there was a 

reduction of 30% in the number of banks while the consolidation of assets increased 

tremendously (Neuman, Davis, & Mizruchi, 2008). As earlier highlighted, there were 

7000 cases of bank mergers in USA between 1980 and 2004; and 203 cases in Europe 

between 1997 and 1998 (Soludo, 2004).  

 

Towards the end of the 1990s and the beginning of the 21st Century, Japanese banks 

concentrated all their assets into 5-6 major banking groups from a total of about 21 

major banks at the beginning of the 1990s (Hensel, 2006), the rationale behind the 

consolidation of banks in Japan being that “big is better”. A bigger bank, in their 

view, would be able to compete better globally (especially in light of the 

consolidation of banks in the US and Europe), benefit from government financing, be 

too big to fail, and further, the bank would be able to wield bigger market power due 

to its size (Hensel, 2006).  

 

Malaysian banks also merged to form 10 anchor banks from an initial population of 

54 banks (Shanmugam & Nair, 2003). Other banking industries that gone through 

similar experiences include Korea which consolidated all their banks to remain with 8 
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commercial banks; and Singapore which consolidated all their banks to six (Soludo, 

2004). 

 

Africa 

Africa has not been left far behind and the consolidation of the Nigerian banking 

industry (from 89 banks to 25) is a good example (Chovwen & Ivensor, 2009). 

In Nigeria, the CBN issued new regulations requiring banks in Nigeria to raise their 

core capital to N25 Billion by the close of December 2005 (CBN, 2004).  This forced 

many banks to merge to be able to meet the said requirement. The banks were reduced 

from about 89 banks to about 25 in total through the use of consolidations (Chovwen 

& Ivensor, 2009). In a speech by Soludo, governor of CBN, he lauded the 

consolidation as having brought a lot of good changes to the Nigerian banking 

industry (Soludo, 2007). Some of the progress he highlighted include; reduction of 

banks from 89 to 25; doubling of capital base; increase in branch network; reduction 

in non-performing loans by 16%; and Nigerian banks toping rankings worldwide; 

among others. In South Africa, several banks merged to form ABSA i.e. 

Amalgamated Banks of South Africa which in 2004 had a larger capital base bigger 

than all the Nigerian banks put together (Soludo, 2004). 

 

Kenya 

Central Bank of Kenya (2010) argues that some of the reasons for mergers of banks in 

Kenya include; the need to meet the increased levels of share capital; to expand 

distribution network and market share; and to benefit from best global practices 

among others. However, the main reason for mergers of banks in Kenya has been to 

meet government regulations. The merger of banks amongst themselves and mergers 
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with non-bank financial institutions has been recorded severally in the past. In 1994, 

Central Bank issued a directive that required all non-bank financial institutions to 

either merge with their parent banks or convert to banks. Before that, Consolidated 

Bank of Kenya was formed from the merger of seven collapsed banks in 1989 

(Sokpor, 2006). 

 

Recently, various banks have begun discussions with each other as a result of the 

CBK directive that banks increase their core capital to Ksh. 1 billion by close of the 

year 2012. Kenya has had about 33 mergers in the past 21 years (CBK, 2010), which 

judging from the list, it is apparent that many of these mergers were between banks 

and their subsidiaries or sister companies. Some examples of recent bank mergers 

include, Kenya Commercial Bank (KCB) and Savings and Loan (S&L) which merged 

to form Kenya Commercial Bank (CBK, 2010; City Finance Bank Ltd and Jamii Bora 

Ltd merged to form Jamii Bora Bank Ltd; and finally Southern Credit Bank and 

Equatorial Commercial Bank merged to form Equatorial Commercial Bank Ltd.    

 

Theories on the Reasons for the Failure of Mergers 

Whatever the reasons for mergers are, few of them are successful. Combined entities 

continue underperforming begging the question whether mergers are the surest way of 

attaining objectives. Kolberg (2008) cautions that historically, mergers have had a bad 

record in terms of performance while Buono (2003) argues that less than a third of 

mergers actually succeed as planned. Ohja (2008) reiterates the same by asserting that 

two thirds of mergers are a disappointment in the sense that the values of their shares 

at the stock market plummet while Kroon et al. (2009) citing Dyer et al. (2004), 
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Goold and Campbell (1998), and Mottola et al. (1997), state that most mergers fail to 

some extent. It was reported that only 30% of the mergers globally in the years 2003 

and 2004 created shareholder value; and in fact half of them had eroded shareholder 

value thus leaving the merged entities in a worse off position than prior to the mergers 

(Davies et al., 2008). 

 
This is contrary to one of the reasons for mergers- share value appreciation- discussed 

above. Ohja (2008) defines a failed merger as a failure on two fronts; qualitative and 

quantitative and discusses qualitative failure as a merger that fails to meet its 

objectives; and a quantitative failure as that which causes shareholders adverse returns 

on their investments rather than positive returns. Many reasons have been suggested 

as being the causes for failure of mergers. Some of the reasons are detailed herein 

under: 

 

Wrong Motives 

One of the reasons given for the failure of merger of banks in Japan is having the 

wrong motives (Hensel, 2006). The merger of banks in Japan was initially thought to 

be because of the need for efficiency in the operation of activities of the banks. 

However, it emerged that the real reason the banks merged was to become big enough 

to influence the market. It was therefore about market power and not about efficiency. 

The problem with this motive was that it did not take into account various crucial 

factors such as strategic partnerships and was more of an exercise of putting together 

banks irrespective of; and without solving the problems they had prior to the mergers. 

It further became apparent that these banks did not seem intent on becoming 
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operationally efficient and only had the intention to be big and had not thought much 

beyond this desire. 

 

As earlier highlighted, some mergers are undertaken to fulfil the personal ambitions 

of the management team (Ohja, 2008). The management team is therefore blinded by 

ambition and does not look at the facts on the ground properly or the organisational 

goals. A good example is when the management team is enticed into agreeing to a 

merger proposal because a deal sweetener in the form of a ‘golden parachute’ also 

known as a golden handshake - a generous package given to the management of a 

company to entice them into accepting the merger of a company (Crane & Matten, 

2007) - has been placed on the table. Sometimes, the management may be blinded by 

the golden parachute and fail to consider whether the merger would be good for the 

company as well as all its stakeholders. This is a wrong motive for a merger of two 

companies. 

 

Poor Change Management 

Change in business is defined as the “movement from one state of equilibrium to 

another” (Cole, 2002, p. 128). Change management is therefore the administration of 

that process. Mergers bring with them a lot of changes especially for the employees. 

For them, accepting change is very difficult because the basic nature of human beings 

is to resist change. Abedin and Davies (2007) quoting Walter M. Oliver argue that one 

of the biggest challenges in a merger situation is to get the entire staff engaged in the 

process. They argue that communicating to each staff their individual role in the 

merger is of utmost importance because it is easier to get staff members involved 

when they know exactly what they need to do and reasons thereof. Management ought 
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to communicate to the employee to the effect “change is not only necessary but 

desirable” (Cole, 2002). However, management does very little communication to aid 

in the merger process. This leads to inaccurate perceptions, dissatisfaction, and low 

morale (Virani, 2006). Therefore, the employees continue to resist change, what Cole 

(2002; quoting Lewin, 1951) calls the force field theory.              

 

Forces resisting change /maintaining status quo 

 

   

                                   Equilibrium 

 

  

 Forces for change  

Figure 2.1. Force-field theory. 

Adapted from Cole, G. A. (2002) 

 

The Social Identity Barrier 

However, even if the management was to communicate at every stage of the merger 

process, Abedin and Davies (2007) argue that it is not easy because mergers are 

events that shake institutions to the core. Their argument is premised on the fact that 

an employee would find it very difficult to positively engage in the merger process 

and aid it to the best of his/her ability when he/she knows that it may affect him/her 

adversely, for instance if the merger could lead to loss of jobs. Citing Daniel and 

Metcalf, Abedin and Davies (2007) argue that other than the possibility of getting 

fired or rendered redundant, employees are worried about their identity. Over the 

years, employees grow attached to their employers and as they grow as individuals, 
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they derive their identity from their employer and therefore when mergers are 

announced and it appears as if the employer whom they have known for years may be 

lost or swallowed by another, employees feel a huge sense of loss (Abedin & Davies, 

2007). It is therefore very difficult to commit such an employee to the merger process 

because they would not like to be part of a process that is adverse to their person. The 

employees also suffer from merger syndrome which is a phenomenon said to afflict 

employees of merged entities. It is characterised by “stress, confusion, fear, anxiety, 

frustration, anger, and disorientation” (Buono, 2003, p. 92). These employees refuse 

to let go of the old and embrace the new and performance and productivity suffers as 

a result (Abedin & Davies, 2007). 

 

Abedin and Davies (2007) posit that the goal of all merger and integration 

programmes is to make the employees of the now merged entity to identify with the 

new organisation but that this is difficult when many of the employees are still ‘stuck 

in the past’; that is, they still hold on strongly to the former organisation and its way 

of doing things.  

 

Intercultural Differences 

Weber et al. (2009) report that several empirical studies indicate that there is a direct 

relationship between the cultural differences between merging entities and the 

performance of the merged firm thereafter. Vance, Vance, and Paik (2001, p. 37) 

quoting Hofstede stated that: “Culture is more often a source of conflict than of 

synergy. Cultural differences are a nuisance at best and often a disaster”. 
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The ability of two different cultures to meet and become one is called cultural fit 

(Virani, 2006). When the merging entities have cultures that are so different that they 

are irreconcilable, this cultural fit is said to be poor. Despite its significance, this is 

one of the most neglected areas during a merger. Firms fail to carry out a cultural due 

diligence alongside the financial and legal due diligence that is usually carried out 

prior to the merger. Some of the areas that the cultural due diligence ought to cover 

include; centralisation and decentralisation of decision making; power distance; 

certainty avoidance; risk management; conflict management (Virani, 2006). Due to 

poor or lack of cultural due diligence prior to the merger, the merged entity begins to 

encounter challenges due to cultural clashes. For instance, Ohja (2008) reports that 

one of the main reasons for the failure of the merger between DaimlerChrysler is 

cultural differences, where DaimlerChrysler failed to take full cognisance of the 

intercultural differences that existed in the two separate entities prior to the merger 

and neither gave the issue the seriousness it deserved nor otherwise dealt with it. As a 

result, management staff turnover at the Chrysler arm of the company increased 

(Davies et al., 2008; Ohja, 2008). Daimler (German automaker) had a very structured, 

hierarchical and formal approach to business; while Chrysler (American automaker) 

had an entrepreneurial, carefree and relaxed approach to management so when the 

merger eventually failed owing to a lot of dissatisfaction on both sides, it was the 

mismatch of management culture that did the merger in (Boczko, Davies, & Chen, 

2008). 

 

Wrong Focus 

Buono (2003) contends that most companies tend to focus on the wrong things, 

arguing that instead of focusing on the latent problems that may arise, they focus on 
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unimportant things. He supports his contention by reporting that more often than not; 

the crafters of mergers look at it more like a mechanical process rather than looking at 

it from the human side of things. He further argues that the other extreme, i.e. 

focusing too much on the human dynamics at the expense of financials and figures, is 

also dangerous instead advocating for a combination of both; a balance between the 

two extremes which he calls the SEAM approach; the integration of social and 

economic factors. 

 

Another type of focus may be long term and short-term results. While some 

companies focus entirely on short-term results others focus on the long-term results. 

According to Buono (2003), both are ineffective because the focus should be 

somewhat balanced. Even as a company focuses on long-term results, it should not 

completely abandon the short-term goals and objectives and vice versa. 

 

Another reason for failure occurs when the architects of mergers only focus on 

vertical integration and re-engineering as opposed to both vertical and horizontal 

integration. He argues that vertical integration is concerned with minor structural 

changes, mostly confined to the upper crust of the organisation, and mostly concerns 

individuals/positions within the organisation.  

 

Poor Post-merger Integration 

Empirical evidence suggests that the level of integration, post merger, has a direct 

relationship to the level of performance of the merged firm (Weber, et al., 2009). 

Integration can be defined as the process of “transferring capabilities, cutting costs, 

and achieving synergy by integrating management decision making as well as 
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departments and functions” or additionally, as the process where individuals working 

within the merged entity learn to co-exist and get work done (Weber, et al., 2009). 

Machiraju (2007) argues that integration is the most important stage of the merger 

process.  

 

This is a delicate process because the process and level of integration directly affects 

performance of the firm thereafter (Weber, et al., 2009). They argue that if it is done 

poorly, for instance if the management of the acquiring firm intervenes too strongly 

(high level integration) in the decision making process of the acquired firm which 

results in the loss of independence of the latter, it may have a negative impact on the 

acquired firm because its management will not be committed to the merger activities 

and the new entity. It is also true from the foregoing that an intervention by the 

management team of the acquirer that is too light (low level integration) will also 

have a less than favourable impact on the performance of the acquired firm. This 

means that the level of engagement or integration must be just right to elicit the 

expected synergies. Virani (2006) states that for the integration to be done just right 

(to unlock the expected synergies), the management of the merged entity must be of 

high calibre.  However, he cautions that the waterloo for most companies when it 

comes to integration is usually lack of prior planning and design. Therefore, most of 

the time, the level of engagement is wrong and hence performance is adversely 

affected. It is said that the merger between Daimler and Chrystler failed partly 

because of poor planning (Davies et al., 2008) as well as the parties underestimating 

the amount of work needed to integrate the two organisations. 
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Yet another challenge (and thus a cause for failure) when integrating the various 

functions of the merged entity is the speed of integration (Boyer & Choi, 2007). 

Virani (2006) claims that any delay in integration leads to uncertainty and ambiguity, 

which in turn undermines the normal production and distribution processes of the 

merged entity. He further claims that this is what led to the failure of the merger 

between Scientific Data Corporation and Xerox in 1969 and the merger between 

AT&T and NCR Corporation in 1991. 

 

Failure to carry out an Objective Legal and Financial Due-diligence 

When a company is considering merging with another it must first carry out an 

appraisal/valuation of the targeted company to determine the value of its shares 

(Davies et al., 2008). One of the many reasons for the inability of many merged 

entities to turn around, break even, and start making profits is the fact that many 

acquiring firms pay too much for the shares of the acquired firm (Machiraju, 2007). 

When a proper due diligence on the legal and financial state of the merging firms is 

not carried out, the shares of the firms may be overvalued leading to the purchase of 

shares on excessive premiums. The firm may start struggling because the company 

must put in more effort to break even and to bring returns for the shareholders (Virani, 

2006). When break-even point and returns are not realized soon enough, the 

shareholders may grow disillusioned with the merger and before long; they will start 

to demand that the merged entity be sold off. Virani advises that the areas to watch 

out for are the liabilities of the firms, and if it may be added, especially contingent 

liabilities. 
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Legal due diligence/review cannot be substituted by agreements no matter how well 

drafted they are. That would be putting the cart before the horse. Synergy is usually 

over-estimated if proper due diligence is not carried out (Machiraju, 2007). Legal 

review should focus on: major contracts, litigation claims, contingent liabilities, 

corporate records, assets of the entities, and finance, management and employment 

matters while the financial due diligence/review involves the verification of the 

companies’ books of accounts especially on accuracy, timeliness and completeness. 

Financial review also involves, among others, the choosing and application of an 

appropriate share valuation method. Some of the methods include; stock market 

valuation of the shares; valuation of the company’s assets or; valuation of the 

company’s future earnings/valuations (Davies et al., 2008). The choice of any of the 

methods listed above will determine the price of the shares and consequently the offer 

price (Machiraju, 2007). Some methods above suit some situations better than others. 

The fair price of the share may therefore vary depending on which method is used. 

The choice of method is therefore important. 

 

Stock Market Valuation 

This is simply the product of the market value of the company’s shares in the stock 

market with the number of shares that have been issued and paid up (Davies et al., 

2008). They however add that this method suffers from some inherent weaknesses 

namely that: volume of trade of the shares greatly affects the price, non-listed 

companies cannot use this method, and benefits accruing post merger are not taken 

into account. For example, if the market price of a share is Kshs. 11.90 and the 

number of ordinary shares issued is 2 million, the value of the company will be 

worked out as follows: 
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Valuation = No. of ordinary shares x market price 

 = 2 M x Kshs. 11.90 

= Kshs. 23,800,000.00 

 

Asset- based Valuations  

This involves the valuation of the assets of the company to determine the fair value of 

which there are three types: book value of net assets; break up, realisable value and; 

replacement cost (Davies et al., 2008). 

 

Book Value of Net Assets Valuation 

This is the net value of the assets after providing for all external current and possible 

liabilities (Machiraju, 2007). 

 

Book value of net assets = non-current assets + net current assets – long term debt 

 

Davies et al. (2008) argue that there are a number of challenges to this method. The 

value of the assets used in this method is the historical value and therefore, it may not 

reflect the current true value of the assets. They also argue that the valuation of 

stocks, debtors, and intangible assets may either be ignored or are unreliable and 

unrealistic. Finally, they argue that the current and future implications of costs and 

liabilities may not be fully appreciated in the calculations. 
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Break-up, Realisable Value of Assets Valuation 

This is a preferred method in highly specialised situations where liquid assets form 

the majority of the total assets (Machiraju, 2007). The realisable value of assets is the 

residual value of assets (Davies et al., 2008). This is the value that may be realised if 

the assets were sold as single units in the open market after deduction of costs related 

to selling them off and only the historical values of the assets are used although this 

portends a challenge because the historical value of the asset does not reflect the true 

market value of the assets leading to inaccurate valuation (Machiraju, 2007).  

 

Replacement Cost of Assets Valuation 

This is an approach to valuation that looks at the cost the company would incur to 

replace the asset in the open market and Davies et al. (2008) argue that this approach 

is more current than using historical values. However, they add that it also has certain 

weaknesses such as not factoring good will in the calculations and ignoring that some 

assets are complimentary to each other and cannot therefore be valued as separate 

individual items. 

 

Earnings-based Business Valuation 

There are about six ways in which one can go about calculating future earnings of a 

company namely: capitalised earnings valuation, price/earnings (P/E) valuation, 

Accounting rate of return (ARR) model, Gordon growth model valuation, Discounted 

cash flow (DCF) valuation (PV of acquisition = PV of cash flow for ... years + 

Residual value + excess cash), and Free cash flow model (Davies et al., 2008). Other 

methods that do not necessarily conform to any of the categories detailed above 

include: Dividend yield model, Capital asset pricing model (CAPM), Super profits 
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model, Weighted average method, Fair value, and Profit earning capacity (PECV) 

(Davies et al., 2008; Machiraju, 2007). 

 

All the methods above have advantages and disadvantages. Some methods are better 

for certain situations. The choice of a method for the valuation of the shares may to a 

certain extent determine the cost of the merger. If the choice of a valuation method 

leads to the overvaluation of shares then the same may affect the performance of the 

merged entity thereafter. 

 

Poor Corporate Strategy 

The foregoing causes of failure can be related to another reason for failure; poor 

corporate strategy (Cookson, 2004; Marks, 1997). Symptoms of poor corporate 

strategy include disputes on the size and composition of the board of directors; 

disagreements on the location of strategic facilities such as the headquarters; 

differences in valuation of assets; among others (Schmid & Daniel, 2009). If the firm 

had a good corporate strategy prior to the merger, it would take into account all the 

factors, anticipate challenges and provide solutions. The terms of engagement would 

also be well defined therefore eliminating or reducing the potential disputes that may 

arise during the merger process. 

 

Integration Strategies 

Machiraju (2007) argues that integration is the most important stage of a merger 

process. He argues that it must be done fast so as to achieve adequate staffing levels, 

eliminate superfluous assets, and to achieve the performance expected of the merged 

entity. He states that integration involves the following activities namely: integration 
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planning, creating communication plans, creating an integration committee, creating 

staffing plans, integrating functions, and corporate culture integration. 

 

Integration Planning 

This is an activity that should be undertaken well before the merger.  Planning 

involves pre-merger activities such as; valuation of the companies; identifying 

transition issues and drafting & implementing appropriate countermeasures; and 

negotiating contracts including warranties (Machiraju, 2007). 

 

Communication Plans 

According to Ito and Rose (2005) communication must be commenced as soon as the 

merger is announced. It is important that all the stakeholders are informed early on the 

intended merger (Machiraju, 2007). A proper plan on how the communication is to be 

made should be drawn up. Communicating the intended merger in the best way will 

assist in getting a buy-in from all the stakeholders involved, which will go a long way 

in helping the merger succeed. He further argues that honesty, clarity, and continuous 

communication are all important in this process. Ito and Rose (2005) also hold this 

point of view as they advise that explaining the truth to employees is difficult and 

may not go down well with many of them but the consequences of not communicating 

are harder to deal with because it leads to mistrust, rumour mongering, confusion and 

anxiety.  

 

Integration Committee 

An integration committee consisting of professionals drawn from external advisors, 

employees from both entities and, senior management from both entities should be set 
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up immediately the merger deal is struck. The integration committee should 

concentrate their efforts on activities that create the highest value for the shareholders 

(Machiraju, 2007). The committee should plan the integration process and ensure that 

the same succeeds using the least resources. The success of the integration process 

can be greatly determined by how effective the integration committee shall be. 
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Staffing Plans 

Staffing plans should be drawn after determining the staffing needs of the 

organisation post-merger. Thereafter, the organisation should assess the availability of 

the required human resources from both within the organisation and outside of it. The 

plan should then be drawn up including the recruitment processes, recruitment 

strategies, compensation plans, timelines involved, and communication strategies 

(Machiraju, 2007). 

 

Integrating Functions 

The merged organisation and indeed any organisation is the sum of various 

departments/functions that exist within it. All these departments will need to be 

integrated into one seamless body all pulling in one direction (Machiraju, 2007). The 

performance of these departments should be benchmarked for maximum results. 

 

Corporate Culture Integration 

Several empirical studies indicate that there is a direct relationship between the 

cultural differences between merging entities and the success of the merged firm 

thereafter (Weber et al., 2009). Values, traditions and beliefs are some of the items 

that form culture and they influence organisational behaviour (Machiraju, 2007). As 

discussed earlier, the management of culture change is important to make the merger 

a success. According to him, the starting point is the creation of a cultural profile 

through research, which helps to determine the management styles of the two entities 

that intend to merge. He adds that the creation of the profile will assist in determining 

which characteristics of the companies’ cultures should be maintained in the merged 
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entity. The contrasting cultures can be integrated by emphasising on common goals 

and aspirations. 

 

However, Kroon et al. (2009) argue that over the years, the traditional models failed 

to address or explain the reasons for the failure of mergers because they continued to 

focus on the tangible and on “financial and strategic” phenomena. As a result, a new 

school of thought that focused on the human factors emerged. To enable one choose 

an appropriate strategy that will take into account human factors, several 

frameworks/models may be used. One such framework is as proposed by Weber et al. 

(2009) as a means of determining the integration strategies that a merged entity 

should undertake post merger. 

 

 

 

 

 

 

 

 

 

Figure 2.2. Integration approaches, cultural differences, and cultural dimensions. 

Adapted from Weber, Tarba, & Reichel (2009)  

 

In the framework, Weber et al. (2009) suggest that the firm should take into account 

not only corporate cultural differences and synergy levels abut also consider a third 
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angle i.e. cultural dimension. These cultural dimensions have to do with national 

culture. This, they argue, enriches the decision making process and makes it more 

objective. 

 

From figure 2.2 above, the integration strategies that have been suggested are four 

namely; absorption, symbiosis, holding, and preservation. For instance, where the 

degree of synergy required or expected is very high and the cultural differences 

between the merging institutions are also high, then the integration strategy to use is 

symbiosis. To take it further, it will be important to determine whether the symbiosis 

will be full or partial. The cultural dimension shall determine this.  

 

Main Theory Guiding the Study 

The main theory guiding the study was; the theories/reasons informing the mergers of 

commercial banks; and the challenges facing the mergers of commercial banks in 

Kenya tempered by strategies employed to counter these challenges, level of 

corporate cultural differences, level of national cultural differences and level of social 

identity of employees determines the success or the failure of a merger.  
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Conceptual Framework 

  

 

 

 

 

 

 

Source. Author, 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 2.3. Conceptual framework. 

Source. Author (2011) 

A. Reasons for mergers of 
commercial banks: 
1. Rapid strategic 

growth 
2. Share value 

appreciation 
3. Reducing tax liability 
4. Empire building 
5. Strategic realignment 
6. Creation of synergy 
7. Banking industry 

consolidation  
8. Increase market 

power/share  
9. Economies of scale 
10. Operating economies 
11. Diversification 

strategy 
12. Regulatory arbitrage 

13. Government 
regulations 

B. Challenges facing 
mergers of commercial 
banks in Kenya  
1. Legal challenges 
2. Strategic & 

management 
challenges 

3. Cultural challenges 
4. Technological 

challenges 
 

1. Merger management 
Strategies;  

2. Level of corporate 
cultural differences; 

3. Level of national cultural 
differences; 

4. Level of social identity of 
employees 

Outcome of merger: 
a. Success 
b. Failure Independent 

variables 

Moderating variables 

Dependent variables 
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Independent Variables 

At the outset, the independent variables in this study were the reasons for mergers of 

commercial banks in Kenya and the challenges facing the mergers of commercial 

banks in Kenya. These two variables were the main two objectives of this study as it 

sought to determine the reasons for the mergers of commercial banks in Kenya and 

the challenges facing the mergers of commercial banks in Kenya. The dependent 

variables (success or failure of the merger) are determined by the reason for the 

merger and the challenges that the merger faces subject to the moderating variables. 

 

From the literature review, it is apparent that merging companies usually merge for 

various reasons. Some of these reasons for mergers are good reasons while others are 

not so good reasons. Some reasons are also better suited for certain circumstances 

more than others. Therefore, depending on the circumstances of the company, some 

reasons for mergers may lead to either successful or unsuccessful mergers. For 

instance, if the reason for the merger is empire building by the management team and 

the same is not in line with the strategies approved by the board of directors or 

shareholders, then the merger may not be successful due to lack of support from the 

other stakeholders in the company including employees. The challenges affecting the 

mergers of commercial banks in Kenya also determine the outcome of mergers. If the 

challenges are too great such that the company is unable to surmount them then the 

merger may fail. Challenges may also delay the implementation of certain key 

procedures whose lack of may prove fatal for the merger. 
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Moderating Variables 

The relationship between the independent variable and the dependent variable is 

affected by the moderating variables. Irrespective of the reasons for the merger or the 

challenges facing the merger, the moderating variables in this study affect the 

outcome of the merger. For instance, the strategic decisions that the management or 

crafters of mergers make in response to the reasons for mergers of commercial banks 

in Kenya and the challenges thereon (independent) affect the performance of the 

merger. If the strategies are appropriate then the merger is most likely going to 

succeed. The reverse is true. If the companies involved in the merger belong to two 

different nationalities whose cultures are so different; this will affect the merger 

greatly and may lead to the failure of the merger. The same can be said about two 

companies whose corporate cultures are very different. Finally, in merging entities 

where the staff members have serious social identity issues, the success of the merger 

is made more difficult as a result and unless good strategies are put in place, the 

merger may fail. 

 

Dependent Variables 

The dependent variables are the outcomes of the merger, which depended on the first 

two variables highlighted above. Success of the merger in this study means the merger 

meeting the objectives for which the management sought a merger. The outcome of 

the mergers (success or failure) hugely turns on the challenges that the merger process 

encountered and how or what strategies were used depending on the reason for the 

merger. 
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Knowledge Gap 

A lot has been written on mergers all over the world. There is a wealth of knowledge 

due to papers written on the theories on mergers, rationale of mergers, advantages of 

mergers, disadvantages of mergers, merger strategies, mergers in the Asian banking 

sector, mergers of banks in USA, and almost any conceivable topic on mergers. 

However, very little has been written about mergers especially on banks specifically 

in Africa more so Kenya. Despite the fact that the Kenyan banking sector has had its 

fair share of mergers, there is very little literature out there that specifically deals with 

merger of banks in Kenya and more so challenges facing the mergers of banks in 

Kenya. It was for this reason, among many others, that this research was undertaken. 

 

Summary 

From the definition of mergers and reasons for the same given above, it is not difficult 

to see why companies need mergers to accelerate their growth among other reasons. 

However, a merger is a delicate procedure that requires a lot of care otherwise it may 

become a company’s waterloo. There is no doubt that any company going through a 

merger will face numerous challenges. As a result, it will be important to try and 

anticipate all the challenges and draw up possible solutions beforehand so as to be 

ready for the process. In this way there will be few surprises along the way. 
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CHAPTER THREE 

RESEARCH METHODOLOGY 

Introduction 

Kumar (2005; citing Grinnell, 1993) defines research as “a systematic, patient study 

and investigation in some field of knowledge, undertaken to establish facts or 

principals”. Cooper and Schindler (2006) define research as any systematic 

examination of a subject matter intended to come up with solutions for decision-

making that will lead to better performance of an organization. Mugenda and 

Mugenda (2003) define research as an ever-going process of thirst for new knowledge 

with a view to taking proper and meaningful cognisance of phenomena.  Johnson 

(2004; as cited by White, 2000) defines research almost in the same way as the 

foregoing academics do, but argues that research goes beyond common knowledge to 

acquire ‘specialised and detailed information and further adds that the information 

obtained forms the foundation for analysis and enlightenment. This means that there 

should be conclusions in support of or disagreement with prevailing theories after the 

research is done. Kumar (2005) adds that a process must have certain characteristics 

for it to pass as research. Some of these characteristics are: control, validity, 

verifiability, and being empirical in nature among others. Research can therefore be 

defined as the methodological investigation of phenomena with a view to adding to 

the wealth of knowledge; and solving problems in a particular area of study.     

 

As stated in various definitions above, research is systematic and follows a particular 

order. In this regard, it must follow a particular methodology. Mugenda and Mugenda 

(2003) describe research methodology as including the techniques and procedures of 

collecting data; population of the study; sampling methods; among others. Kothari 
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(2004) defines research methods as the defined ways and means with which data is 

collected in a study. 

 

This chapter describes the research design, methodology, population and target 

population, sampling design, research instruments, data collection tools, data analysis 

and presentation, and the ethical considerations of the study.  

 

Research Design 

Chandran (2004, p. 68) defines research design as “an arrangement of conditions for 

collection and analysis of data in a way that combines their relationship with the 

purpose of the research...” Kumar (2005) reiterates this definition by describing 

research design as a systematic road map that enables the researcher tackle questions 

properly and with the least resources. Kothari (2004) calls it a blueprint for the 

research or “conceptual structure” within which the study shall be carried out. The 

choice of research design will largely depend on a number of factors. Some of these 

factors include; the purpose of the study; the data requirements for the study; the 

sources and the cost involved (Chandran, 2004). In addition, there are various 

research designs available to the researcher. Looking at research categories as a 

whole, some of these designs include; social research, fundamental research, among 

others. However, under social science research (relating to this study), the types of 

research design available to the researcher include: observation, descriptive, 

exploratory, and experimental. 
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Observation Research Design 

As the name suggests, this is a non-interactive design where the researcher only 

observes the subject of the research, implying that the researcher makes no contact. 

The researcher only observes and records his observations. This type of research 

design has some advantages in the sense that it is cost effective, covers a huge 

geographical area and takes less time to implement and as Chandran (2004) also 

argues, the data is more reliable and objective because it has not been interfered with 

by the respondent’s bias.  

 

However, this design also has some weaknesses in the sense that the bias of the 

researcher may distort the outcome of the research (Chandran, 2004; Mugenda & 

Mugenda, 2003). Additionally, this design does not allow for further probing and 

questioning of the data or respondents and therefore the depth and breadth of the data 

will be limited. According to Mugenda and Mugenda (2003), recording all the 

observations is also humanly impossible and that as an observer, the researcher may 

easily become attached or involved with the environment under study therefore 

leading to conflict.  

 

Exploratory Research Design 

This is a research design that delves much deeper into the subject of the research 

(Chandran, 2004). However, according to Cooper and Schindler (2006) it is 

particularly useful when researchers have no idea what problems they may encounter 

during the study. It therefore usually requires the researcher to come up with a set of 

questions that the researcher hopes that the study will be able to solve and the 

researcher then sets out to have the problems solved (Chandran, 2004). In short, it is a 
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study that seeks to find answers to a predetermined set of questions. According to 

him, this type of research has a number of advantages including increased depth in 

knowledge and; it also helps in the formulation of hypotheses. 

 

Experimental Research Design 

This is a research that involves the control of independent variables in different 

degrees to obtain different outcomes on the dependent variable (Mugenda & 

Mugenda, 2003). Chandran (2004) supports this argument by adding that it is the 

study of the relationship between related ideas or phenomena. Kumar (2005) reiterates 

the same stating that it is studying the cause to determine the effect.  According to 

them, there are approximately six different types of experimental research designs 

some of which include Solomon four, Double-control, Placebo, Before and after, and 

Time series. 

 

Descriptive Research Design 

This is a design that employs the use of interaction with the respondents to bring out 

the depth and breadth of the study by using questionnaires to probe deeper (Chandran, 

2004). As its name suggests, it is involved with the description of features of a person 

or group of people (Kothari, 2004). According to Chandran (2004), it brings out a 

fully fleshed out picture of the subject of the research. Mugenda and Mugenda (2003) 

describe it as a method of collecting data with a view to using it to test the hypothesis 

at hand. Cooper and Schindler (2006) advise that it is used to answer the questions 

who, what, where, when, or how much, also arguing that in this method, in contrast to 

exploratory design, the research is more structured complete with a stated hypothesis 

or investigative questions. 
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Case Study Research Design 

Mugenda and Mugenda (2003) define it as the comprehensive study of a person, 

group of persons, organisation or phenomenon. White (2000) defines a case study as 

an intense study of a single situation, for example, an individual, a family unit or an 

institution. Kothari (2004) likens the ‘single situation’ that White (2000) refers to a 

‘social unit’, in that rather than cover a wide area, case studies dig deeper into a single 

situation and so a case study is an in-depth study rather than one of breadth. The main 

rationale for conducting a case study is that the information obtained with regard to 

the case in study is representative of the whole population and can therefore be used 

to draw inferences with regard to the total population (Mugenda & Mugenda, 2003). 

Kothari (2004) agrees with the same argument as he posits that every small detail 

about a unit is studied and then generalisations are made.   

 

He further argues that the earliest traces of the case study research design are found in 

Europe especially in France where Frederic Le Play first used it in social investigation 

and was later used by the English especially Herbert Spencer in his comparative study 

of different cultures. He also adds that in America a renowned child psychiatrist and 

physician by the name William Healy first used it in Boston Chicago. According to 

him, since then case studies have been used throughout the world in a myriad of 

studies.   

 

Types of Case Study 

White (2000) lists about four different types of case studies namely: 
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Typical Case Study 

The institution/unit chosen is a typical example of the area of study and any findings 

could be used to draw inferences on the rest of the population. 

Atypical Case Study 

The institution/unit chosen is a rare case that does not happen every day. He calls this 

type of unit as a “one off” event. 

 

Precursor Studies 

A case study can be used to identify the main issues before a larger research covering 

a wider area is undertaken. 

 

Multiple Case Studies 

This is a comparative study of more than one unit so as to draw comparisons. Some of 

the advantages of case studies are that; it is exhaustive; it helps to show relationships 

between phenomena and their surroundings; it can be used in combination with other 

designs; it allows for the use of several research methods at the same time; it is multi-

faceted; it incorporates the in-put of the respondents and all relevant groups; it allows 

for depth and breadth; it has distinctive characters allowing for different types of 

investigations; it allows for the drawing of inferences; it lays emphasis on the 

historical context; and it boosts the researcher’s experience  (Kothari, 2004). 

However, case study as a research design, has weaknesses too. Some of the main 

weaknesses that have been suggested as afflicting case studies are that; it concentrates 

on one case and then tries to draw inferences on the rest of the population which may 

lead to false generalisation; units are rarely comparable because each unit is unique; 
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and it is also difficult for the researcher to keep his subjectivity from interfering with 

the findings (Kothari, 2004).        

 

This research employed the use of a combination of case study research design as well 

as descriptive research design. Case study research design is ideal for this type of 

study because the banking industry is homogenous and heavily regulated by the same 

laws and regulator in the name and style of the Central Bank of Kenya. The banking 

industry is also a small industry and the opportunities and challenges available to and 

facing (respectively) one bank are the same opportunities and challenges encountered 

by all the other banks almost uniformly. There have also been very few mergers (and 

far in between) over the past few years. Further, it is difficult to obtain information 

from many of the other merged banks. All these circumstances made the selection of a 

case study very ideal for this study. Therefore the information that was obtained from 

the case study was representative of the industry as it is small and homogeneous. 

Descriptive research design provided insight into the research problem by finding out 

what the challenges were and reporting them as they were by describing them in 

detail.  

 

Total Population 

Mugenda and Mugenda (2003) define population (also called the Universe) as a 

whole group of people or objects comprising the research subject with the rider that 

they must have a common characteristic that is apparent. They further define a target 

population as that which the researcher would like to generalise the results. Kothari 

(2004) defines population as all the items in a field of inquiry. The total population 
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(N) in consideration were all the employees of the commercial banks that have 

merged in Kenya numbering thirty-three (33) commercial banks as at the end of 2010. 

Accessible Population 

In this study, the accessible population consisted of 194 employees of the new merged 

bank who worked for the two merged banks before and after the merger process. The 

population was divided into management and non-management staff. These were all 

the employees of the new merged bank as per the payroll obtained from the Human 

Resource department as at 31st October 2010. 

 

Sampling Design 

Kothari (2004) describes a sampling design as a specific roadmap for acquiring a 

sample from a selected population. The roadmap consists of procedures, plans, and 

techniques that will be utilised to obtain the sample. It is predetermined. It is also 

known as the sampling strategy (Kumar, 2005).  

 

Mugenda and Mugenda (2003) define a sample simply as a sub-sect of the total 

population. Kumar (2005) defines sampling as the process of taking a few units from 

a bigger group and using it as a basis to generalise the findings.  

 

The sample size (n) comprised 50 people selected from the two broad categories 

(ECB and SCBC staff). The staff members are further stratified into management and 

non-management staff in the ratio 1:4. The strata are drawn from the two banks as 

shown in table 3.1. Citing Gay (1983), Mugenda and Mugenda (2003) advise that for 
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descriptive studies 10% of the accessible population is sufficient. The samples were 

based on the ratio of the number of staff from each bank to the total population. In this 

case, 50 respondents represented 26% of the total number of employees. The samples 

were drawn as shown in table3.1: 

Table 3.1 Sample Design 

Bank Strata Number Sample/ratio 

SCBC Management staff 25 5 
 Non-management staff 91 25 
ECB Management staff 25 5 
 Non-management staff 53 15 

ECB* Total 194 50 

Source. (Author, 2011) 

The sampling frame of a study is a list defining each of the elements in the population 

(Kumar, 2005). In this study, the sampling frame was the payroll of the bank as at 

31stOctober, 2010 obtained from the Human Resource department. Sampling is 

divided into two broad categories namely: probability and non-probability sampling 

(Kothari, 2004; Kumar, 2005; Mugenda & Mugenda, 2003). 

 

Non-probability Sampling 

This is the type of sampling methodology where none of the items in the population 

has an equal opportunity in being picked for the sample (Kothari, 2004). It does not 

follow the theory of probability in selecting items (Kumar, 2005). It is used when 

making in depth investigations where generalisations are not important (Mugenda & 

Mugenda, 2003). The researcher selects items in the population deliberately by the 

researcher based on the researcher’s bias (Kothari, 2004). Some of the examples of 

non-probability sampling include; quota sampling where the interviewers are given 

quotas to fill out from different strata and they go about it using their discretion until 
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the quotas are filled out; purposive sampling where items are handpicked by the 

researcher because he is aware that the items have the information he requires; 

snowball sampling where the researcher identifies the initial item and then thereafter 

obtains referrals from each item to enable him move on to the next item; and 

convenient sampling where the researcher selects the items as they become available   

(Kothari, 2004; Mugenda & Mugenda, 2003).  

 

Probability Sampling 

Probability sampling is also known as random sampling or chance sampling, where 

every item in the population has an equal and independent chance of being picked for 

the sample (Kothari, 2004; Kumar, 2005). Some consider it the best sampling method 

because of its objectivity and statistical regularity (Mugenda & Mugenda, 2003). 

Random sampling allows for the use of inferential statistics. There are different types 

of probability sampling. Some of them are detailed herein below. 

 

Simple random sampling 

According to Mugenda and Mugenda (2003) this involves giving numbers to every 

item in the population; putting all these numbers in a common bowl/pool and then 

picking them randomly. Kumar (2005) refers to this method as the fishbowl draw and 

describes a similar procedure as that highlighted above. This method can be done 

either manually or with the use of a computer.   

 

Systematic Random Sampling 

In this method, every nth item in the population is picked for the sample (Mugenda & 

Mugenda, 2003). This will require all the items to be put together randomly in no 
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particular order and then every Nth item picked from the population frame. Kothari 

(2004) posits that systematic random sampling is more accurate than simple random 

sampling because the sampling spread is more even. He also argues that it is an easy 

and cheap method of sampling.       

 

Stratified random sampling 

There are times when the population is heterogeneous and using simple random 

sampling and systematic random sampling will bring out a sample that is not a true 

representation of the total population. In such a case, stratified random sampling is 

used. According to Kumar (2005) stratified sampling involves the selection of key 

distinctive criteria or characteristics that will then be used to categorise the sample 

into different strata. Once the items are in their respective strata, a simple random 

sampling method can then be used to pick the items required for the sample (Mugenda 

& Mugenda, 2003). This method ensures that the population has all its subgroups 

represented fully (Kothari, 2004). 

 

Cluster sampling 

This is normally used when the researcher intends to cover a huge geographical area 

and a sampling frame is difficult to obtain (Kothari, 2004; Mugenda & Mugenda, 

2003). It involves dividing the entire population into regions known as clusters 

(Kumar, 2005). Thereafter, the clusters are randomly picked (Kothari, 2004). For the 

picked clusters, all the items in the cluster are taken without exception (Mugenda & 

Mugenda, 2003). Despite its main advantage (huge geographical coverage), it is not 

as accurate as the other random sampling techniques (Kothari, 2004). 
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Multi-stage Sampling 

This is cluster sampling but at a higher level (Kothari, 2004). According to Mugenda 

and Mugenda (2003) it is more than one stage of cluster sampling. Surprisingly, 

Kothari (2004) argues that it is simpler to administer than other simpler forms of 

random sampling and also posits that this type of sampling helps cover a huge 

geographical area.  

 
There are other sampling techniques but the ones detailed above are the main ones. 

The others are more or less derivatives of the foregoing techniques. In this study, 

stratified random sampling was employed. The two large strata were the employees of 

the two banks and then the sub-strata were the management staff and non-

management staff. After these strata were created, systematic random sampling was 

used to select the staff members each stratum in the ratio 1:4; i.e. one management 

staff to every four non-management staff. Systematic sampling was made possible by 

using the bank’s human resource payroll by picking every fifth manager on the 

manager’s list and every fourth non-management staff. Stratified random sampling 

was used because it would ensure that the sample picked fully represented the two 

main strata that existed in the bank.  

 

Data Collection 

There are two principal sources of data in research namely; primary and secondary 

sources (Kumar, 2005). Primary data is that which is collected afresh specifically for 

the research at hand while secondary data is that that was collected for another 

purpose but still found to be relevant to the study at hand (Kothari, 2004). These data 

sources are detailed further below.  
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Primary Data 

As defined above, primary data is that which is being collected for the first time. It is 

usually collected in many different ways some of which are detailed herein below. 

 

Observation Method 

In this method, the investigator directly observes the subject over a period of time 

being careful to record his observations, but the method remains non-interactive 

because the researcher does not engage the subject of the research (Chandran, 2004; 

Kothari, 2004). They argue that this method has some advantages, for instance; the 

subject’s bias is eliminated, the subject’s approval need not be sought, the information 

is current, less demanding, covers a huge geographical area and takes less time to 

implement. Chandran (2004) also argues that the data is more reliable and objective 

because it has not been interfered with by the respondent’s bias.  

 
Some of the disadvantages of this method are that; the bias of the researcher may 

distort the outcome of the research and it is expensive (Mugenda & Mugenda, 2003), 

and two, this design does not allow for further probing and questioning of the data or 

respondents and therefore the depth and breadth of the data will be limited (Chandran, 

2004; Kothari, 2004). According to Mugenda and Mugenda (2003), recording all the 

observations is also humanly impossible and they also argue that as an observer, the 

researcher may easily become attached or involved with the environment under study 

therefore leading to conflict of interest. 
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Questionnaire Method 

Kumar (2005) describes a questionnaire as a written list of questions whose answers 

are provided by the respondents. Questionnaires can either be self administered 

(where the respondent reads for themselves the questionnaire and then answers the 

questions); or researcher-administered questionnaire (where the researcher assists the 

respondents understand the questions before answering) (Mugenda & Mugenda, 2003; 

Kumar, 2005). There are different types of questions that can be used in 

questionnaires. Some of these include open-ended questions, close-ended questions, 

and matrix questions, among others (Mugenda & Mugenda, 2003).  

 

The proponents of questionnaires argue that this method is cost effective compared to 

face to face interviews; convenient in studies that have many questions; easy to 

analyse; easy to use; able to reduce bias; un-intrusive; able to keep as reference for 

future use; indisputable because there is tangible evidence; anonymous and reliable. 

However, there are some disadvantages and some of these are that; it does not provide 

for an opportunity to clarify; it is difficult to construct; low response rates; and 

inapplicable for illiterate people.  

 

Interview Method 

 Mugenda and Mugenda (2003) describe the interview method as a questionnaire 

administered orally with the researcher writing down the answers instead of the 

respondent doing so. It is important that a researcher builds rapport with the 

respondents beforehand to ensure that the researcher obtains maximum cooperation 

during the interview. The main tool that is used during interviews is an interview 

schedule, which can either be structured, unstructured or semi-structured and the data 
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recorded either by hand or by tape recording of the interview (Mugenda & Mugenda, 

2003). 

 

Some of the advantages of the interview method is that: it is suited for complex 

situations; it has a wider application; it elicits more in-depth information than 

questionnaires because the researcher can ask probing questions; both the researcher 

and the respondent can seek clarification for better understanding; flexibility is 

enhanced; the researcher has the advantage of reading body language; it yields a 

better response rate than questionnaires; and the researcher can reassure the 

respondent in person (Kumar, 2005; Mugenda & Mugenda, 2003).  

 

Even though the interview method has numerous advantages, it also has some 

disadvantages. Some of these are that; it is time consuming; the outcome depends on 

the interpersonal connection between the researcher and the respondent; where many 

different interviewers are used, the data may vary; it is costly; it has high propensity 

for misuse; it requires a high level of skill; it may not be practical for use in large 

samples; and it has a high likelihood for influence by bias (Kumar, 2005; Mugenda & 

Mugenda, 2003). This research did not use the interview method. 

 

This research incorporated the use of primary and secondary data collection methods. 

The research used questionnaires as a primary data collection method as opposed to 

the interview method. Each of the 50 chosen members of staff was administered with 

a questionnaire. The questionnaire method was chosen because of the advantages 

detailed above.  
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Secondary data collection was conducted from relevant information sources, which 

included websites, journals, books and newspaper articles.  

 

Questionnaire Pre-testing 

Five questionnaires were sent initially for pre-testing randomly to five employees of 

Jamii Bora Bank, which recently merged with City Finance Bank. This helped 

determine whether the questions were clearly framed and easily understood by the 

respondent. The results of the pre-test were then used to modify the questionnaire 

appropriately.  Pre-testing was used to determine the reliability and validity of the 

questionnaires.  

Data Analysis 

All the relevant data collected during the research was analysed irrespective of nature 

i.e. qualitative or quantitative. For the analysis of quantitative data, Statistical Package 

for the Social Sciences version 14 (SPSS) Program and MS Excel computer 

applications were used. Descriptive statistics were then employed. The quantitative 

data analysis was by the use of descriptive statistical methods particularly; 

percentages and frequency distribution. The results were presented using tables, 

graphs and charts. The information derived from the qualitative and quantitative 

analysis was used for drawing conclusions and coming up with recommendations. 

 

Ethical Considerations 

In the research process, ethics focused on the application of ethical standards in the 

planning of the study, data collection and analysis, dissemination and use of the 

results. The researcher first got approval from the Coordinator of the Master of 

Business Administration of Daystar University. Thereafter, the researcher applied for 
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a permit from the National Council of Science and Technology. The researcher also 

obtained a letter of authority from ECB* to enable the researcher conduct the research 

at the bank’s premises and obtain data from its employees. 

 

In this study, the confidentiality of sensitive information about ECB*was important 

and the researcher kept all collected data and responses private and confidential. The 

researcher also protected the identity of present and former ECB* employees who 

wished not to be acknowledged. 

Summary 

The chapter has discussed research methodology in detail covering the various 

advantages and disadvantages of various available methods of carrying out research. 

The chapter further discusses the reasons why the study employed the use of both case 

study research design as well as descriptive research design. This chapter further 

discussed the sampling design used and how the researcher arrived at the population. 

On data collection, this chapter discussed the various methods and the reasons why 

questionnaires were used to collect data for this study. Finally, this chapter 

highlighted how questionnaire pre-testing was carried out and the ethical 

considerations for the study. 
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CHAPTER FOUR 

RESULTS 

Introduction 

This chapter is an analysis of the data gathered from employees of ECB* who were 

employees of either SCBC or ECB prior to and during the merger. The aim of this 

research was to establish the challenges facing the mergers of commercial banks in 

Kenya using the merger of Southern Credit Bank (SCBC) and Equatorial Commercial 

Bank (ECB) as a case study.  

This chapter presents the results of a questionnaire that had both qualitative and 

quantitative data that was filled out by 25 respondents. The questionnaires were given 

to a sample of fifty employees of ECB* out of a total of 194 employees representing 

approximately 26% of the members of staff. Citing Gay (1983), Mugenda and 

Mugenda (2003) advise that for descriptive studies, 10% of the accessible population 

is sufficient. The questionnaires that were returned were 25 constituting a return rate 

of 50%. According to Babbie (2007) this return rate is sufficient for purposes of data 

analysis and the drawing of conclusions. The respondents were each given a 

questionnaire that consisted of 32 questions in three sections; 20 of the questions were 

closed-ended while 12 were open-ended. The results are presented in form of tables, 

graphs and pie charts with explanations of what each of them represents. 

 

The respondents were assured that the information provided by them was exclusively 

for research purposes and that their identities would remain confidential. For the 

latter, they were asked not to write their names on the questionnaire. 
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The questionnaire begins with the demographics of the respondents as research has 

shown that respondent’s/people’s attributes often influence their attitudes, behaviour, 

and how they answer questions. Of particular significance to meeting the goals and 

objectives of this study was to find out the opinions of the ECB* employees regarding 

their experiences working for a merged entity; the reasons they believe that a merger 

was an attractive option for SCBC and ECB; the main challenges that ECB* faced 

during the merger process; services that improved as a result of the merger; and those 

that deteriorated.  

 

The final section of the questionnaire addresses the general banking industry; in terms 

of its size; financial performance; stability of banks generally in the past three years; 

and finally the respondents’ opinions on the alternatives to a merger as a growth 

strategy.  

Data Analysis 

Demographic profiles 

The researcher divided the employees of ECB* into two groups (management and 

non-management) and then randomly chose a sample of 50 employees from the two 

groups drawing from diverse departments within the merged entity. Of the 50 

selected, 25 returned the questionnaires duly filled. 15 of those who responded were 

in non-management positions whereas 10 held management positions. The 

respondents were from various departments within the bank namely Trade Finance, 

Business Development, Operations, Corporate Banking, Credit Risk, Risk and 

Compliance, Investment Banking, Custodial Services, ICT, Customer Service, 
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Finance, Credit Recoveries and Treasury Back Office. The distribution is as 

illustrated in table 4.1 below: 

Table 4.1 The Distribution of Respondents in Terms of Departments 

Department  Frequency Percentage 

Trade Finance 
Business Development 
Operations 
Corporate Banking 
Credit Risk 
Risk and Compliance 
Investment Banking 
Custodial Services 
ICT 
Customer Services 
Finance 
Credit Recoveries 
Treasury Back Office 

1 
2 
5 
3 
2 
2 
1 
1 
1 
1 
2 
2 
2 

4 
8 
20 
12 
8 
8 
4 
4 
4 
4 
8 
8 
8 

Total 25 100% 

   

 

The majority of the respondents were from the Operations department because that is 

the department that is the backbone of the bank and that has the most number of staff 

members. The profile of the respondents is further presented in terms of gender, age 

bracket, the position a person held when the gazette notice for the merger was issued 

and the position the person currently holds after the merger. 
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The age distribution of the respondents is as illustrated in the diagram below: 

 

Figure 3.1. The respondents’ age brackets. 

 

Figure 3.1 shows the age brackets of the respondents. All the respondents responded 

to this question most probably because the question asked for the age bracket rather 

than their specific ages. Ten (40%) respondents were between 21 and 30 years of age. 

Thirteen respondents were between 31-40 year olds forming 52% whereas the 

remaining 8% (two respondents) fell between 41 and 50 years. None of the 

respondents was above 51 years old. This suggests that the largest population of 

employees at ECB* is between 21 and 40 years (92%). This demonstrates that the 

greatest number of employees working for the merged entity is relatively young; most 

below the age of 40 years. This could be attributed to employee attrition and 

redundancy. As will be highlighted later in this chapter over 50% of the respondents 

(thirteen) listed staff attrition as one of the biggest issues the merged entity is 

grappling with. The older staff members might have also been the most affected by 

40% 

52% 

8% 

0% 

Age of respondents 

21-30 years

31-40 years

41-50 years

over 51 years
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redundancies as the merged entity declared a lot of staff members redundant. 

Employees over the age of 50 who wished to retire early might have also been offered 

retirement packages.    

 

 

Figure 3.2 Chart showing gender of the respondents. 

 

The gender representation of the respondents was more male than female respondents 

with 18 males and 7 females – 72% and 28% respectively. This shows that there were 

significantly more males than females who participated in the study. One of the 

reasons is that generally, men are more comfortable with participating in research 

than women. Another reason that is more practical, however, could be that in 

randomly selecting the respondents, the researcher ended up distributing 

questionnaires unequally. Alternatively, it could be that of the 50 questionnaires that 

the researcher had issued, most of those that were not filled out and returned belonged 

to female respondents. 

 

72% 

28% 

Male

Female
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Table 4.2 Distribution of respondents in terms of position before and after the merger 

 

 Management Percentage Non-management Percentage 

Respondents’ position at 
gazette issuance 

8 32% 17 68% 

Respondents’ current 
position 

10 40% 15 60% 

 

Table 4.2 above illustrates the positions that respondents held when the gazette notice 

for the merger was issued and the position they currently hold with regards to whether 

it is in management, or not. When the gazette notice was issued, 32% of the 

employees held a management position at either company whereas 68% held a non-

management position. However, upon the merger, it seems like two of the 

respondents were promoted to management positions.  

 

Even though the greater number of respondents in this research hold non-management 

positions, the management staff members are still well represented as any 

representation above 30% can be termed significant as it is still well above the 10% 

threshold posited by scholars (Mugenda & Mugenda, 2003). Having respondents from 

management positions take part in the study also means they are more likely to have 

been involved in the whole merger process from its inception and are therefore in a 

better position to answer some questions than non-management employees as they are 

better informed. This gives the information obtained through the questionnaires better 

probative value.  
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Southern Credit Banking Corporation and Equatorial Commercial Bank Merger 

This section of the analysis will provide the discussion and analysis of the SCBC-

ECB merger. The respondents were first asked whether they were working for either 

bank prior to the merger; and if they have worked for a merged entity before. It was 

important to establish this because the research sought to find out, among others, what 

challenges the two banks faced during the merger and it was therefore imperative that 

the respondent was present during the merger. The respondent would also be better 

placed to analyse the situation/performance of the entities prior to and after the 

merger. Further, if a respondent had worked for another merged entity other than 

ECB*, he or she could offer a better analysis of mergers; how well they work; and the 

strengths and weaknesses of the SCBC-ECB merger against the backdrop of the 

performance of banking industry in general.  

 

Percentage of Respondents Present During the Merger of SCBC and ECB 

It was important for the study to establish the percentage of respondents present 

during the study because it is only the employees who were present who would be 

able to authoritatively state what challenges they saw the merged entity experience 

during the merger process and which lessons they believe the merged entity learnt or 

could learn from the experience. From this study, the researcher found that 96% of the 

respondents were working for either SCBC or ECB at the time of the merger. This is a 

high percentage of respondents and therefore, the information that they provided can 

be relied upon because the majority of the respondents participated in the merger. 
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Percentage of Respondents Involved in other Mergers other than the SCBC and ECB 

Merger 

It was important for the researcher to establish what percentage of the respondents 

had been involved in other mergers because members of staff who have been involved 

in other mergers are able to draw from a rich well of experience and are also able to 

compare the SCBC/ECB merger with the other mergers that they were a part of. 

Therefore, when answering general questions on mergers in part C of the 

questionnaire they would be able to give better informed answers. The researcher 

found that 16% of the respondents had been part of another merger process in another 

institution prior to the SCBC-ECB merger.  

 

Reasons for the Merger of SCBC and ECB 

The respondents were asked to give the reasons that they believe informed the 

decision to merge the two banks. The respondents were given the option of checking 

all that they believed applied from a list of theories/reasons drawn from the theoretical 

and conceptual framework developed from literature review; with regard to the 

foregoing question. The theories/reasons were presented as follows: 
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Table 4.3 Reasons for the merger of SCBC/ECB 

Theories/Reasons for the merger of 
SCBC/ECB  

Percentage that have this as their reason 

Increase market share 83.3 

Rapid strategic growth 79.2 

Share value appreciation 16.7 

Reducing tax liability 20.8 

Empire building 29.2 

Strategic realignment 50 

Creation of synergy 37.5 

Banking industry consolidation 45.8 

Economies of scale 41.7 

Operating economies 37.5 

Diversification strategy 41.7 

Regulatory arbitrage 37.5 

Government regulations/restrictions 50 

 

The reason that these percentages add up to more than a 100% is because respondents 

could choose more than one reason. From table 4.3 above, it is apparent that the 

number one reason that respondents gave for the merger of the two banks was to 

increase market power/share (20 respondents representing 83.3%). Pandey (2004) 

argues that this is one of the theories for mergers while Machiraju (2007) explains that 

a bigger market share helps a merged entity set and maintain prices dependant on how 

big its market share is. Merging simply means that the merged entity will be able to 

combine the customers or the market of the previously separate entities into one pool 

of customers to form a bigger customer base and hence a larger market share may be 

achieved once the merger is complete.  

Many respondents also thought that another reason for the merger was to catalyze 

strategic growth of the merged entity (19 respondents representing 79.2%). Boczko, 

Davies and Chen (2008) argue that organic growth, as a growth strategy is ideal in 

small companies as they are able to achieve dynamic organic growth faster. 

Interestingly, SCBC and ECB (relatively small banks in the Kenyan banking industry) 

opted for a merger to achieve rapid strategic growth. This, as a rapid growth strategy 
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is supported by the fact that the bank that grew its assets fastest between the financial 

period of 2009 and 2010 did so by 251% through a merger; while the bank that grew 

its assets fastest through organic growth did so by 68% (Think Business, 2011).   

 

Half of the respondents believe that the two banks merged due to government 

restrictions as 50% of them ticked it as a reason that informed the merger of SCBC 

and ECB. As at the close of the year 2009, both SCBC and ECB had not met the 

minimum core capital threshold set by CBK (Think Business, 2011). SCBC also 

reported a huge loss and negative capital of Kshs. 5 million at the close of the year 

2009 (Think Business, 2011). It is not likely that CBK as a regulator would have 

allowed SCBC to continue with its banking business with a negative capital balance 

showing in its books; and most probably CBK prevailed upon SCBC to seriously 

consider a merger as an option to quickly get out of the situation it was in. 

Government regulation therefore, as highlighted by the respondents, played a part in 

the reaching of the decision to merge by SCBC and ECB.   

 

Fifty percent of the respondents also named strategic realignment as a reason for the 

merger of SCBC and ECB. The proponents of strategic realignment as a reason for 

mergers such as Pakraran, (2011) and Machiraju (2007) argue that some companies 

choose to merge so as to take advantage of changes taking place within their 

environments. As noted earlier, the banking industry is becoming more competitive 

and it is likely that both banks wanted to tap into each other’s markets to remain 

competitive. Through the merger ECB obtained the card licenses and retail market 

that SCBC had without having to either build a retail market of its own or go through 

the rigors of obtaining card licenses from CBK, VISA and MasterCard. The merger 
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therefore allowed ECB to strategically align its banking business to tap into these 

cards and retail markets that it previously did not have.    

 

A little over 45% of the respondents (eleven respondents) believe that the ECB* 

merger was motivated by industry consolidation. Industry consolidation is usually 

driven by two main motivations namely: efficiency and increasing the ability to fight 

off competition (Hensel, 2006; Mumcu and Zenginobuz, 2005). A sizeable proportion 

of the respondents (10 respondents representing 41.7%) believe that the SCBC and 

ECB merged as a diversification strategy and to take advantage of economies of scale. 

ECB was a corporate bank while SCBC was an SME and retail bank. By merging, 

both banks were able to diversify their product offerings. This is supported by Jones 

and Hill’s argument that diversification strategy involves making new products that 

can be sold profitably. By merging, the two banks combined their balance sheet into 

one and achieved critical mass. Pandey (2004) argues that when a company has more 

resources, it is able to produce more while reducing costs and thus benefits from 

economies of scale.  

 

Nine (9) respondents (37.5%) chose regulatory arbitrage, operating economies, and 

creation of synergy. Operating economies is closely associated to economies of scale 

and needs no further explanation. On regulatory arbitrage, SCBC had card licenses 

(by virtue of its Senator Card brand) that would have taken ECB many years to 

acquire yet ECB needed to get into the card business. ECB therefore merged with 

SCBC as an easier option to acquiring the licenses and launching card products of its 

own. Both banks also wanted the value of the merged entity to be worth more than the 
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combined sum of the two entities as argued by various scholars such as Pandey 

(2004).  

 

Other lesser reasons, according to the respondents, are empire building (7 

respondents) and reducing tax liability (5 respondents) being 29.2% and 20.8% 

respectively. Reducing tax liability was probably not popular because ECB* has to 

make profits within a limited period of time to take advantage of deferred tax. The 

reason that got the least respondents (4 respondents) agreeing to it was share value 

appreciation at 16.7% as most of the respondents did not believe that it would 

improve as a result of the merger. This is possibly because neither SCBC nor ECB 

were listed companies at the time of the merger. According to Mueller and Sirower 

(2003) this theory works where the bidding of the shares of a company for acquisition 

or merger purposes raises an interest in the market for the shares thereby, raising the 

value of the shares. 

 

The respondents were then asked to summarise the reasons for the merger into two 

large groupings namely; regulatory reasons and commercial reasons. The result was 

that the majority (56.5%) of the respondents believe that the merger of the two banks 

was carried out for commercial reasons as opposed to regulatory reasons (43.5%). 

This explains why increase market power/share and rapid strategic growth scored 

higher above reasons like merger for the purpose of regulatory arbitrage and 

government regulation. 
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Challenges Faced by the Merger of SCBC and ECB 

The questionnaire also asked the respondents what challenges they observed or 

experienced during the merger process for the past one year. Again, they had the 

option of selecting more than one challenge and their responses were as presented in 

the Figure 3.3 below: 

 
 

Figure 3.3. Challenges experienced during the merger process. 

 

The sum of the data collected in this question exceeds 100% because respondents had 

the option of entering more than one response. From the results, the top three 

challenges are Integration challenges (21 respondents or 87.5%), Cultural challenges 

and Operational challenges (both with 17 respondents or 70.8%). The probable reason 

why these top three posed a challenge is because the two banks were in two different 

banking sub-sectors (corporate banking and retail banking). Therefore, both banks had 

different cultures, different operational procedures, different products, and different 

human resource skill sets. Integrating these cultures and operations is a delicate 

process that requires expertise (Weber, et al., 2009). As Machiraju (2007) argues, 

0

10

20

30

40

50

60

70

80

90

100

Daystar University Repository

Archives Copy



 

115 

 

integration is the most important step in a merger process. In this regard, most of the 

respondents believe that if the changeover process was dealt with and the integration 

of both staff and systems was meticulously done, then the rest of the issues such as 

legal matters, technology, capital, among others, will not be as difficult to tackle. 

According to Figure 3.3, the fourth most challenging issue that the merger faced is 

communication challenges (14 respondents or 58.3%). Machiraju (2007) argues that 

honesty, clarity, and continuous communication are all important in the merger 

process. When communication plans are not implemented during the merger it leads 

to inaccurate perceptions, dissatisfaction, and low morale (Virani, 2006). This leads to 

resistance to change by the employees (Cole 2002). This is therefore a significant 

challenge that must be dealt with for the merger to succeed. Technological challenges 

and reputational challenges (both with 11 respondents or 45.8%) come next as 

challenges that the merger faced. Reputational challenges probably arise as a result of 

the redundancy of staff during the merger process. When staff members are declared 

redundant and dismissed from work, it sends a negative message to the society at 

large and the reputation of the bank suffers. It may also come about as a result of the 

redundant staff going to court to stop the redundancy exercise and the media coverage 

that follows.  

 

Technological challenge can be attributed to the harmonisation of the software, 

hardware, and databases of the two merging banks after the merger. As was seen in 

the CFC Stanbic bank merger, it was not until two years after the merger that the bank 

was finally able to harmonise the core banking system they were using (Temenos, 

2010). Legal challenges also proved to have been a challenge in the SCBC and ECB 

merger (respondents or 29.2%). This is probably because the process for obtaining 
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approvals as the study determined in the review of the regulatory framework 

governing the mergers of banks in Kenya is difficult, long and torturous. For instance, 

at the time of the merger, 2010, merging banks were required to obtain approvals 

from both the MPC and the CBK (Harney and Khan, 2010). The Minster for Finance 

also had to be involved (Harney and Khan, 2010). The other issue was that there were 

no time lines and therefore there was no telling how long the approving entities would 

take to approve the merger (Karanja, 2010). As highlighted in the Chapter one, the list 

of requirements under the various laws (CBK prudential guidelines for instance) for 

approval purposes is long and makes mergers take longer than they should (CBK, 

2006).  

 

All the other remaining challenges polled at 1 respondent each (being 4.2% of the 

respondents), namely staffing, strategy implementation, capital adequacy, and 

coordination/organisation meaning that these were not significant challenges at all. 

There might have been one or two incidences of each at the bank but none that can be 

termed significant. 

 

Generally, when all the challenges are grouped into the four main challenges as 

identified in the conceptual framework of the study the challenges in order of 

significance were (see table 4.4.): strategic and management challenges, cultural 

challenges, technological challenges and legal challenges. 
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Table 4.4 Ranking of the major challenges that the SCBC/ECB merger faced 

Ranking Main Challenges Specific challenges  Percentage  

1. Strategic and management 
challenges 

Integration  20.2 

Operational 16.3 

Communication  13.5 

Reputational  10.6 

Branding  0.9 

Staffing  0.9 

Coordination/organization 0.9 

Strategy implementation 0.9 

Capital adequacy 0.9 

Total 65.1 
 

2 Cultural challenges Culture change 16.3 
 

3 Technological challenges Technological  11 
 

4 Legal challenges Legal  6.7 

 Compliances/regulatory 0.9 

Total  7.6 

 Grand Total 100 

 

Issues still challenging the merged entity- ECB* 

Table 4.5 Table of merger issues still outstanding post- merger 

Issues Frequency Percentage 
Staff attrition 13 52 
Integration 11 44 
Customer attrition 4 16 
Communication 2 8 
Liquidity 1 4 
Growth of the new bank 1 4 
Harmonization of salaries 2 8 
Product branding and visibility 2 8 
Market share penetration 2 8 
Poor SWOT analysis 1 4 
Poor ownership 1 4 
Cultural differences 2 8 
Access to historical data 1 4 
High cost of merger 1 4 
Regulatory issues 1 4 
Credit risk management and merger 1 4 

 

The respondents were asked to list issues that they thought that merged entity ECB* is 

still dealing with post-merger. These issues do not necessarily have to be any of the 
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challenges that had been listed for them to tick off earlier. According to Table 4.5, 13 

respondents (52%) thought that the biggest issue was losing staff from both SCBC 

and ECB. This could be attributed to role redundancy during mergers as a lot of 

employees are laid off during mergers. It can also be argued that the issues explained 

under the social identity theory, by Abedin and Davies (2007); cultural differences 

(Weber, et al., 2009), fear of change and poor change management (Virani, 2006); 

and poor post-merger integration (Weber, et al., 2009); among others may cause staff 

attrition as some staff members may opt to leave the organization rather than deal 

with the uncertainty posed by the merger. Already mentioned as one of the challenges 

that the merger of SCBC/ECB faced, integration of policies, systems and structures is 

another issue that 11 respondents (44%) felt that the ECB* merger was still dealing 

with.  

 

According to Weber, et al., (2009) integration is a delicate process that requires 

expertise and this could be the reason why ECB* is still grappling with this challenge. 

The other issue is loss of customers and deposits, which was highlighted by 4 

respondents (16%). This could be attributed to the closing of some accounts by some 

customers when they learnt about the merger due to uncertainty of the safety of their 

investments held by the bank in form of deposits; and the poor customer service they 

received during the merger process as shall be highlighted later in this chapter. Other 

issues listed by the respondents (verbatim) are as follows: harmonisation of salaries 

listed by 2 respondents (8%) probably because of the delay in fully integrating all 

functions at the bank as the study has discussed earlier leading to differences in 

salaries for the former staff of the two banks; Communication (2 respondents - 8%) 

probably because of integration as well therefore making some staff feel left out of 
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some communication channels within ECB*; product branding and visibility (2 

respondents - 8%) probably due to the reason that ECB* is yet to launch a an 

advertising and promotion campaign with its new brand after the merger; cultural 

differences (2 respondents - 8%) probably due to the existence of employees of the 

two banks merged banks now (working together) who are still holding on to the 

cultures of their respective banks before the merger; and market share penetration (2 

respondents - 8%) probably due to the loss of clients earlier highlighted leading to 

slower growth than expected. 

 

Other lesser issues that all polled at 1 respondent each (4%) are: Growth of the new 

bank probably because some staff believe that the growth of the bank (post merger) 

has not met set targets; Liquidity, most likely because the bank (even after the 

merger) still had not reached the CBK threshold of Kshs. 1 Billion (Think Business, 

2011); access to historical data probably because of staff attrition in huge numbers 

and the confusion that results; regulatory issues; high cost of merger most likely 

because the bank has to pay for redundancies and other emerging issues such as fraud; 

poor ownership matters most likely arising from redundancies and the confusion 

thereafter hence some matters not being attended to; and credit management that 

seems to still have challenges post-merger. 

 

These issues are being dealt with and during the period under review a lot has 

improved in terms of the merger. However, 10 respondents (40%) felt that there is 

still a lot of room for improvement in integrating policies and systems. Processes and 

procedures are not as seamless as they should be. 
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Rating of Various Bank Services Before, During and After the Merger 

Six bank services, which the researcher believes are the main services offered by the 

merged bank, were analyzed with regards to their status before, during, and after the 

merger. They are Custodial services, Treasury services, Customer service, Card 

services, Electronic Banking and Corporate Banking services. It is important to note 

that some respondents did not respond to this question; however, the ones that did 

respond are more than 70% and that is sufficient information to work with. The 

results are as follows:  

Table 4.6 Rating of various bank services before, during and after the merger 

Service  Before merger During merger  After merger  

Custodial services Fair – 10  Fair – 9  Good – 10  

Treasury services Fair – 10  Fair – 9  Good – 16  

Customer service Good – 13  Good – 7  Good – 16  

Card services Fair – 7  Fair – 9 Good – 16  

Electronic banking services Poor – 11  Poor – 9  Good – 13  

Corporate banking services Good - 11  Fair – 8   Good – 15  
 
 

According to the table 4.6 provided above regarding service provision at SCBC and 

ECB, before the merger, most of the services listed were rated favourably save for 

electronic banking, which was rated poorly, and custodial and card services were 

rated as fair or average. During the merger, none of the services improved other than 

custodial services which moved from fair to good. As a matter of fact, some 

deteriorated during the merger process. These were customer service and corporate 

banking. This is logical because during transitions/integration, there tends to be a lot 

of disorganization and some services tend to suffer. For instance, staff attrition and 

redundancies may lower the morale of the remaining staff members causing customer 

service to suffer. The quality of customer service is usually a reflection of the level of 
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staff morale. If staff members are smiling, then customers will most probably be 

smiling as well. The reverse is true. 

 

However, according to the responses, all the services are now rated good after the 

merger including card services, which was previously rated as poor. When asked to 

name which services have improved considerably and which ones they thought had 

deteriorated, the respondents rated Card services as having shown the most 

remarkable improvement since the merger according to 11 respondents (44%); 

followed by Customer service (7 respondents - 28%). However, some respondents 

also believe that some services have deteriorated post-merger. Five respondents 

(20%) opined that Corporate Banking services at the bank deteriorated followed by 

Credit services and Custodial services each indicated by 3 respondents (12% each). 

 

Success of the Merger and Competitiveness of the ECB* Post-merger 

Generally, when asked whether they thought that the merger was successful and 

whether the merged entity is now more competitive than the two banks were- 

individually, these are the results given by the respondents: 

Table 4.7 Percentage of respondents that thought that the merger was successful and 

those that thought that the merger had made the bank more competitive 

 Strongly 
agree (%) 

Agree 
(%) 

Neutral 
(%) 

Disagree 
(%)  

Strongly 
disagree (%) 

Total 
(%) 

The merger was successful 30.8 50 7.7 0 0 88.5 

The merger made the bank 
more competitive 

23.1 50 15.4 0 0 88.5 

 

According to table 4.7 above, 22 respondents (88.5%) responded to the two questions, 

which means that three respondents did not answer this question. Of those that 

responded, majority (80.8%) agree that the merger was a success and the majority 
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(73.1%) also agree that the merger has made the merged entity more competitive. The 

remaining respondents are neutral on the issue and no one chose “disagree” or 

“strongly disagree”.  

 

It is therefore safe to conclude from the results that the merger of Southern Credit 

Bank and Equatorial Commercial Bank is successful; and that the merger has made 

the merged entity more competitive in the market. It is important to highlight that the 

definition of a ‘successful merger’ as ‘meeting the objectives for which the merger 

was undertaken’ was provided to the respondents in the questionnaire so that there 

would be no ambiguity as to the meaning of the term ‘successful merger’ to the 

respondents.  

 

General Banking Sector 

This is the final section of the analysis and it explores the banking industry in Kenya 

as a whole; as well as other bank mergers that have taken place in Kenya. It also 

analyzes challenges that these banks encountered and possible reasons why some may 

have failed. Also, there are questions that required the respondent to provide the 

possible suggestions on ways in which a merger could be improved; and finally, 

respondents were asked to give practical alternatives to a merger. This section of the 

questionnaire, as with all others, has both open-ended and close-ended questions.  

 

Size and Financial Performance of Kenya’s Banking Industry 

When respondents were asked their views on the state of Kenya’s banking industry, 

they had different views with regards to size, financial performance in the past three 

years, and stability of the bank industry in the past three years. With regard to 
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Kenya’s banking industry size, 44% of the respondents (eleven) thought that there are 

too many banks in the country and another 44% (eleven) thought that they are 

adequate. Two respondents (8%) were of the opinion that banks in Kenya are very 

few and 1 respondent (4%) was unsure. What comes out clearly therefore is that 

majority of the respondents were of the opinion that Kenya’s banking industry does 

not lack in the number banks that are available. What the respondents are split on is 

whether the number of banks is optimum; or whether the industry has too many 

banks. It is instructive to note that a sizeable number of the respondents believe that 

Kenya’s banking industry has too many banks. One of the theories propagated for the 

merger of banks throughout the world is industry consolidation as argued by Mumcu 

and Zenginobuz (2005) and many of the bank mergers that took place in Nigeria, 

Japan, USA, Malaysia, and other countries were undertaken in an effort to consolidate 

the banking industries in those respective countries due to the belief that there were 

too many banks.     

 

With regard to financial performance of Kenyan banks in the past three years, 12 

respondents (48%) are of the opinion that the performance is impressive whereas 13 

respondents (52%) believe it is just average. The respondents who believe that 

Kenyan banks have been fairly stable in the past three years were 13 (52%) whereas 

the rest think that the industry is unstable.   

 

Knowledge of a Bank Merger in the Recent Past 

Bank mergers are not a novel idea in Kenya and therefore the researcher wanted to 

find out how much the respondents know about bank mergers. Twenty-three out of 
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the twenty-five respondents (92%) know of a merger and listed the following banks 

that they know to have merged in the past: 

1. CFC and Stanbic to form CFC-Stanbic 

2. First American Bank and Commercial Bank of Africa (CBA) 

3. Akiba and East Africa Building Society (EABS) to form Ecobank 

4. Commerce and Giro to form Giro-Commercial Bank 

5. Paramount and Universal to form Paramount-Universal Bank  

6. Biashara and I & M to form I & M Bank 

7. Bullion and Southern Credit to form Southern Credit Bank 

8. Ambank and NIC to form NIC Bank 

9. ABN Amro and Citibank to form Citibank NA 

10. City Finance Bank and Jamii Bora Kenya to form Jamii Bora Bank 

11. Jimba Credit and Continental Bank to form Consolidated Bank 

12. Savings and Loan (S & L) and Kenya Commercial Bank (KCB) to form 

Kenya Commercial Bank  

 

Closely related to the foregoing, an analysis of Appendix A does seem to suggest that 

there is some pattern of Commercial Bank mergers even though there are no empirical 

studies to support this argument. Nonetheless, it can be argued that there are four 

main periods or waves in the merger of commercial banks in Kenya as detailed in 

table 4.8 below. The first period is 1988-1993 when there was only one merger 

involving 9 banks; the second period is 1994-1999 when there were 19 mergers; the 

third period was 2000-2005 when there were 8 mergers; and the fourth period is 2006-

2011 when there were 5 mergers. The same is tabulated below. 
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Table 4.8 List of merger periods of commercial banks in Kenya 

Period Frequency Percentage 

1988 – 1993 1 3% 

1994 - 1999  19 58% 

2000 – 2005 8 24% 

2006 – 2011 5 15% 

Total 33 100% 

 

There may be specific reasons why the four periods had the merger frequencies 

indicated in table 4.8 above. This will however require another study to investigate 

the probable reasons. 

 

According to the respondents, the challenges that these banks encountered are similar 

to those SCBC and ECB faced during their merger and have already been discussed 

above. However, for purposes of this question and to avoid over generalization, the 

researcher has listed them as given by the respondents: 

 

1. Technological challenges 

2. Integration of policies, systems and processes 

3. Intercultural challenges 

4. Operations 

5. Challenges in shareholding and directorship 

6. Loss of customers 

7. Fraud 

8. Role redundancy and hence staff layoffs 

9. Impairment of assets 

10. Customer confidence 
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11. Different ICT operations where core banking software of the different banks 

differ significantly 

12. Balance sheet consolidation 

13. Management challenges 

14. Harmonization of employees’ salaries 

15. Poor communication 

16. Clearance of pending cheques prior to the merger 

 

Reasons for the Failure of Bank Mergers in Kenya 

This question had nothing to do with the merger of SCBC and ECB but about other 

mergers of commercial banks in Kenya. Some banks are not able to successfully 

move past the challenges discussed above and fail at their mergers. The respondents 

gave the following reasons (captured in the graph below) that they believe may make 

a merger to fail including, but are not limited to: 

 
Figure 3.4. Theories/reasons for the failure of bank mergers in Kenya. 

 

0

10

20

30

40

50

60

70

80

90

%

Daystar University Repository

Archives Copy



 

127 

 

According to Figure 3.4, the leading cause of failure of mergers of commercial banks 

in Kenya is poor financial and legal due diligence at 84% (21 respondents). Boczko, 

Davies and Chen (2008) argue that an objective financial and legal due diligence is 

important to determine the price of the shares of the companies involved in the merger 

thus ensuring that the shares are exchanged for good consideration. Machiraju (2007) 

adds that one of the many reasons for the inability of many merged entities to turn 

around, break even, and start making profits is the fact that many acquiring firms pay 

too much for the shares of the acquired firm (Machiraju, 2007). It therefore appears 

(from these results) that commercial banks in Kenya have not been adhering to this 

even though this is a requirement under the CBK prudential guidelines (CBK, 

2006).Poor change management at 76% (19 respondents) was the second leading 

reason for the failure of mergers of commercial banks in Kenya. Abedin and Davies 

(2007) argue that one of the biggest challenges in a merger situation is to get the 

entire staff engaged in the process (accept and implement change). They argue that 

communicating to each staff their individual role in the merger is of utmost 

importance because it is easier to get staff members involved when they know exactly 

what they need to do and reasons thereof. Possibly therefore, communication during 

mergers (as the study found out in the SCBC/ECB) is a great challenge that leads to 

poor change management. Poor post merger integration at 68% (17 respondents) is 

the third leading cause of failure of mergers of commercial banks in Kenya. 

 

As the study had highlighted earlier, empirical evidence suggests that the level of 

integration, post merger, has a direct relationship to the level of performance of the 

merged firm (Weber, Tarba, & Reichel, 2009).Therefore if integration is poor, the 

merged bank will not perform. Poor corporate strategy was the fourth most likely 
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cause of failure of mergers of commercial banks in Kenya at 64% (16 respondents) 

and was identified by Cookson (2004) and Marks (1997) as reason for the failure of 

mergers. Some of the indicators highlighted by Schmid and Daniel (2009) include 

disputes on the size and composition of the board of directors; disagreements on the 

location of strategic facilities such as the headquarters; and differences in valuation of 

assets. A close scrutiny of the failed merged commercial banks in Kenya might reveal 

some of these indicators. Wrong motives and corporate cultural differences are the 

fifth and sixth (respectively) most likely reasons for the failure of the mergers of 

commercial banks in Kenya. There are many reasons that may make the management 

of a bank decide to merge with another. However, if the reason for the merger is 

wrong then the merger may fail as it happened in Japan (Hensel, 2006). Overcoming 

cultural differences are closely tied to change management and integration. 

 

National cultural differences were indicated as the least significant reason at 20% (5 

respondents) for a commercial bank merger to fail in Kenya. This can be attributed to 

the fact that most of the mergers listed by the respondents above are between Kenyan 

banks and not between a Kenyan and foreign bank. Therefore, the cultural differences 

are corporate in nature and not national. 

 

Suggestions on How to Improve the Merger Process 

In order to avoid failure, as it is costly and avoidable, the researcher sought 

suggestions from the respondents on how to improve the merger process and the 

following are the responses they gave (listed verbatim with the researchers comments 

soon thereafter): 
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1. Do a pilot study before merger- This is closely related and probably part of the 

cultural, financial and legal due diligence that should be done by the merging 

entities;  

2. Seek the opinion of experts such as auditors and lawyers- As above, the 

auditors and lawyers will conduct due diligence;  

3. Avoid direct change-over of the core banking system and instead encourage 

parallel change-over to enable correct loopholes; 

4. Ensure proper financial and legal due diligence- as above; 

5. Invest in proper change management- As indicated earlier, poor change 

management leads to failure of mergers of commercial banks in Kenya and 

therefore the need to invest in good change management cannot be overstated; 

6. Review of technology aspect to assess which of the two banks is more 

advanced- a proper due diligence and audits will determine which processes 

should be adopted between the merging banks; 

7. Review of management competence- also related to the due diligence as 

proper due diligence will reveal the competencies of all staff to determine 

which staff to retain and which ones not to retain; 

8. All the stakeholders, especially staff, should be included in the process. They 

should be properly counselled and regularly updated on the progress. They 

should be prepared on possibilities of layoffs as a result of role redundancy- 

This is important so that all parties are engaged and change management done 

smoothly; 

9. There should be proper motives for a merger other than just size- As 

highlighted earlier, wrong motives is one of the reasons for failure of mergers 
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of commercial banks. Therefore mergers should be conducted for the right 

reasons; 

10. Proper thought out integration of policies, systems and structures- Integration, 

as discussed earlier, is critical for the success of mergers of commercial banks; 

11. Appreciation of strength from each of the merging banks- A proper due 

diligence/audit will determine the strengths and weaknesses of the merging 

entities for the proper allocation of resources; 

12. Alignment of organizational structure and its functionality- this relates to 

corporate strategy discussed earlier, without which a merger may fail to 

succeed; 

13. Having clearly defined goals, objectives and roles- this relates to corporate 

strategy discussed earlier, without which a merger may fail to succeed; 

14. Customer involvement to increase retention of the customers; 

15. Rigorous routine checks; 

 

What the Respondents Would Change About the Merger Process 

The respondents indicated that the one thing they would change regarding the merger 

process is to ensure that, as much as possible, employees of the merging entities are 

retained. If this is not possible, the general opinion was that there should be proper 

counselling for those that have to be laid off and a reasonable redundancy package 

given to them to help them start over again or sustain them until they are able to find 

an alternative source of income. The respondents also said that they would enhance 

communication among all stakeholders of the merging entities so as to ensure that all 

the stakeholders are as comfortable as is possible with the merger.  
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Whether the Respondents Would Recommend a Merger as a Growth Strategy 

In conclusion, the respondents were asked based on all the information they had 

given, whether they would recommend a merger to another bank as a growth strategy. 

Of the respondents, 22 (88%) responded that they would recommend a merger as a 

growth strategy, whereas the remaining 3 (12%) would not. The percentage of those 

who would recommend a merger is clearly the majority of the respondents. This 

significant because it implies that the respondents recognise that mergers do indeed 

help merging entities achieve their goals and objectives in terms of growth despite the 

challenges associated with mergers. The majority of the respondents would still 

approve a merger as being one of the fastest ways of achieving growth. This is in line 

with the arguments of Pandey (2004) and Buono (2003), among other scholars, who 

contend that mergers are one of the ways to achieve rapid strategic growth. They 

further argue that it is difficult to grow a world-class business through organic growth, 

something probably the respondents agree with.  

 

That being the case however, most of the respondents (79.2%) also said that even 

though they would recommend a merger, they are also of the opinion that there are 

alternatives to a merger. This confirms that mergers are only one of the strategies one 

can employ to grow a business. There are other growth strategies that could be better 

than mergers. The foregoing information is presented in the table 4.9 below. 

Table 4.9 Percentage of respondents recommending a merger; and its alternatives 

 Yes (%) No (%) 

Respondents that would recommend a merger 88 12 

Respondents that believe there are also alternatives to mergers 79.2 20.8 

 

 

Daystar University Repository

Archives Copy



 

132 

 

 

 

 

The alternatives to mergers that were highlighted by the respondents are listed herein 

below: 

1. Acquisitions- this means one of the banks acquiring the other bank and 

running it separately from itself. This may be subject to CBK regulations. 

2. Organic growth- A number of respondents suggested diversification of 

business products, innovation, expanding geographically, identifying and 

targeting niche markets, policy and strategy changes, reduction of liability as 

some of the ways to grow the company. All these are organic growth 

strategies; As earlier highlighted in this study, organic growth is a growth 

strategy but unfortunately it is not ideal for rapid growth (Pandey, 2007) 

3. Forming strategic alliances and joint ventures- this means forming 

partnerships with likeminded entities to develop products and markets jointly 

as is currently the case with some telecommunication companies and banks on 

products such as Mkesho, MPesa, and co-branding of card products. 

4. Capital injection from shareholders or other willing investors- This means 

using avenues such as private placements and rights issues;  

5. Listing of the bank at the stock exchange- this means converting the bank into 

a public liability company and joining the Nairobi securities exchange or any 

other stock market; 
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Summary 

This chapter has discussed the merger of SCBC and ECB. It has explored the 

theories/reasons that led to the merger; the challenges that the merging entities faced; 

sought to establish whether the merger was a success; and whether the bank has given 

the bank a competitive edge. The chapter also analyzed mergers in the general 

banking sector in Kenya with regards to the challenges they face and the reasons that 

may lead to the failure of a merger of a bank. It has also analyzed the performance of 

the Kenyan banking industry and whether merging is the only way to success or there 

are other options. The conclusion is that the merger of ECB* merger is a success. 
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CHAPTER FIVE 

SUMMARY, RECOMMENDATIONS AND CONCLUSION 

Introduction 

This chapter seeks to summarise the study by highlighting the main purpose for the 

study, the important findings of the study, and recommendations based on the findings 

of the study. It is hoped that the findings and the recommendations will assist 

executives in handling future mergers and acquisitions; assist the various regulatory 

bodies in reviewing and approving merger applications; assist current and future 

mergers to be more efficient, seamless and less costly hence successful. 

 

Summary 

Principal Features of the Research 

Purpose and objectives 

The purpose for this research was to establish the reasons for the merger of SCBC and 

ECB; to identify the main challenges that the merger of SCBC and ECB faced; to 

propose solutions for these challenges; to determine the lessons that can be drawn 

from this merger transaction for the banking industry; and to initiate interest in further 

in-depth research. The research was conducted through a case study; the subject being 

the merger of Southern Credit Banking Corporation Ltd and Equatorial Commercial 

Bank Ltd.   

 

More specifically, the objectives of the research were; to investigate reasons for the 

merger of Southern Credit Bank and Equatorial Commercial Bank; to investigate the 

challenges that the two banks went through in the process of merging; to propose 

solutions to overcome the challenges that Southern Credit Bank and Equatorial 
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Commercial Bank went through in the process of merging; and to highlight important 

lessons to any bank that may be in the process of merging with another or intending to 

merge with another. 

 

Main Findings 

The main findings of the study are highlighted herein below as follows: 

Reasons for the merger of SCBC and ECB 

There are a number of reasons that informed the merger of SCBC and ECB. This 

chapter will only highlight the top four reasons.  

 

Increased market share  

The reason that scored the highest percentage for the merger of the two banks was to 

increase market power/share (83.3%). Simply, by combining the market share of 

SCBC and ECB the merged entity will be able to control a bigger market share 

through one transaction. It also means that SCBC will be able to tap into the corporate 

market of ECB while the latter will tap into the retail and SME market of SCBC. This 

is a commercial reason. Pearson (1989) argues that attaining market leadership, 

increasing market share and cutting down competition is a good reason for merging 

companies. This is because the merged entity will have better bargaining power 

against its suppliers, labour force and market (Pandey, 2004). It also affords the 

merged entity the ability to set and maintain prices depending on how big its market 

share is as a result of the merger (Machiraju, 2007). Therefore, the reason for the 

merger of SCBC and ECB is supported by empirical studies and in line with the 

findings of the literature review in this study. 
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Rapid strategic growth 

A large part of the respondents (79.2%) stated that SCBC and ECB merged to 

catalyze rapid strategic growth of the merged entity. It is important for ECB* to gain 

critical mass quickly to be able to seriously challenge the other larger banks in the 

banking industry. As a result of the merger, ECB* almost doubled its balance sheet 

(Think Business, 2011). They did this in one transaction (merger), which ordinarily 

would have taken a very long time to achieve organically. This finding is therefore 

supported by empirical studies that have been conducted elsewhere. For instance, 

Pandey (2004) posits that one of the fastest ways to get a company to grow 

exponentially is to merge it with another. Pearson (1989) supports this argument 

arguing that in a rapidly changing environment, organic growth may take too long to 

respond to the changes and therefore mergers may be a better alternative to grow a 

business fast. 

 

Government regulation 

At the time of the merger both banks had yet to meet the targeted minimum core 

capital requirement of Kshs. 1 Billion by 2012, even though the deadline was two and 

a half years away in December, 2012. SCBC was in an even more precarious state 

because its capital for 2009 appeared to be negative having reported a loss bigger than 

its core capital at the time (Think Business, 2011). There was therefore great need to 

raise capital so to make steps towards compliance with CBK requirements. Half of the 

respondents believe that the two banks merged as a result of the foregoing 

circumstances, that is, to meet government regulations. 
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Strategic realignment  

Companies sometimes use strategic realignment to take advantage of situations in its 

environment (Machiraju, 2007). The competition in Kenya’s banking industry is stiff. 

For small banks to survive, they need as big a market as possible to be able to 

maximise on as many income streams as possible. Both banks wanted to tap into each 

other’s markets to remain competitive. Through the merger ECB obtained the card 

licenses and retail market that SCBC had without having to either build a retail market 

of its own or go through the rigors of obtaining card licenses from CBK, VISA and 

MasterCard. The merger therefore allowed ECB to strategically align its banking 

business to tap into these cards and retail markets that it previously did not have. It is 

for the foregoing reasons, among others, that half the respondents also picked 

strategic realignment as a reason for the merger of SCBC and ECB.  

 

In summary, the majority of the respondents also indicated that the merger was driven 

more by commercial reasons rather than legal/regulatory reasons. 

 

Challenges that the merger of SCBC and ECB faced 

There were a number of challenges that SCBC and ECB faced during the merger 

process. However, the main challenges (chosen by 50% and above of the respondents) 

were Integration challenges (87.5%), Cultural challenges and Operational challenges 

(both at 70.8%), and Communication challenges (58.3%).  

 

Integration challenge 

From the foregoing, the greatest challenge for the ECB* merger was integration. 

Integrating the two businesses into one was the toughest obstacle yet not doing so 
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would sound a death knell for the merger as research has shown that integration 

efforts are directly proportional to the success of a merger (Weber, et al., 2009).   

 

Corporate Cultural differences 

Blending the corporate cultural differences into one uniform culture was also a major 

challenge. According to Machiraju (2007), corporate culture integration is the most 

important process during a merger. Further, according to Weber et al. corporate 

culture integration efforts are directly proportional to the success of a merger. SCBC 

was an SME and retail bank while ECB was a corporate bank. The cultures, ways of 

doing business, strategies, cadre of staff, and focus of business, among others were 

different. For the merger to become successful, as research has shown, there was need 

to get the culture of ECB* properly integrated into one (Weber, et al., 2009). 

 

Operational challenges 

Operational hiccups/issues also posed a big challenge. There were various operational 

gaps probably due to the confusion brought about by staff being declared redundant, 

movement of staff, poor communication, and migration and changeover of systems 

databases, among other operational issues. Client complaints, fraud, operational 

lapses and TAT all increased, all of which affected service delivery-, which is at the 

core of operations.  

 

Generally, when all the challenges are grouped into the four main challenges as 

identified in the conceptual framework of the study the challenges in order of 

significance were: strategic and management challenges, cultural challenges, 

technological challenges and legal challenges. 
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The respondents also identified other issues/challenges that ECB* is still grappling 

with. Some of the main ones include: 

1. Staff attrition; 

2. Integration; 

3. Customer attrition. 

 

Recommendations 

Mergers have been in use worldwide for a little over two hundred years. It can be 

argued that it is a reasonably young phenomenon noting that business has been 

conducted over thousands of years. In Kenya, the mergers of commercial banks are 

still at the infancy stage having been in use for a little over 26 years only. Therefore, 

there is still a lot to be learnt. The recommendations herein below seek to assist in that 

process and the same is based on the findings of the study. These recommendations 

can be adopted by the regulators approving the mergers of commercial banks; 

commercial banks intending to merge or in the process of merging; and professionals 

providing advisory services to the merging commercial banks. The researcher 

therefore makes the following recommendations: 

1. Commercial banks intending to enter into discussions with a view to 

negotiating a merger deal should always ensure that they carry out an 

exhaustive financial and legal due diligence on the other party to determine 

whether they should proceed with the merger; and (if they so wish to proceed) 

to determine the true value of the assets and liabilities that they are about to 

take on board. CBK and all other regulators must ensure that a proper due 

diligence is carried out. CBK and other regulators should first vet and approve 
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the audit firm and legal firm that will carry out the legal and financial due 

diligence to ensure that high standards of professionalism are maintained.   

2. The management of the resultant merged commercial bank should ensure that 

they have a sound corporate strategy in place that will guide the merged entity 

post merger. This will ensure clarity of purpose. The strategy should include 

strategies on communication, staffing, corporate culture integration, 

integration of functions, and contingencies, among others. 

3. The management of a merged commercial bank should prioritise integration as 

one of the surest ways to ensure that the merger is a success. Integration will 

ensure that the entity will operate as one cohesive unit rather than a 

fragmented unit pulling in different directions. Integration of corporate 

culture, purpose, and vision, among others is very essential to the success of a 

merger. 

4. The management of a merged commercial bank should retain the services of 

skilled change managers within the industry who will guide the process of 

change management especially with regards to staff. Staff members should be 

taken through counselling and training sessions to equip them for self-

employment in case of redundancy or to equip them for retention within the 

merged bank post merger. Change management strategies will help every staff 

member to accept and positively deal with all the changes that will occur 

around them during the merger process.  

5. The management of the merged entity should ensure that the intentions, 

processes, and expected results of the merger are communicated to the staff 

members. Cascading of information to the staff members will make them feel 
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involved in the process and help in getting a buy-in from the staff members. 

This will go a long way in helping the merger a success. 

6. CBK and other regulators should ensure that commercial banks are merging 

for the right reasons, as it is clear that one of the reasons for the failure of 

mergers of commercial banks in Kenya is merging with wrong motives. These 

motives could be empire building, for instance, without sound business 

backing for it. Such motives could lead to failure. It is therefore imperative 

that CBK and other regulators ensure that the merging entities give a good 

business case for the proposed merger. 

7. The Competition authority should fully operationalise the Competition Act by 

publishing all the guidelines that they are supposed to publish to enable the 

new Competition Act to come into full effect for purposes of easing merger 

procedures.     

 

Areas for Further Research 

1. There is need to study the specific triggers of the mergers of commercial 

banks in Kenya and the resultant patterns/waves highlighted earlier; 

2. Generally, there is very little empirical evidence on the mergers of commercial 

banks in Kenya and more studies need to be done on the same; 

3. It is also important that studies be conducted to gauge the rate of success of 

the 33 mergers of commercial banks in Kenya; 

 

Conclusion 

    There is no doubt that mergers are an important facet of Kenya’s commercial 

banking sector, having seen the 33 mergers since the first one was recorded in 1989, 
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yet the same is bedevilled by a myriad of challenges. This study sought to identify 

these challenges that lead to the failure of mergers. The main challenges facing the 

mergers of commercial banks in Kenya inferred from the merger of Southern Credit 

Banking Corporation and Equatorial Commercial Bank are; Integration challenges, 

Cultural challenges, Operational challenges, and Communication challenges. All 

these challenges can be managed effectively once identified and the recommendations 

discussed above can effectively deal with these challenges. The management of 

merged commercial banks should actively identify potential challenges and lay in 

place strategies to deal with them proactively.      
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APPENDICES 

Appendix A. List of all bank mergers approved in Kenya by CBK from 1963 

N o .   I n s t i t u t i o n  M e r g e d  w i t h  C u r r e n t  Na me  
D a t e  
a p p r o v e d  

1 9 Financial Institutions All 9 Financial 
Institutions Merged 
together 

Consolidated 
Bank of Kenya 
Ltd 

1989 

2 Indosuez Merchant 
Finance 

Banque Indosuez Credit Agricole 
Indosuez 

10.11.1994 

3 TransnationalFinance 
Ltd. 

Transnational Bank 
Ltd. 

Transnational 
Bank Ltd. 

28.11.1994 

4 Ken Baroda Finance 
Ltd. 

Bank of Baroda (K) 
Ltd. 

Bank of Baroda 
(K) Ltd. 

02.12.1994 

5 First American Finance 
Ltd. 

First American 
Bank Ltd. 

First American 
Bank (K) Ltd. 

05.09.1995 

6 Bank of India Bank of India 
Finance Ltd. 

Bank of India 
(Africa) Ltd. 

15.11.1995 

7 Stanbic Bank (K) Ltd. Stanbic Finance (K) 
Ltd. 

Stanbic Bank 
Kenya Ltd. 

05.01.1996 

8 Mercantile Finance Ltd. Ambank Ltd. Ambank Ltd. 15.01.1996 

9 Delphis Finance Ltd. Delphis Bank Ltd. Delphis Bank Ltd. 17.01.1996 

10  CBA Financial Services  Commercial Bank 
of Africa ltd  

Commercial Bank 
of Africa ltd  

26.01.1996 

11 Trust Finance Ltd. Trust Bank (K) Ltd. Trust Bank (K) 
Ltd. 

07.01.1997 

12  National Industrial 
Credit Bank Ltd. 

African Mercantile 
Banking Corp. 

NIC Bank Ltd. 14.06.1997 

13 Giro Bank Ltd. Commerce Bank 
Ltd. 

Giro Commercial 
Bank Ltd.  

24.11.1998 

14 Guardian Bank Ltd. First National 
Finance Bank Ltd. 

Guardian Bank 
Ltd. 

24.11.1998 

15 Diamond Trust Bank 
(K) Ltd. 

Premier Savings & 
Finance Ltd. 

Diamond Trust 
Bank (K) Ltd. 

12.02.1999 

16 National Bank of Kenya 
Ltd. 

Kenya National 
Capital Corp. 

National Bank of 
Kenya Ltd. 

24.05.1999 

17 Standard Chartered 
Bank (K) Ltd. 

Standard Chartered 
Financial Services 

Standard 
Chartered Bank 
(K) Ltd. 

17.11.1999 

18 Barclays Bank of Kenya 
Ltd. 

Barclays Merchant 
Finance Ltd. 

Barclays Bank of 
Kenya Ltd. 

22.11.1999 

19 Habib A.G. Zurich Habib Africa Bank 
Ltd. 

Habib Bank A.G. 
Zurich 

30.11.1999 

20 Guilders Inter. Bank Guardian Bank Ltd. Guardian Bank 03.12.1999 
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Ltd. Ltd. 

21 Universal Bank Ltd. Paramount Bank 
Ltd. 

Paramount 
Universal Bank 

11.01.2000 

22 Kenya Commercial 
Bank  

Kenya Commercial 
Finance Co. 

Kenya 
Commercial Bank 
Ltd. 

21.03.2001 

23 Citibank NA ABN Amro Bank 
Ltd. 

Citibank NA 16.10.2001 

24 Bullion Bank Ltd. Southern Credit 
Banking Corp. Ltd. 

Southern Credit 
Banking Corp. 
Ltd. 

07.12.2001 

25 Co-operative Merchant 
Bank ltd  

Co-operative Bank 
ltd  

Co-operative 
Bank of Kenya ltd  

28.05.2002 

26 Biashara Bank Ltd. Investment & 
Mortgage Bank Ltd. 

Investment & 
Mortgage Bank 
Ltd. 

01.12.2002 

27 First American Bank 
Ltd  

Commercial Bank 
of Africa Ltd  

Commercial Bank 
of Africa ltd  

01.07.2005 

28 East African Building 
Society  

Akiba Bank ltd  EABS Bank ltd  31.10.2005 

29 Prime Capital & Credit 
Ltd.  

Prime Bank Ltd.  Prime Bank Ltd.  01.01.2008 

30 CFC Bank Ltd. Stanbic Bank Ltd. CFC Stanbic 
Bank Ltd. 

01.06.2008 

31 Savings and Loan (K) 
Limited  

Kenya Commercial 
Bank Limited  

Kenya 
Commercial Bank 
Limited  

01.02.2010 

32 City Finance Bank Ltd.  Jamii Bora Kenya 
Ltd.  

Jamii Bora Bank 
Ltd.  

11.02.2010 

33 Equatorial Commercial 
Bank Ltd 

Southern Credit 
Banking 
Corporation Ltd 

Equatorial 
Commercial Bank 
Ltd 

01.06.2010 

 Adapted from Central Bank of Kenya. (2010)  
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Appendix B. List of all bank acquisitions in Kenya approved by CBK from 1963 

N o .   I n s t i t u t i o n  A c q u i r e d  b y  
C u r r e n t  

N a me  

D a t e  

a p p r o v e d  

1 Mashreq Bank Ltd.  Dubai Kenya Ltd.  Dubai Bank Ltd.  01.04.2000 

2 Credit Agricole 

Indosuez (K) Ltd.  

Bank of Africa 

Kenya Ltd.  

Bank of Africa 

Bank Ltd.  

30.04.2004 

3 EABS Bank Ltd.  Ecobank Kenya 

Ltd.  

Ecobank Bank 

Ltd.  

16.06.2008 

Adapted from Central Bank of Kenya. (2010) 
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Appendix C. Questionnaire 

My name is Fred Chumo. I am a Master of Business Administration (Strategy option) 
student undertaking a research on the challenges facing merger of commercial banks 
in Kenya: A case study of EQUATORIAL COMMERCIAL BANK. Kindly take a 
few minutes to fill this questionnaire. Any information you share will remain 
confidential. Thank you for your time and cooperation.   
 
BIO-DATA:  
Gender     Department ___________________ (at the time of the merger) 

a) Male  (  )       
b) Female (  ) 

 
Age of respondent  

a) 21-30 years (  ) b) 31-40 years (  )          c) 41- 50 years (  )    
(d) over 51years (  )  

 
Position of respondent at the time of the merger 
a) Non-Management staff (  )    b) Management (  )      
 
Q 1) Were you working for either of the two merging banks at the time the merger 
was announced? 
 a) Yes (  )    b) No (  )     
 
Q 2) If your answer in 1) above is yes, how many other times have you been involved 
with a company that merged with another while you were employed by it. 

 Check one that applies 

a) None  

b) Once  

c) Twice  

d) Three times and over  

 
 
Q 3) In your opinion, what are some of the reasons that you think informed the 
decision to merge the two banks? (Tick all that apply) 

a) Rapid strategic growth  (  )  
b) Share value appreciation  (  ) 
c) Reducing tax liability    (  ) 
d) Empire building   (  ) 
e) Strategic realignment   (  ) 
f) Creation of synergy   (  ) 
g) Banking industry consolidation (  ) 
h) Increase market power/share  (  ) 
i) Economies of scale   (  ) 
j) Operating economies   (  ) 
k) Diversification strategy  (  ) 
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l) Regulatory arbitrage   (  ) 
m) Government regulations/restrictions (  ) 

 
Q. 4 Kindly rank the top three reasons for the merger from the reasons you have 
identified/ticked in 3 above in order of their importance/significance. 
a)………………………………………………………………… 
b)…………………………………………………………………. 
c)………………………………………………………………….. 
 
Q. 5 Out of all the reasons you have ticked in 3 above, what would you consider to be 
the best summary for the reasons for the merger of the two banks? Tick one that is 
most appropriate/significant. 
a) Regulatory reasons  (  ) 
b) Commercial reasons  (  ) 
 
Q. 6 What do you think about the state of Kenya’s banking industry? Tick one that is 
most appropriate/significant from each of the categories below. 
A. Size 

 Check one that applies 

a) Too many banks  

b) Optimum/adequate number of banks  

c) Very few banks  

d) I do not know  

 

B. Financial performance in the past three years (2008-2010) 

 Check one that applies 

a) Very good/Impressive  

b) Average/Fair  

c) Poor  

d) I do not know  

 

C. Stability in the past three years (2008-2010) 

 Check one that applies 

a) Very stable  

b) Average/Fair  

c) Very unstable  

d) I do not know  

 
 
Q 7) What challenges did you experience/observe during the merger process (past one 
year)?   

 Check all that apply 

a) Communication challenges  

b) Technological challenges  

c) Integration challenges  

d) Culture change challenges  

e) Operational challenges  

f) Legal challenges  
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g) Reputational challenges  

h) Other (specify)  

  

 
Q 8. In order of difficulty, please list the top three challenges in Q 7 above that you 
believe challenged the bank the most during the process. 
1.……………………………………………………………………………………… 
2.……………………………………………………………………………………… 
3.……………………………………………………………………………………… 
………………………………………………………………………………………… 
 
Q. 9 In your opinion, kindly list any major issues that the bank has encountered 
during and after the merger.  
1.……………………………………………………………………………………… 
2.……………………………………………………………………………………… 
3.……………………………………………………………………………………… 
………………………………………………………………………………………… 
Q. 10 In your opinion, are there any merger issues that are still unresolved/pending 
following the merger. 
1.……………………………………………………………………………………… 
2.……………………………………………………………………………………… 
3.……………………………………………………………………………………… 
………………………………………………………………………………………… 
 
Q 11) In your own assessment, please rate the state of the following bank services 
before (B), during (D) and after (A) the merger by ticking the box that is most 
appropriate. 

 Good Fair Poor 

 B D A B D A B D A 

a) Custodial services          

b) Treasury services          

c) Customer Service          

d) Card services          

e) Electronic banking services          

f) Corporate banking services          

 
 
Q. 12 In your opinion, please list any two services/departments of the bank (even if 
not listed in 11 above) that have shown great/remarkable improvement following the 
merger? 
1.……………………………………………………………………………………… 
2.……………………………………………………………………………………… 
 
Q. 13 In your opinion, please list any two services/departments of the bank (even if 
not listed in 11 above) that have shown great decline following the merger? 
1.……………………………………………………………………………………… 
2.……………………………………………………………………………………… 
 

Daystar University Repository

Archives Copy



 

156 

 

Q 14) Have you heard of any other merger involving a commercial bank in Kenya? 
a) Yes (  )    b) No (  )     
 
Q. 15) If your answer in Q 14 above is yes, please list the name (s) of the merged 
commercial bank(s). 
…………………………………………………………………………………………
…………………………………………………………………………………………
……………………………… 
 
Q 16 Please list any challenges you may be aware of that the merged commercial 
banks named in Q. 15) above faced while merging.  
…………………………………………………………………………………………
…………………………………………………………………………………………
……………………………… 
 
Q 17) In your opinion, which of the following reasons would be most likely to cause a 
merger of two banks to fail (failure here meaning ‘not meeting the objectives for the 
merger’ & ‘negative return on investment’). Tick the reason(s) that apply. 

a) Wrong motives for merger   (  ) 
b) Poor change management   (  ) 
c) Intercultural differences (corporate)  (  ) 
d) Intercultural differences (national)  (  ) 
e) Poor post-merger integration   (  ) 
f) Poor legal and financial due diligence (  )  
g) Poor corporate strategy   (  ) 

 
 
 
 
Q 18) Please list briefly below your suggestions on ways to improve the process of 
mergers:  
…………………………………………………………………………………………
…………………………………………………………………………………………
……………………………… 
 
Q 19) If there was one thing you could change about the merger process, what would 
it be? 
…………………………………………………………………………………………
…………………………………………………………………………………………
……………………………… 
 
Q 20) The merger of Southern Credit Bank and Equatorial Commercial Bank is 
successful 
 Strongly Agree (  ) Agree (  ) Neutral (  ) Disagree (  ) Strongly Disagree (  ) 
 
Q 21) The merger has made ECB* a more competitive bank in the market 
Strongly Agree (  ) Agree (  ) Neutral (  ) Disagree (  ) Strongly Disagree (  ) 
 
Q 22 Would you recommend a merger to another bank as a growth strategy? 
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 a) Yes (  )   b) No (  ) 

 

Q. 23 Do you think the objectives for the merger can be achieved through better 

alternatives other than a merger?  

a) Yes (  )   b) No (  ) 

 

Q. 24 If yes, to Q. 23 above, state any of these alternatives to a merger: 

1.……………………………………………………………………………………… 

2.……………………………………………………………………………………… 

3.……………………………………………………………………………………… 

 

 

 

THANK YOU FOR YOUR TIME 

 

 

 

 

 

 

 

 

 

 

 

Daystar University Repository

Archives Copy



 

158 

 

Appendix D. Request for approval to ECB Managing Director 

 
 
Fred Chumo 
P.O. Box 50076-00200 
Nairobi.  

 
The Managing Director 
Equatorial Commercial Bank Ltd 
Head Office-Nyerere Road 
P.O. Box 52467-00200 
Nairobi. 

 

14thApril, 2011 
 
Dear Sir, 
 

RE:  AUTHORITY TO CARRY OUT RESEARCH AT ECB  

 

I refer to the above captioned matter. 
 
I am currently pursuing an MBA-Strategic Management at Daystar University. I am 
about to complete my studies at the said university and currently writing a thesis for 
the same. The thesis topic is ‘Challenges facing the mergers of commercial banks in 

Kenya: A case study of Equatorial Commercial Bank’. 
 
The aim of this study is to establish the reasons for mergers in the banking sector; to 
identify the main challenges facing mergers of banks in Kenya; to propose possible 
solutions to these challenges; and to initiate interest in further in-depth research.  
 
I therefore wish to request for your consent and authority to collect data from some of 
the staff members of the bank and hereby attach a list of the proposed respondents 
(who have been chosen at random) for your perusal and approval.   
 
Thanking you in advance and hope for your favourable consideration  
 
Yours sincerely,  

 

 
 
 
Fred Chumo 

 

 

 

 

 

 

Daystar University Repository

Archives Copy



 

159 

 

Appendix E. Letter to the National Council for Science and Technology 
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