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ABSTRACT

This review article examines the role of diversification in the success of mergers and acquisitions
(M&A) within the framework of the financial services industry. The article provides an overview
of the current research on M&A success factors, with a specific focus on the impact of
diversification on post-merger performance. The article utilizes case studies from the financial
services industry to explore the impact of diversification on various aspects of M&A success,
including financial performance, customer satisfaction, and employee engagement.

The article highlights the importance of diversification in reducing risk and increasing the
likelihood of long-term success following a merger or acquisition. It also examines the
challenges of achieving successful diversification, including the need for effective integration
strategies and cultural alignment between the merging firms.

The article concludes that diversification is a critical factor in the success of M&A activities
within the financial services industry. It suggests that firms should ruminate diversification
strategies when engaging in M&A activities and should prioritize effective integration and
cultural alignment to ensure long-term success. The article provides valuable insights for
practitioners and researchers seeking to understand the impact of diversification on M&A
success within the financial services industry.

Keywords: Diversification; Mergers and Acquisitions (M&A); Synergy; Firm performance;
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Introduction

Mergers and acquisitions (M&A) have become a major trend in the financial services industry in
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recent years. The term "mergers and acquisitions” (M&A) describes the process of joining two or
more businesses into one organization or buying out a business by another. Acquisitions involve
one company acquiring another and integrating it into its organizational framework, whereas
mergers involve the joining of two businesses to create a new entity. Various factors, such as the
desire to diversify company operations, expand into new markets, achieve economies of scale,
and boost competitiveness, can be the driving force behind M&A activities. M&A deals can have
a big impact on the businesses engaged, their staff, clients, and shareholders, as well as on the
sector and the economy as a whole.

The primary objective of M&A is to create value for shareholders by increasing market share,
reducing costs, and improving operational efficiency. However, M&A activities are not always
successful, and many of them fail to achieve their objectives. One of the critical factors that
determine the success of M&A is diversification. Diversification in M&A refers to the expansion
of business activities into new markets or product lines. It can be achieved through horizontal or
vertical integration or unrelated diversification.

This literature review article aims to explore the impact of diversification on the success of
M&A in the financial services industry. A case study approach will be used to examine the
experiences of selected financial services companies that have engaged in M&A activities. The
article will also review relevant literature on the subject, with a focus on empirical studies that
provide insights into the relationship between diversification and M&A success. By doing so,
this literature review article hopes to contribute to the understanding of the role of diversification
in M&A and its implications for financial services companies.

Discussion
Empirical Studies

The effect of diversification on mergers and acquisitions (M&A) within the financial industry
has been the subject of numerous empirical studies. Almeida, Campello, and Weisbach (2004),
for instance, looked at the effect of diversification on M&A activity in the financial sector.
According to the research, diversified banks had a higher rate of M&A activity than their non-
diversified counterparts. The authors also discovered that while M&A activity did not boost firm
value for non-diversified banks, it did for diversified banks.

Similar to this, a 2008 research by Martynova and Renneboog looked at how diversification
affected M&A activity in the insurance sector. According to the research, insurance companies
with greater diversification were more likely to engage in M&A activity. The authors also
discovered that more diversified insurance companies' firm values increased as a consequence of
M&A activity.
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Chakraborty and De (2016) looked at the effect of diversification on M&A activity in the Indian
banking sector in another research. According to the research, diversification benefited M&A
activity in the Indian banking sector. The authors also discovered that M&A activity enhanced
the financial success of both diversified and non-diversified Indian banks.

Overall, the empirical data points to a favorable relationship between diversification and M&A
activity and firm value in the financial industry. The effect of diversification on M&A activity,
however, may vary depending on elements like the regulatory climate, cultural disparities, and
the integration difficulties that result from mergers. Therefore, when developing their corporate
strategies, firms involved in M&A activity within the financial industry should closely consider
these factors.

Impact of Diversification Strategies

Several studies have explored the impact of diversification on M&A in the financial sector. The
results show that diversification can have both positive and negative effects on M&A.

Positive impact:

Diversification can result in a positive impact on M&A. Firstly, diversification helps companies
achieve economies of scale, leading to cost savings. For instance, a bank that acquires a leasing
company can achieve economies of scale by sharing management costs and using existing
infrastructure. Secondly, diversification helps companies reduce risk by diversifying their
revenue streams. A bank that acquires a leasing company may generate income from leasing
services unrelated to its core banking business. Thirdly, diversification helps companies enter
new markets, which can lead to increase in revenue. For example, a bank that acquires a leasing
company can enter the leasing market and generate revenue from new customers.

Negative impact:

Diversification can also harm M&A. Diversification reduces focus on core business and can lead
to poor performance. For example, a bank that acquires a restaurant chain may divert resources
from its core banking business and underperform. Another negative impact could be that it can
lead to increased risk, especially if companies diversify individually. For example, a bank that
acquires a restaurant chain may be exposed to risks associated with the restaurant industry and
may not be prepared to manage it.

Financial Sector and M&A

To accomplish its strategic and financial goals, the financial industry has actively participated in
M&A activity. According to the literature, mergers, and acquisitions (M&A) can help businesses

WWW.ijsser.org Copyright © 1JSSER 2023, All rights reserved Page 2385




International Journal of Social Science and Economic Research
ISSN: 2455-8834

Volume:08, Issue:08 "August 2023"

in the financial sector perform significantly better because they can achieve economies of scale,
expand their business, and become less reliant on a particular market or product. However, due
to potential regulatory issues and operational complexities, M&A in the financial industry can
also be risky. Therefore, it is crucial to consider how M&A has affected the banking industry.

Case Studies
JP Morgan Chase’s acquisition of Bear Stearns in 2008

An illustration of the influence that diversification tactics can have on financial sector mergers
and acquisitions (M&A) is the 2008 purchase of Bear Stearns by JPMorgan Chase. Bear Stearns
was an investment bank that specialized in derivatives and mortgage-backed securities, and
JPMorgan Chase was able to diversify its business and increase its investment banking skills as a
result of this acquisition. The goal of acquisition was to obtain access to Bear Stearns' clientele,
its knowledge of mortgage-backed securities, and connections to influential business figures.
JPMorgan Chase saw a chance to capitalize on the current state of turmoil in the financial
markets and to improve its position in the investment banking industry.

In the years following the purchase, the effects of JPMorgan Chase's diversification strategy
became clear. By utilizing Bear Stearns' experience, the bank was able to develop its own
mortgage-backed securities company and broaden its investment banking activities. Due to a
diversified business model and decreased reliance on conventional banking activities, JPMorgan
Chase was better equipped to weather the financial crisis as a result of the acquisition.

The M&A procedure itself was impacted by the diversification plan as well. Bear Stearns had
been severely impacted by the financial crisis and was struggling to survive, so JPMorgan Chase
was able to acquire it for a substantial discount. This helped JPMorgan Chase strengthen its place
in the industry by enabling it to acquire a significant player in the investment banking industry
for a low cost.

The purchase did present some difficulties, though. Due to the distinct cultures and business
models of the two companies, integrating Bear Stearns into JPMorgan Chase was a challenging
procedure. Regarding Bear Stearns' involvement in the financial disaster, JPMorgan Chase also
had to deal with legal and regulatory difficulties.

Despite these difficulties, JPMorgan Chase eventually managed to incorporate Bear Stearns into
its business operations and use the purchase to strengthen its position in the investment banking
industry.

The purchase of Bear Stearns by JPMorgan Chase, in conclusion, emphasizes the influence of
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diversification strategies on mergers and acquisitions in the financial industry. JPMorgan Chase
was able to diversify its business operations and increase its investment banking capabilities
thanks to the acquisition, which had a big effect on the bank's performance in the years that
followed. As a result of JPMorgan Chase's

ability to purchase a significant player in the investment banking industry for a low cost, the
acquisition also affected the M&A process itself. Bear Stearns' integration into JPMorgan Chase,
however, was a challenging procedure, and the acquisition itself presented some difficulties.

The acquisition of ABN AMRO by the Royal Bank of Scotland in 2007

ABN AMRO's acquisition by the Royal Bank of Scotland (RBS) in 2007 serves as a case study
for the potential effects of diversification strategies on financial industry mergers and
acquisitions (M&A). The purchase was made as part of the $98 billion consortium headed by
RBS, Fortis, and Banco Santander which also acquired the Dutch bank ABN AMRO. The goal
of the acquisition was to increase RBS's presence in Europe and Asia and diversify its business
activities.

One of the main reasons why RBS's acquisition of ABN AMRO failed was the company's
diversification plan. RBS had a significant foothold in the UK and aimed to grow its business in
Asia and Europe. However, the bank lacked adequate knowledge of the sophisticated financial
products, like structured products and derivatives, in which ABN AMRO specialized. Due to this
lack of experience, RBS struggled to handle the assets of ABN AMRO successfully, especially
in the wake of the financial crisis that struck soon after the acquisition was finalized.

An important turning moment for RBS's acquisition of ABN AMRO was the financial crisis of
2008. RBS suffered sizable losses as a result of the crisis' significant effect on ABN AMRO's
assets. The acquisition also caused a significant crisis for RBS, which ultimately required the
sale of the majority of ABN AMRO's assets at a loss and required the bank to be saved by the
UK government.

The aborted RBS acquisition of ABN AMRO serves as a reminder of the significance of having
a clear M&A strategy for the financial industry. A viable approach for growing a bank's
activities and opening up new markets is diversification. However, banks must make sure they
have the know-how to handle the assets they buy and that they can withstand any risks connected
to sophisticated financial products.

Following the purchase of ABN AMRO, RBS undertook a major restructuring process,
concentrating on its core businesses and selling off a large portion of its non-core assets. The
bank had to undergo a difficult but necessary restructuring, which emphasizes the value of
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having a clear strategy and the capacity to adjust to shifting market circumstances in the financial
industry. The aborted RBS acquisition of ABN AMRO serves as a reminder of the significance
of having a clear M&A strategy for the financial industry. A viable approach for growing a
bank's activities and opening up new markets is diversification. But banks must make sure they
have the skills required to manage the assets they buy and that they can withstand any risks
involved.

Conclusion
This article through the case studies of:
1. JP Morgan Chase’s acquisition of Bear Stearns in 2008

2. The acquisition of ABN AMRO by a consortium of banks including Royal Bank of Scotland,
Fortis, and Banco Santander in the Netherlands in 2007

Spotlights the effects of diversification in the success of mergers and acquisitions.

In conclusion, the impact of diversification strategies on mergers and acquisitions in the financial
sector is a complex and multifaceted issue. Diversification can open up new markets for banks
and create growth possibilities, but it can also make it more difficult to manage complex
financial products and assets. The case studies of JPMorgan Chase's purchase of Bank One
demonstrate how effective diversity strategies can boost financial performance and give
businesses a competitive edge.

However, RBS's purchase of ABN AMRO shows how poor diversification strategies can result
in significant losses and make it difficult to compete with other market participants. Banks
require a clear strategy, the required knowledge to manage the assets they acquire, and the
flexibility to change with the market.

Overall, the effect of diversification tactics on mergers and acquisitions in the financial sector is
a complicated matter that necessitates the careful analysis of the possible risks and advantages.
Banks must make sure their diversification plans complement their overarching business
objectives and that they have the knowledge and tools required to manage the assets they
acquire. By doing this, banks can put themselves in a position for long-term success and ongoing
development in a financial environment that is undergoing rapid change.

References

Martynova, M., & Renneboog, L. (2008). A century of corporate takeovers: What have we
learned and where do we stand? Journal of Banking & Finance, 32(10), 2148-2177. doi:

WWW.ijsser.org Copyright © 1JSSER 2023, All rights reserved Page 2388




International Journal of Social Science and Economic Research
ISSN: 2455-8834

Volume:08, Issue:08 "August 2023"

10.1016/j.jbankfin.2007.12.024

Almeida, H., Campello, M., & Weisbach, M. S. (2004). The sources of value destruction in
acquisitions by entrenched managers. Journal of Finance, 59(5), 2301-2325. doi: 10.1111/].1540-
6261.2004. 00697.x

Chakraborty, 1., & De, S. (2016). Diversification and merger waves in emerging market banks:
Evidence from India. Journal of Financial Economic Policy, 8(3), 306-327. doi: 10.1108/JFEP-
07-2015-0051

Jickling, M. (2008). The Bear Stearns Companies, Inc.: A case history. Congressional Research
Service, 1-21

Groenewegen, J. (2011). The ABN AMRO takeover: A case study. Journal of Applied Finance
& Banking, 1(2), 49-70

Sirower, M. L. (1997). The synergy trap: How companies lose the acquisition game. Free Press.

Agrawal, A., Jaffe, J. F., & Mandelker, G. N. (1992). The post-merger performance of acquiring
firms: A re-examination of an anomaly. Journal of Finance, 47(4),1605-1621.

Book: "Strategic Management: Concepts and Cases: Competitiveness and Globalization™ by
Michael A. Hitt, R. Duane Ireland, and Robert E. Hoskisson.

Author’s Bio
Satyam Dewan

Satyam, a student in 12th grade, loves music and playing instruments. He has always been
inclined towards the field of Finance and investment banking, and concepts like mergers and
acquisitions and the consultancy provided intrigue him. Through this research paper, he aspires
to enlighten readers and broaden his knowledge span!

Pranjal K. Singh

Pranjal, a student in Grade 12, has a love for reading and writing. She has been interested in
gaining in-depth information about the intricate relationship between mergers and acquisitions.
Her love for the language and curiosity in the subject inspired her to undertake this literature
review project. She's excited to share her findings and contribute!

WWW.ijsser.org Copyright © 1JSSER 2023, All rights reserved Page 2389




