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Abstract: In the present era of global economy, Mergers and Acquisitions have become the 

most widely used business strategy of corporate restructuring and strengthening to achieve 

greater market share, long term profitability, entering new markets, capitalising on 

economies of scale etc. The present paper evaluates the effects of merger and acquisitions 

on the financial performance of the selected banks in India. Pre and post merger comparison 

is conducted on selected variables to analyse the effectiveness of mergers and acquisitions 

on the banks. Two cases of merger and acquisitions have been taken randomly as sample for 

the study, first the merger of ICICI bank and The Bank of Rajasthan, and second the merger 

of HDFC bank and Centurion Bank of Punjab. The results of the study indicate that there is a 

positive impact of mergers and acquisitions on the financial performance of the selected 

banks.   
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INTRODUCTION 

Growth is the norm in the present times of cut throat competition. A firm can achieve 

growth either internally by expanding its operations, establishing new units or externally 

through mergers and acquisitions (M&As), takeover, amalgamations, joint venture etc. With 

the level of competition getting intense day by day, Mergers and Acquisitions have emerged 

as the most preferred long term strategy of corporate restructuring and strengthening in 

the present globalised world. The main rationale behind the Mergers and Acquisitions is to 

create synergy that is one plus one is more than two. 

Banking sector plays a crucial role in the economic growth and development of a nation. 

Globalisation, deregulation of economies coupled with technological development has 

changed the banking landscape dramatically. With the fast changing environment, the 

banking sector is resorting to the process of consolidation, corporate restructuring and 

strengthening to remain efficient and viable. For this, Mergers and Acquisitions have 

become the preferred strategy for growth in the size of banks which in turn play a significant 

role in entering the global financial market. Besides Mergers and Acquisitions are widely 

used for achieving higher market share, overall productivity and profitability, expanding 

branch networks, strengthen their capital base, cost rationalisation, economies of scale and 

manpower efficiency. 

Mergers and Acquisitions in Indian banking sector have been initiated in response to the 

various economic reforms introduced by the government of India since 1991, in its move 

towards liberalisation, privatisation and globalisation. On the recommendation of 

Narshimam Committe I (1991), Narshimam committee II (1997) and Verma Committee 

(1999) policy makers cautiously introduced various reforms in the Indian Banking Sector. 

The main objective of these reforms was to improve the efficiency of the Indian banks and 

to promote a diversified and competitive financial system. 

As the economies grow the banks have to grow in order to provide credit.  SBI chairman 

Arundhati Bhattacharya (2014) recently highlighted “As the economy of India will grow, 

India will need bigger banks. Now, to build bigger banks organically is very difficult. So to do 

it in an inorganic way by clubbing some of the banks will probably be the best route.” When 

compared with global rivals, India’s banks are still very small. SBI, the country’s largest bank 

is ranked 16th while Bank of Baroda is at 32 in Asia. Therefore Mergers and Acquisitions are 
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being looked as a strategy for creating large banks with a pan-India presence. For this very 

reason the finance ministry is also presently examining various options to merge the 

country’s biggest state run banks to create much stronger financial institutions.  

The waves of mergers and acquisition started in United States and Europe and had then 

spread to other countries around the world. Most of the studies on banks M&A have 

focused on the United States and Europe. With this perspective the present study aims to 

examine the post merger financial performance in Indian Banking Sector to assess the 

success of merger. 

LITERATURE REVIEW 

Under this study an extensive review of literature has been carried out for the purpose of 

providing an insight into the work related to Mergers and Acquisitions. Several studies have 

been conducted to examine the impact of M & A on different aspects of the banking sector. 

Further many studies have also highlighted the various motives behind such a strategic 

move. 

Khan Azeem Ahmad (2011) evaluated the performance of banks after merger in terms of 

Gross Profit Margin, net profit margin, operating profit margin, return on capital employed, 

debt equity ratio and return on equity. Pre merger performance was compared with post 

merger performance of selected banks. The results of the study suggested that after the 

merger the efficiency and performance of banks has improved. 

Badreldin Ahmed and Kalhoefer Christian (2009) in their study measured the performance 

of Egyptian banks, by calculating their return on equity using the basic ROE scheme that had 

undergone mergers and acquisitions during the period 2002-2007. The findings of the paper 

suggest that bank M&A in Egypt has not shown significant improvement in performance and 

ROE. Further it was concluded that M&A doesn’t have a clear effect on the profitability of 

banks in the Egyptian banking sector. Only minor positive effects on the credit risk position 

were found. Their findings further suggest that the process of financial consolidation and 

banking reforms in Egypt have not completely achieved their desired results in improving 

the bank’s profitability and economic restructure. 

Ramon, A.A., Onaolapo and Ajala, O. Ayorinde (2012) examined the effects of merger and 

acquisition on the performance of selected commercial banks in Nigeria. Gross earnings, 

profit after tax and deposit profile was chosen as financial efficiency parameters for the 
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purpose of study. The findings indicated an enhanced financial performance leading to 

improved financial efficiency. The study recommended that the banks should be more 

aggressive in marketing financial products; also manpower training and re-training, 

investment in Information Technology should be emphasized. 

Bhan Akhil (2009) in his paper gives an insight into the motives and benefits of the mergers 

in Indian banking industry. The study examined eight merger deals of the Indian banks 

during the period 1999 to 2006. The results of the study indicated that mergers have been 

efficient for the merging banks and they have created a value for the acquiring banks. 

Further it was concluded that in the Indian Banking context the effect of mergers is not seen 

over a short period of time but over a considerable period of time.  

Dewan Astha (2007) evaluated the post merger financial performance of the acquirer 

companies in India. For the analysis the merger cases for the year 2003 have been taken. 

The analysis revealed significant difference between the financial performance of the 

companies before and after the merger. The findings further pointed out that different 

result were obtained for merger samples in different industry sectors, in terms of the impact 

on operating performance. Thus, the type of industry does seem to make a difference to the 

acquiring firms’ post-merger operating performance. 

Devarajappa S (2012) in their research explored various motives of merger in the Indian 

banking sector. It further compared pre and post merger financial performance of merged 

banks by using various financial parameters. The result suggested that post merger, the 

financial performance of the banks have improved, particularly, the return on equity, debt-

equity ratio and Gross Profit margin have shown significant improvement after the merger. 

Gupta Himani (2013) analyzed the impact of mergers and acquisition on financial efficiency 

of banks in India by comparing selected pre and post merger indices. Gross earnings, profits 

after tax and net assets of the selected banks were taken as indices for comparison. Three 

mergers of Indian Banks were taken as sample for the study.   

Saluja Rajni, Sharma Sheetal, Dr. Lal Roshan (2012) evaluated the impact of merger on the 

financial performance of HDFC Bank by using CAMEL Model. The study concluded that 

financial performance of HDFC Bank improved in post merger period in almost all 

parameters of CAMEL Model that is capital adequacy, asset quality, management capability, 

earning quality and liquidity.  
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Mehta Jay, Kakani Ram Kumar (2006) probed into various motivations behind mergers and 

acquisitions in the Indian Banking sector. The paper also looked at the international mergers 

and acquisition scenario and compared it with the Indian scene. 

Sharma M.C. and Rai Mahima (2012) in their study identified the objectives of mergers and 

acquisition in the Indian Banking sector. Further they analyzed the financial performance of 

the merged banks through the model of EVA. The study concluded that there was positive 

effect of mergers although it takes some time to show. 

In literature, number of studies that have been conducted to assess the impact of mergers 

and acquisitions on the bank’s performance can be classified as ex-ante studies and ex-post 

studies. An Ex-ante study seeks to assess the effect of merger on bank’s performance by 

analyzing the reaction of stock market to merger announcement. Ex-ante studies are also 

called event studies. On the other hand, Ex-post study assesses the effect of mergers and 

acquisition on the performance of banks by comparing their pre and post merger financial 

performance. Although there is a plethora of literature on mergers and acquisition in 

developed economies like US and UK but there is a dearth of literature in developing 

economies like India and other Asian countries. The review of literature suggests that there 

is mixed empirical evidence as to the effect of M & As on the performance of banks. 

OBJECTIVE OF THE STUDY 

The objective of the paper is to evaluate the effects of merger and acquisitions on the 

financial performance of the selected banks in India. Pre and post merger comparison is 

conducted on selected variables to analyse the effectiveness of mergers and acquisitions on 

the banks. Further, the study attempts to predict the future of the ongoing Merger and 

Acquisitions on the basis of its impact on the financial performance of the participating 

companies. 

RESEARCH HYPOTHESIS 

The following null and alternate hypotheses have been formulated to test the objectives of 

the study: 

Ho: There is no significant difference between pre-merger and post-merger financial 

performance of the banks. 

H1: There is a significant difference between pre-merger and post-merger financial 

performance of the banks.  
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RESEARCH METHODOLOGY 

Secondary data has been used for the purpose of study. The financial and accounting data 

has been collected from the bank’s published annual reports to examine the impact of 

mergers and acquisitions on the performance of banks selected as sample. Also the data has 

been collected from the websites of Bombay Stock Exchange, National Stock Exchange and 

moneycontrol.com for the purpose of study. 

For this paper ex-post methodology is used to analyse the impact of mergers on banks. The 

researcher has taken two cases of merger and acquisitions randomly as sample for the 

study, first the merger of ICICI bank and Bank of Rajasthan, and second the merger of HDFC 

bank and Centurion Bank of Punjab. To test the research hypothesis, methodology of 

comparing the pre and post-merger performance of banks has been adopted by using 

various financial ratios. The pre-merger and post-merger averages of financial ratios has 

been computed for 3 years prior to and 3 years after the year of completion of merger. Then 

these pre-merger and post merger averages are compared and tested for differences, using 

‘t’ test at 5% significance level. The year of merger is considered as the base year and it is 

excluded for the purpose of analysis. 

ANALYSIS AND INTERPRETATION 

For the purpose of study two cases were taken, first the merger of the ICICI Bank and the 

Bank of Rajasthan in August, 2010 second the merger of the CBOP and the HDFC bank in 

May, 2008. The financial performance of the selected banks’ pre and post merger is 

analysed by calculating various financial and accounting ratios grouped under three heads 

namely, profitability ratios, performance indicator and efficiency indicator. Net profit 

margin, Return on assets, Net interest margin, Return on capital employed, Return on 

Equity, Capital adequacy ratio, Credit deposit ratio, CASA and cost to income are calculated 

for the selected banks to assess the impact of merger on their financial performance. Table 

1 indicates the profile of ICICI Bank and Bank of Rajasthan before merger. Table 2 depicts 

the post merger financial performance of ICICI bank. Table 3 shows mean and standard 

deviation of pre-merger and post merger ratios of combined i.e. The Bank of Rajasthan and 

ICICI bank and the acquiring bank i.e. ICICI bank.  
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Table 1: Profile of financial ratios of The Bank of Rajasthan and ICICI Bank for three 

financial years prior to merger (in percentages) 

Ratios 
Bank of Rajasthan ICICI Bank 

As on 
31/3/2008 

As on 
31/3/2009 

As on 
31/3/2010 

As on 
31/3/2008 

As on 
31/3/2009 

As on 
31/3/2010 

Profitability ratios             

Net Profit Margin 9.75 7.81 -6.85 10.51 9.74 12.17 

Return on Assets 0.91 0.74 -0.58 1.12 0.98 1.13 

 Net Interest Margin 2.08 2.29 2.04 2.20 2.40 2.50 

Performance indicator             

Total Income/Capital 
Employed 8.60 9.35 8.83 10.62 9.90 8.90 

Return on Equity 16.62 11.86 -10.31 11.75 7.83 7.96 

CAR(Capital Adequacy 
Ratio) 11.87 11.50 7.52 13.97 15.53 19.41 

Efficiency indicator             

Credit Deposit Ratio 54.36 51.92 56.36 72.76 76.42 61.16 

CASA% 29.59 27.41 32.79 26.10 28.70 41.70 

Cost to Income 61.14 61.92 106 50 43.40 37 

Source: Annual Reports of banks, http://www.moneycontrol.com 

Table 2: Profile of financial ratios of The ICICI Bank for three financial years post merger (in 

percentages) 

Ratios 
ICICI Bank 

As on 
31/3/2012 

As on 
31/3/20013 

As on 
31/3/2014 

Profitability ratios       

Net Profit Margin 15.75 17.19 17.96 

Return on Assets 1.50 1.66 1.76 

 Net Interest Margin 2.73 3.11 3.33 

Performance indicator       

Total Income/Capital 
Employed 9.17 9.44 9.65 

Return on Equity 11.20 13.10 14.02 

CAR(Capital Adequacy Ratio) 18.52 18.74 19.08 

Efficiency indicator       

Credit Deposit Ratio 64.12 66.27 69.60 

CASA% 43.50 41.90 42.90 

Cost to Income 42.91 40.50 38.20 

       Source: Annual Reports of banks, http://www.moneycontrol.com 
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Table 3: Mean and Standard Deviation of Pre-merger and Post-merger Ratios of combined 

(The Bank of Rajasthan & ICICI Bank) and Acquiring Bank (ICICI Bank) 

  

Mean 
Std. 

Deviation 
t-value 

t-test 
result(.05 sig 

level) 

Profitability ratios 
    

  

Net Profit Margin 
Pre 6.98 3.45 

4.828 S Post 16.94 0.92 

Return on Assets 
Pre 0.75 0.32 

4.546 S Post 1.64 0.11 

Net Interest Margin 
Pre 2.25 0.08 

5.263 S Post 3.05 0.25 

Performance indicator 
    

  

Total Income/Capital Employed 
Pre 9.36 0.35 

0.248 NS Post 9.42 0.2 

Return on Equity 
Pre 7.25 6.65 

1.402 NS Post 12.72 1.18 

CAR(Capital Adequacy Ratio) 
Pre 13.24 0.24 

28.680 S Post 18.78 0.23 

Efficiency indicator           

Credit Deposit Ratio 
Pre 61.90 2.25 

2.568 NS Post 66.63 2.25 

CASA% 
Pre 30.95 4.35 

4.647 S Post 42.76 0.66 

Cost to Income 
Pre 58.47 6.75 

-4.435 S Post 40.49 1.92 

S stands for significant values, NS stands for non significant values 

Source: Researcher’s compilation based on tables 1 & 2 

In the first case of the merger between the Bank of Rajasthan and the ICICI Bank, the 

financial performance pre and post merger has been compared on the basis of key ratios. It 

has been found that the mean value of the net Profit margin has increased from 6.98% to 

16.94% post merger with t-value 4.828 which is statistically significant at 5% significance 

level as the critical t-value is 2.776. The mean value of return on assets has significantly 

increased from 0.75% to 1.64% during post merger period as compared to pre-merger 

period with t-value of 4.546. 

 Net interest margin has also shown significant increase in the post merger period with 

mean value increasing from 2.25% to 3.05% and t-value 5.263. The increase in all these 

three ratios signifies that the profitability of the bank has significantly improved post 
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merger. Consequently H1 (Alternate Hypotheses) is accepted which leads us to conclude that 

there are significant differences between pre and post merger performance in terms of  net 

profit margin, Return on assets and net interest margin.  

As of the performance indicators, the mean values of total income/capital employed and 

return on equity has increased but they are statistically not significant with t-values of 0.248 

and 1.402 respectively. Therefore, Ho (null hypotheses) is accepted which leads us to infer 

that there is no significant difference between pre and post merger total income/capital 

employed and return on equity ratio. Capital Adequacy ratio has shown favourable change 

after merger, with mean value increasing from 13.24% to 18.78% and t value 28.68 which is 

statistically significant. So, H0 (null hypotheses) is rejected leading to the acceptance of H1 

(alternate hypotheses). Higher Capital Adequacy Ratio is one of the most important 

indicator of soundness, solvency and growth potential of the banks.  

In efficiency indicator though the credit deposit ratio has improved from 61.90% to 66.63% 

with t value 2.568 but the increase is not statistically significant indicating there is no 

significant difference between pre and post merger performance in terms of credit  deposit 

ratio leading to the acceptance of Ho (null hypotheses). The performance of bank has also 

improved in terms of CASA from mean value of 30.95% before merger to 42.76% post 

merger with t value 4.647 which is statistically significant and consequently Ho (null 

hypotheses) is rejected and H1 (alternate hypotheses) is accepted at 5% level of significance. 

The increase in CASA signifies a significant enhanced stable low cost deposit base. The pre 

and post merger average of cost to income ratios have decreased from 58.47% to 40.49%. 

The change is significant with t value -4.435, resulting in the rejection of H0 (null 

hypotheses). The significant decrease in this ratio highlights that post merger the banks’ 

costs are falling as compared to income, hence indicating that after merger the bank is 

being run more efficiently leading to increased profitability. The aforesaid analysis indicates 

that as the majority of financial parameters have significantly improved after the merger, so 

it can be inferred that the merger strategy has been beneficial for Bank of Rajasthan and 

ICICI Bank. 

For the second case, Table 4 depicts the profile of HDFC Bank and Centurion Bank of Punjab 

before the merger and Table 5 indicates the financial performance of HDFC Bank post 
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merger. Table 6 shows mean and standard deviation of pre-merger and post merger ratios 

of combined i.e. Centurion Bank of Punjab and the acquiring bank i.e. HDFC bank.  

Table 4: Profile of financial ratios of HDFC Bank and Centurion Bank of Punjab for three 

financial years prior to merger (in percentages) 

Ratios 

HDFC BANK CENTURION BANK OF PUNJAB 

As on 
31/3/2005 

As on 
31/3/2006 

As on 
31/3/2007 

As on 
31/3/2005 

As on 
31/3/2006 

As on 
31/3/2007 

Profitability ratios             

Net Profit Margin 17.77 15.55 13.57 7.21 10.99 7.10 

Return on Assets 1.47 1.38 1.33 0.62 1.11 0.81 

 Net Interest Margin 3.90 4.00 4.30 5.10 4.80 4.60 

Performance indicator             

Total Income/Capital 
Employed 7.99 8.96 10.21 9.07 9.84 9.25 

Return on Equity 18.45 17.74 19.46 9.47 3.65 10.60 

CAR(Capital Adequacy 
Ratio) 12.16 11.41 13.08 21.42 12.52 11.05 

Efficiency indicator             

Credit Deposit Ratio 70.33 62.84 68.74 62.14 69.51 75.49 

CASA% 60.65 55.40 57.70 29.00 38.73 30.62 

Cost to Income 44.70 48.30 48.60 87.60 77.20 72.39 

 Source: Annual Reports of banks, http://www.moneycontrol.com 

Table 5: Profile of financial ratios of The HDFC Bank for three financial years post merger 

(in percentages) 

Ratios 

HDFC BANK 

As on 
31/3/2010 

As on 
31/3/2011 

As on 
31/3/2012 

Profitability ratios       

Net Profit Margin 14.76 16.18 15.88 

Return on Assets 1.53 1.58 1.77 

 Net Interest Margin 4.30 4.30 4.20 

Performance indicator       

Total Income/Capital Employed 9.85 9.71 10.57 

Return on Equity 16.31 16.75 18.69 

CAR(Capital Adequacy Ratio) 17.44 16.22 16.52 

Efficiency indicator       

Credit Deposit Ratio 75.17 76.70 79.20 

CASA% 52.00 51.00 48.40 

Cost to Income 49.40 47.90 48.40 

 Source: Annual Reports of banks, http://www.moneycontrol.com 
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Table 6: Mean and Standard Deviation of Pre-merger and Post-merger Ratios of combined 

(HDFC Bank and Centurion Bank of Punjab) and Acquiring Bank (HDFC Bank) 

  
Mean 

Std. 
Deviation 

t-value 
t-test 

result(.05 
sig level) 

Profitability ratios 
    

  

Net Profit Margin 
Pre 11.96 1.24 

4.551 S Post 15.59 0.61 

Return on Assets 
Pre 1.12 0.09 

6.383 S Post 1.62 0.10 

Net Interest Margin 
Pre 4.45 0.04 

-5.120 S Post 4.27 0.05 

Performance indicator 
    

  

Total Income/Capital Employed 
Pre 9.22 0.51 

2.240 NS Post 10.04 0.38 

Return on Equity 
Pre 13.08 1.91 

3.305 S Post 17.22 1.03 

CAR(Capital Adequacy Ratio) 
Pre 13.55 2.21 

2.418 NS Post 16.72 0.52 

Efficiency indicator           

Credit Deposit Ratio 
Pre 68.11 2.79 

4.745 S Post 77.01 1.66 

CASA% 
Pre 44.76 1.47 

4.665 S Post 50.44 1.52 

Cost to Income 
Pre 62.30 1.93 

-11.751 S Post 48.56 0.62 

 S stands for significant values, NS stands for non significant values 

 Source: Researcher’s compilation based on tables 4 & 5 

Table 6 indicates that Net Profit Margin (mean value 11.96 vs 15.59, t value 4.551) and 

Return on Assets (mean value 1.12 vs 1.62, t value 6.383) have shown significant 

improvement during post merger period depicting that favourable changes have taken place 

in the banks’ profitability. Consequently, Ho (null hypotheses) is rejected and H1 (alternate 

hypotheses) is accepted at 5% significance level. But as far as Net Interest Margin is 

concerned the mean values have significantly declined from 4.45 to 4.27 with t value -5.120 

which indicates the negative impact of merger. 

In the performance indicator, the mean values of both total income/capital employed 

(9.22% vs 10.04%) and capital adequacy ratio (13.55% vs 16.72%) has increased but they are 

statistically not significant with t-values of 2.240 and 2.418 respectively. Therefore, Ho (null 

hypotheses) is accepted which leads us to infer that there is no significant difference 
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between pre and post merger total income/capital employed and capital adequacy ratio. On 

the other hand, return on equity has shown significant improvement after merger, with 

mean value increasing from 13.08% to 17.22% and t value 3.305 which is statistically 

significant. So, H0 (null hypotheses) is rejected leading to the acceptance of H1 (alternate 

hypotheses). 

As of the efficiency indicator, the credit deposit ratio has significantly increased from 

68.11% to 77.01% with t value 4.745 indicating there is significant difference between pre 

and post merger performance in terms of credit  deposit ratio leading to the acceptance of 

H1 (alternate hypotheses). The performance of bank has also significantly improved in terms 

of CASA from mean value of 44.76% before merger to 50.44% post merger with t value 

4.665 which is statistically significant and consequently Ho (null hypotheses) is rejected and 

H1 (alternate hypotheses) is accepted at 5% level of significance. Cost to income ratio has 

declined from 62.30% to 48.56%. The change is significant with t value -11.751, resulting in 

the rejection of H0 (null hypotheses) and acceptance of H1 (alternate hypotheses) indicating 

the positive impact of merger. The above finding suggests that in the second case of merger 

of Centurion Bank of Punjab and HDFC Bank, consolidation through merger has a positive 

impact on the financial performance of banks. 

CONCLUSION 

Mergers and acquisitions are one of the most widely used corporate strategies followed by 

organizations looking for enhanced value creation. The present study attempted to analyze 

the impact of mergers and acquisitions on the financial performance of selected banks in 

India. The result indicates that in the first case of merger between Bank of Rajasthan and 

ICICI Bank the performance of banks has significantly improved in terms of net profit 

margin, return on assets, net interest margin, capital adequacy ratio, CASA and cost to 

income but no significant change has been seen in total income/capital employed, return on 

equity and credit deposit ratio in post merger period. 

In the second case of merger between Centurion Bank of Punjab and HDFC Bank the 

analyses shows that net profit margin, return on assets, return on equity, credit deposit 

ratio, CASA, cost to income have shown significant improvement but no change has been 

seen in total income/capital employed and capital adequacy ratio while net interest margin 

shows negative change in post merger period. 



 International Journal of Advanced Research in  ISSN: 2278-6236 
 Management and Social Sciences  Impact Factor: 4.400 
 

Vol. 4 | No. 3 | March 2015 www.garph.co.uk IJARMSS | 106 

The results reveal that post merger most of the financial parameters have shown significant 

improvement in both the cases while some parameters have not shown any significant 

improvement but it may be possible that there is improvement in these ratios in later years 

as only three years financial ratios are compared. While dealing with mergers and 

acquisitions, synergy gains are created in the long run resulting in the improvement in the 

efficiency and performance of banks. Therefore, it can be concluded that there is a positive 

impact of mergers and acquisitions on the financial performance of the banks.   
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