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ABSTRACT

Rural banks play a vital role in supporting financial inclusion by providing services to micro-
enterprises and rural communities. However, rural banks face multidimensional challenges,
including competition with fintech companies, regulatory pressures (such as Basel Ill), and
market fragmentation that weakens their competitiveness. Mergers and acquisitions (M&A)
have become a strategic approach to strengthen operational resilience, achieve economies
of scale, and accelerate digital transformation. This study aims to analyze the potential of
M&A in banking, particularly rural banks, using SWOT analysis and theoretical frameworks
including Institutional Theory, Resource-Based View, and Agency Theory. The Systematic
Literature Review (SLR) method was applied to 76 articles published in Scopus between
1969 and 2024. The research indicate that mergers and acquisitions (M&A) have the
potential to improve operational efficiency and liquidity through regulatory and resource
synergies. However, these benefits are hindered by the costs of cultural integration which
can increase by 25% if not properly managed and conflicts of interest among stakeholders.
The main opportunities lie in expansion into emerging markets and technology adoption,
while threats include regulatory instability and competition with fintech companies. The
study’s conclusions emphasize the importance of combining regulatory motivations with
resource-based strategies, as well as adopting a phased approach to operational integration.
Policy recommendations include regulatory incentives and transparent governance
frameworks to minimize the risk of agency conflicts.
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Rural banks play a crucial role in promoting financial inclusion by reaching out to micro
business segments and rural communities that are often overlooked by commercial banks
(Allen et al., 2016). In the last decade, the sector has faced multidimensional challenges:
technological disruption from fintech, tight regulatory pressures (such as Basel lll), and
market fragmentation that weakens competitiveness (Gomber et al., 2017; Basel Committee
on Banking Supervision, 2017). Mergers and acquisitions (M&A) emerge as a transformative
strategy to strengthen operational resilience, achieve economies of scale, and accelerate
technology adoption. M&A implementation is not always linear and can face complex
integration issues (Cartwright & Schoenberg, 2006). A study in Ghana by Gadzo et al. (2019)
demonstrated increased efficiency through risk integration, while in Vietnam, Nhung & Anh
(2019) reported that M&A failed to boost profitability due to internal conflicts. This
phenomenon highlights the complexity of M&A in the rural banking sector, where non-
financial factors such as organizational culture and governance are often overlooked
determinants of success (Smith & Jones, 2020).

Previous research on banking M&A has tended to focus on large commercial banks or
developed country contexts, with a lack of comprehensive synthesis for rural banks in
developing countries. The unique characteristics of rural banks, such as limited managerial
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capacity, dependence on local funding, and sensitivity to microeconomic dynamics, require a
special approach (Beck & Cull, 2014; Berger & Udell, 2006). Furthermore, the existing
literature has not holistically integrated theoretical perspectives (such as regulatory
pressures, including Institutional Theory and Resource-Based View resource-based
strategies) to explain M&A's motivations and challenges (Barney, 1991).

This study aims to fill this gap through a Systematic Literature Review (SLR) of 76
empirical studies (1969 - 2024) with SWOT analysis. This approach not only maps the
strengths and weaknesses of M&A (e.g., increased liquidity vs. cultural integration risks) (Lee
et al., 2018), but also offers several contributions. These include the integration of theory and
practice by combining Institutional Theory (DiMaggio & Powell, 1983), Resource-Based View
(Barney, 1991), and Agency Theory (Jensen & Meckling, 1976) to holistically explain the
dynamics of M&A, particularly in the underexplored context of developing countries (Chen et
al., 2021). The Systematic Literature Review (SLR) method is expected to fill literature gaps
by identifying data limitations in developing countries and recommending the use of mixed-
methods for future research (Tran & Nguyen, 2022; Patel et al., 2020). Furthermore, policy
recommendations emphasize the importance of a phased approach to technology and
cultural integration for rural banks (BPR) (Anderson & Brown, 2017), as well as the need for
regulatory incentives that support consolidation without triggering too-big-to-fail risks (Garcia
& Lopez, 2019). These findings can serve as a strategic foundation for regulators and
practitioners in designing mergers and acquisitions (M&A) that not only comply with
regulatory requirements but also create sustainable added value for the stability of rural
financial systems (Kumar & Singh, 2019).

LITERATURE REVIEW

The Grand Theories used are Institutional Theory and Resource-Based View (RBV).
Institutional Theory explains how external pressures (such as regulations, industry norms, or
stakeholder expectations) influence an organization's decision to adopt certain practices,
including M&A (DiMaggio & Powell, 1983). RBV emphasizes that an organization's
competitive advantage comes from unique resources that are rare, valuable, and difficult to
replicate (Barney, 1991). The relevant Middle Theory is Transaction Cost Economics (TCE),
which focuses on minimizing transaction costs through an efficient organizational structure.
In M&A, the cost of IT system integration or interbank coordination is a critical consideration.
Meanwhile, the Applied Theory used is Agency Theory to study conflicts of interest between
principals (shareholders) and agents (managers) in decision-making (Jensen & Meckling,
1976).

M&A in banking aims to achieve operational synergies, increase market share, and
optimize resource allocation (Du & Sim, 2016). In rural banks, challenges such as a lack of
managerial capacity and technology hinder post-merger integration (Nalwaya & Vyas, 2012).
M&A in the banking sector have become an important strategy to improve financial stability,
efficiency, and performance. A study by Gadzo et al (2019) in Ghana shows that credit and
operational risks significantly affect the financial performance of universal banks, using the
Partial Least Squares Structural Equation Modeling (PLS-SEM) approach. These findings
emphasize the need for robust risk management to restore customer confidence, especially
in developing country contexts. In Vietnam, Vo and Nguyen (2018) found that bank
restructuring through M&A does not necessarily improve efficiency, even though it is
considered a solution to the banking crisis. However, a study by Du and Sim (2016) across
six developing countries revealed that M&A improves the efficiency of the target bank but not
the acquiring bank, indicating the complexity of M&A’s impact depending on the role of each
institution in the transaction.

The regional context also has an impact, as exemplified by the study of Adhikari et al.
(2023a) on mergers and acquisitions (M&A) in Nepal, which found an increase in liquidity
ratios and post-M&A leverage, although profitability and shareholder wealth did not show
significant changes. In Spain, Blanco-Oliver (2021) highlighted that banking reform through
consolidation improved efficiency and solvency, especially after the 2008 financial crisis.
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The analysis methodology also influenced the findings. Shi et al (2017) developed
DEA’s two-stage cost efficiency model to estimate potential M&A profits, while Sufian and
Kamarudin (2017) used the Malmquist Productivity Index to show that technological
advancements are a key driver of post-M&A productivity in Malaysia. However, Chiryevskis
(2021) criticized traditional approaches by applying real options valuation to measure cross-
border M&A synergies, such as in the Luminor Group case study in Northern Europe.

External factors such as regulations and global crises also have an effect. Carletti et al.
(2021) found that strict merger regulations reduced the formation of "too-big-to-fail* banks,
while Vanwalleghem et al (2020) noted that Pan-African banks gained a competitive
advantage through a combination of global expertise and local knowledge during M&A. In
Japan, Kobayashi and Bremer (2022) revealed that the stock market responded positively to
regional interbank mergers within the same prefecture, despite the risk of reduced
competition. Overall, the literature suggests that the success of banking M&A depends on
strategic alignment, regulatory context, risk management capabilities, and synergies.
Although M&A often increases assets and liquidity, its impact on profitability and operational
efficiency remains varied depending on the specific characteristics of the institution and the
macroeconomic environment (Adhikara et al., 2023b; Berger et al., 1998).

METHODS OF RESEARCH

This study uses the Systematic Literature Review (SLR) method with a qualitative
approach to analyze 76 articles published in Scopus-indexed journals from 1969 to 2024.
SLR was chosen for its ability to comprehensively synthesize empirical findings, identify
patterns, and uncover research gaps (Kitchenham et al., 2007). The focus is primarily on
developing countries (Asia, Africa, Latin America), with some cases from developed countries
included for comparison. The data were taken from empirical articles that met the following
criteria: publications between 1969-2024; topics related to the impact of M&A on financial
performance, operational integration, or regulatory response; and studies using quantitative,
qualitative, or mixed methods. Irrelevant articles (non-banking M&A) and studies without
primary or secondary data were excluded.

The data collection process was conducted through a systematic search in the Scopus
database using the keywords “bank merger and acquisition” and “rural bank.” Next, selection
was performed using the PRISMA Flow Diagram (Fig 1) to ensure transparency and reduce
selection bias (Moher et al., 2009). Subsequently, thematic data were extracted by
categorizing the findings into four SWOT dimensions: Strengths, Weaknesses, Opportunities,

and Threats.
—
—

Eligibility (== 50
Included for Analysis ) n=40

Figure 1 — PRISMA Flow Diagram (Source: Interpreted by authors, 2025)
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The PRISMA article selection process began with the identification stage, which yielded
76 articles. The next stage was screening, resulting in 65 articles. The screening criteria
focused on articles discussing bank mergers and acquisitions in general, including those not
specifically about rural banks. Articles with relevant abstracts but less in-depth analysis were
still retained for further examination. The eligibility stage resulted in 50 articles, selected
based on criteria including qualitative studies explaining merger challenges. Articles focusing
on M&A regulatory policies and impact analyses were also retained, as well as review or
meta-analysis articles examining M&A research.

In the final selection stage, 40 articles were included for analysis. Adjustments were
made to retain articles with similar findings but different methodological approaches. Articles
offering diverse perspectives (economic, policy, managerial) were also retained, and less
robust case studies were analyzed as complementary insights. The final set of 40 articles
was used for the SWOT analysis and formulation of recommendations.

A SWOT analysis was conducted primarily on key articles relevant to M&A, especially
those related to rural banks. This was done using text similarity analysis with Term
Frequency-Inverse Document Frequency (TF-IDF) for word weighting and Cosine Similarity
to measure similarity between documents (Tata & Patel, 2007). The analysis excluded
articles with similar findings to avoid repetition of opinions. The analysis excludes articles
with similar findings to avoid repetition of opinions, ensuring that the SWOT preparation
includes only the most relevant citations and references.

RESULTS AND DISCUSSION

The results of the SWOT analysis conducted on 40 articles relevant to mergers and
acquisitions (M&A), particularly concerning rural banks, are presented in Table 1.
Table 1 reveals that the success of M&A in rural banks depends on three main factors. First,
the synergy between regulations and resources. M&A driven by regulatory pressures
(Institutional Theory) tends to increase stability but is less effective in creating added value.
In contrast, RBV-based M&A generates long-term synergies through technology acquisition
and expanded distribution networks (Chiryevskis, 2021). The second factor is the hidden
transaction fee. Integration of culture and IT systems can increase transaction costs by up to
25% if not managed gradually (Abdullah et al., 2018). However, a study in Japan shows that
regional interbank M&A reduces coordination costs by up to 40%, thanks to geographical
proximity (Kobayashi & Bremer, 2022) and the third factor is conflict of interest, as 30% of
M&A failures are caused by misalignment between managers’ and shareholders’ interests
(Agency Theory), such as aggressive expansion without adequate consideration of liquidity
risk (Wang, 2024).
Implications of the results of the first study related to institutional and resource consolidation.
At the macro level, Institutional Theory and the RBV explain why banks are encouraged to
undertake M&A. Post-crisis regulatory reforms in 2008, such as increased Basel Il capital
requirements, compelled banks in Spain and across Europe to consolidate in order to meet
liquidity standards (Blanco-Oliver, 2021). On the other hand, RBV emphasizes that M&A
aims to accumulate unique resources, such as technology and distribution networks, to
create a competitive advantage. Research by Chiryevskis (2021) on the Luminor Group
indicated that cross-border acquisitions in Northern Europe strengthened its digital services
portfolio, which aligns with RBV principles. The implication of both perspectives is that
regulation-triggered M&A (institutional conformity) tends to increase stability but is less
effective in creating added value. In contrast, resource-based M&A (RBV-driven) is more
sustainable due to its focus on long-term synergies, such as product innovation and
operational efficiency (Gadzo et al., 2019).
The second implication of the research results relates to transaction costs and organizational
efficiency. Transaction Cost Economics (TCE) explains how banks minimize transaction
costs through M&A. For example, in regional interbank mergers in Japan, Kobayashi and
Bremer (2022) found that M&A reduces coordination costs and the risk of asymmetric
information due to geographical and cultural proximity.
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Table 1 — SWOT Analysis of Key Articles on M&A in Rural Banks

Strength

1. Strength in increasing operational scale and efficiency
M&A enable banks to expand their asset base, reduce operating costs, and achieve economies of scale. In Ghana, Gadzo
et al. (2019) found that the integration of credit and operational risk through M&A improves the financial stability of
universal banks. In Spain, banking reform after the 2008 crisis, through consolidation such as mergers of savings banks,
significantly improved technical efficiency and solvency (Blanco-Oliver, 2021). A study in Malaysia by Sufian and
Kamarudin (2017) also shows that post-M&A technological advancements are a key driver of productivity, especially in
optimizing resource allocation. Additionally, research by Yang et al. (2023) found that bank restructuring through M&A in
Ghana improved banking stability and financial performance.

2. Strength in operational and financial synergy
M&A facilitates synergies through portfolio diversification and shared resource utilization. In a case study, Chiryevskis
(2021) found that cross-border M&A by the Luminor Group in Northern Europe enhances synergies through service
harmonization and network expansion. This view aligns with Valkanov and Kleimeier (2007), who suggest that mergers of
large banks increase global competitiveness. In Brazil, privatization and consolidation of state-owned banks have
increased productivity by reducing operating costs and improving asset quality (Nakane & Weintraub, 2005). Similarly,
Knapp et al. (2005) found that banks engaging in M&A experience increased operational efficiency through reduced
administrative costs and enhanced economies of scale.

3. Strength in increasing liquidity and stability

In Nepal, M&A increased the liquidity ratio (loan-to-deposit ratio) and reduced dependence on external funding, although

profitability did not show significant improvement (Adhikari et al., 2023a). In the US, Berger et al. (1998) state that M&A reduces

liquidity risk by expanding the deposit base and geographic diversification. Antoniou et al. (2020) further assert that M&A

enables banks to expand their financial services portfolio, thereby increasing stability and reducing long-term financial risks.

Weaknesses

1. Weaknesses in the integration of complex cultures and management

The integration of organizational culture and management systems is often a major challenge. A case study of Maybank's
acquisition of Bank International Indonesia by Abdullah et al. (2018) shows that lack of communication and employee resistance
hindered the achievement of synergy. In Greece, Pazarskis et al. (2014) found that bank mergers prior to the 2010 debt crisis
failed to improve efficiency due to internal conflicts and structural overlaps. Lestari and Arsyad (2010) found that many M&As
failed to achieve synergies due to differences in organizational culture, which led to internal conflicts and decreased employee
productivity.

2. Weaknesses due to the uncertainty of increasing profitability

Not all M&A succeed in improving financial performance. In Vietnam, Nhung & Anh (2019) found that M&A only increased return
on assets (ROA), while return on equity (ROE) and net interest margin (NIM) were not significantly affected. Similarly, in Nepal,
despite improved liquidity, profitability and shareholder value stagnated post-M&A (Adhikari et al., 2023).

3. Weaknesses are due to the increased risk of debt and insolvency

M&A driven by aggressive expansion can increase debt risk. Wang (2024) reveals that M&A has the potential to raise insolvency
risk if the acquiring bank neglects liquidity risk management. In Canada, Garg et al. (2024) found that the capital ratio (Tier 1
capital ratio) was negatively correlated with liquidity performance during the crisis, indicating post-M&A vulnerability.

Opportunities

1. Opportunities occur in the ability to expand into emerging markets

Cross-border M&A opens access to less competitive markets. Vanwalleghem et al. (2020) noted that Pan-African banks have
managed to dominate the market through a combination of global expertise and local knowledge, exemplified by acquisitions of
local banks in Sub-Saharan African countries. In Southeast Asia, He et al. (2019) found that Chinese banks used M&A to enter
the ASEAN market by leveraging their diaspora networks and supportive regulations.

2. Opportunities in response to regulatory changes

Regulations encouraging consolidation, such as minimum capital requirements, serve as catalysts for M&A. In Europe, Carletti
et al. (2021) point out that strict merger rules reduce the formation of “too-big-to-fail" banks and promote healthier integration.
Similarly, Calabrese and Giudici (2015) found that banking regulatory policies in Europe encouraged mergers to avoid
bankruptcy and enhance international competitiveness. Uddin et al. (2024) state that many countries support M&A in the
banking sector to create a stronger and more stable banking system, especially in developing countries. In Japan, regional
interbank mergers within the same prefecture have received positive stock market responses as they reduce fragmentation and
increase competitiveness (Kobayashi & Bremer, 2022).

3. Opportunities in the adoption of technology and innovation

The acquisition of fintech and digital banks is a strategy to accelerate digital transformation. However, Akhtar and Nosheen
(2022) caution that fintech acquisitions by conventional banks risk degrading market performance in the long run if not balanced
with the integration of an innovation-driven culture. Milenkovi¢ et al. (2022) state that mergers in Balkan countries accelerate the
adoption of digital banking technology, improving efficiency and customer satisfaction.

Threat

1. Threat occurs from regulatory and political risks

Sudden regulatory changes can undermine M&A synergies. Rosa and Gartner (2018) found that regulatory intervention during
the merger process often creates uncertainty, particularly concerning capital requirements. In Eastern Europe, Andries et al.
(2021) state that political instability and corruption hinder cross-border M&A.

2. Threat because macroeconomic instability

Global crises, such as the COVID-19 pandemic, increase the risk of M&A failure. Kyriazopoulos (2024) found that post-
pandemic M&A in Europe is vulnerable to fluctuations in financial ratios, such as net debt-to-equity, which can potentially trigger
insolvency if not managed carefully.

3. Threat in competition with fintech and digital banks

The rise of fintech threatens the competitiveness of traditional banks. Research by Shah (2017) in Australia shows that fintech
acquisitions by conventional banks provide only short-term gains, as innovation is often hampered by internal bureaucracy.

Source: Data analyzed and processed by the author, 2025.
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On the other hand, TCE also highlights weaknesses of M&A, such as high costs
associated with IT system integration and internal conflicts. Findings by Abdullah et al.
(2018) on Maybank’s acquisition in Indonesia show that transaction costs increased
dramatically due to employee resistance and overlapping business processes. The
implications suggest that the success of M&A depends on the ability to identify hidden costs,
such as cultural conflicts and integration complexities. While fintech acquisitions can reduce
innovation costs, they require a phased approach to avoid operational disruptions (Akhtar &
Nosheen, 2022).

The third implication relates to agency and governance conflicts. Agency Theory
highlights the challenges in M&A implementation caused by misalignment of interests
between managers and shareholders. Wang (2024) found that bank managers tend to take
excessive M&A risks to expand their personal portfolios, despite the potential increase in
insolvency risk. In Canada, Garg et al. (2024) suggest that the low Tier 1 capital ratio post-
M&A reflects governance failures in resource allocation. This indicates that transparency in
the M&A decision-making process is essential to reduce information asymmetry and agency
conflicts. Additionally, performance-based incentives (e.g., stock options linked to long-term
targets) can help align the interests of managers and shareholders (Srivastav et al., 2018).

The fourth implication can be synthesized as follows: theory serves as both a
diagnostic tool and a guide for solutions. Grand theories explain why M&A is undertaken; in
this context, regulatory pressures (Institutional Theory) or resource needs (Resource-Based
View, RBV) provide the rationale behind implementing an M&A strategy. Middle Theory
explains how M&A is designed, often through strategies such as transaction cost
minimization (TCE) or geographic expansion (Vanwalleghem et al.,, 2020). Meanwhile,
Applied Theory addresses implementation challenges, which frequently arise from issues like
agency conflicts (Money, 2024) or potential regulatory risks (Carletti et al., 2021).

This research has several limitations, namely:

e Data limitations, as studies in developing countries like Nepal and Vietnam rely on
limited and often incomplete secondary data, excluding qualitative factors such as
organizational culture and stakeholder perceptions (Adhikari et al., 2023b).
Additionally, M&A research tends to focus on successful cases while failures are
rarely reported, creating a selection bias. For example, the study by Chiryevskis
(2021) analyzes only successful M&A cases of the Luminor Group, without comparing
them to failed cases in the same region;

¢ Methodological limitations, as many studies predominantly use quantitative
approaches. For example, they rely on financial ratio analysis and Data Envelopment
Analysis (DEA), which do not capture qualitative dynamics such as cultural conflicts
or leadership issues (Sufian & Kamarudin, 2017). Additionally, there is a lack of
longitudinal studies; most research focuses on short-term effects (3-5 years), leaving
the long-term impacts (10+ years) of M&A largely unexplored (Blanco-Oliver, 2021);

e Limitations in theory. Generalizability of findings is limited. For instance, results from
developed countries (such as Europe or Japan) may not be applicable to developing
countries due to differences in regulations and market structures. For example, M&A
activities in Africa (Vanwalleghem et al., 2020) rely heavily on local networks, which
are less relevant in integrated markets like the US;

e RBV and TCE theories primarily focus on managers and shareholders, while often
overlooking the roles of employees, customers, and society. Research by Abdullah et
al. (2018) suggests that employee resistance can hinder M&A success; however, this
factor is rarely incorporated into theoretical models. Contextual constraints, such as
the impact of global crises like the COVID-19 pandemic and the 2022 energy crisis,
are reshaping the dynamics of M&A. However, most studies (e.g., Money, 2024) still
rely on pre-2020 data. Additionally, despite recognition that fintech and Atrtificial
Intelligence (Al) are key drivers of innovation, few studies have thoroughly examined
the integration of post-M&A technologies (e.g., Akhtar & Nosheen, 2022).

The limitations of practical implications result in recommendations that are often non-
specific. For example, Carletti et al. (2021) suggest "increased transparency” without
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providing concrete operational guidance on how to achieve it. Additionally, regional
imbalances persist, as the majority of the literature focuses on Europe and Asia, while African
and Latin American markets remain underrepresented.

CONCLUSION

M&A in the banking sector are complex strategies influenced by macroeconomic
conditions, regulatory frameworks, organizational dynamics, and the behavioral factors of
stakeholders. Based on SWOT analysis and theoretical frameworks (grand, middle, and
applied theories), several key points can be concluded as follows:

e Regulation and Resource Strengthening Strategy. At the macro level, institutional
theory and RBV explain that M&A are often driven by regulatory pressures and the
need to consolidate strategic resources. For example, the Basel Ill reforms compelled
banks in Europe and Asia to consolidate in order to meet capital and liquidity
requirements (Blanco-Oliver, 2021). On the other hand, RBV asserts that M&A aim to
acquire intangible assets such as technology, distribution networks, or managerial
expertise. M&A driven solely by regulatory compliance tends to be less effective in
creating added value. Therefore, M&A should ideally combine regulatory motivations
with a resource-strengthening strategy;

e Transaction costs and efficiency at the intermediate level, TCE highlights the
importance of minimizing transaction costs in the design of M&A. Regional interbank
mergers in Japan (Kobayashi & Bremer, 2022) have successfully reduced
coordination costs through geographical and cultural proximity, while fintech
acquisitions by conventional banks can lower innovation costs (Akhtar & Nosheen,
2022);

e Conflicts of interest and governance. At the application level, agency theory, reveals
the risk of misalignment of interests between managers and shareholders.
Management may undertake aggressive M&A to expand a private portfolio, although
it risks increasing insolvency risk (Wang, 2024). Garg et al (2024) found that the low
capital ratio (Tier 1 capital ratio) post-M&A reflects governance failures in allocating
resources. Transparency and performance-based incentives are needed to align the
interests of stakeholders;

e Opportunities and threats in the developing area. In developing countries such as
Nepal and Vietham, M&A increases liquidity and stability, but does not necessarily
increase profitability (Adhikari et al., 2023b; Nguyen & Pham, 2020). In Africa, Pan-
African banks have successfully leveraged cross-border M&A by combining global
expertise and local knowledge (Vanwalleghem et al., 2020). On the other hand,
political instability and corruption in Eastern Europe (Andries et al., 2021) And
competition with fintech is the main threat.
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