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of the banks. The necessary information is

This paper takes a looks at Mergers and

with

the

advantages

and

disadvantages of the banks and the workers
gathered from a secondary source.

Acquisitions (M&A's) that have occurred in
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the Indian financial segment to comprehend

Analysis, Banking Sector

the subsequent cooperative synergies and
the long-term implications of the merger.

1. Introduction

The paper likewise investigates rising

Mergers

patterns and suggests steps that banks

transactions in which the responsibility of

ought to consider for the future. The paper

different business associations or their

audits the patterns in M&A's in Indian

working units are moved or combined with

banking, and afterward, the effect of M&A's

different entities. As a part of vital

has been considered. The examination

administration, M&A can permit endeavors

covers the zone of execution assessment of

to develop or cut back and change the idea

M&A's in Indian financial area during the

of their business or serious position.

and

acquisitions

(M&A)

are

period. The paper analyzes pre and postmerger monetary with the assistance of
budgetary parameters. The discoveries
propose that somewhat M&A's has been
fruitful in Indian financial segment. The
Government and Policy 'makers ought not to
advance merger among solid and upset
banks as an approach to advance the
enthusiasm of the investors of troubled
banks, as it will have an unfriendly impact
upon the advantage nature of the more
grounded banks. It likewise examines the

From a legitimate perspective, a merger is a
lawful combination of two entities into one.
The procurement happens when one party
takes responsibility for the second party's
stock, value interests, or resources. The
differentiation between a "merger" and a
"procurement" is less clear. An exchange
lawfully organized for obtaining may host
the impact of setting one get-together's
business

under

the

backhanded

responsibility for other gathering's investors,
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while an exchange legitimately organized as

If the sick company's promoter is planning to

a merger may give each gathering's investors

sell off his business, then it is good for the

fractional possession and control of the

promoter.As he can sell and use the money

consolidated endeavour. An arrangement

to venture into a new business that he finds

might be indirectly called a merger of

lucrative.

equivalents if the two CEOs concur that
association is to the greatest advantage of
both of their organizations, while when the

You don't require to start everything from
scratch:

arrangement is unpleasant (that is, the point

For a company or a person who has the

at which the administration of the objective

skillset and the amount of money required

organization restricts the arrangement) it

to start a new business but does not have to

might be viewed as a "securing".

create assets, an acquisition comes in handy.
Wherein they can start and flourish the
business with ground base ready. In financial

1.1 Advantage and Disadvantage of a

and strategic management's term it is called

Merger

a "brownfield project".

Advantages of Merger

c) It helps in creating synergy:

a) It helps you to save some tax:

When two companies merge, there is a

During mergers and acquisitions, a company
can save tax if acquiring a loss-making firm
by booking losses of that company into their
profit. Another way of tax saving in mergers
and acquisition is when one company
purchases

another

companies

stakes

through shares.
b) It helps you to come out from an
unprofitable business:

possibility of synergy, and is expected to
earn a high amount of profits because there
are less competition and fewer expenses.
d) It helps you to reach economies of scale
faster:
Since two companies merge, the cost of
manufacture and cost of marketing reduces.
For example, earlier, both the companies
were spending on marketing, but after the
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d) Managing a merged company is difficult
if they are from a different/unrelated
sector:

Disadvantages of Merger
a) A lot of paperwork and complication is
involved in a merger:

When a company enters into totally
unrelated business for diversity, it is difficult
to manage and even at the later stage if good
team or strategy is not followed.

The details as the number of employees to

1.2. Pros and Cons of Merger and Acquisition

retained, their position and the stake

in a bank

foregone by the promoters is recorded.
b) There are chances of people losing their
jobs:
Because of the merger, there is a high

Pros
1. No Indian bank features in the top 50
Banks of the world. Merger and
acquisition bring an opportunity to get
us International visibility.

chance of employee losing their job. The

2. There is a possibility that the two banks

reason behind is that the acquired company

which are getting merged have there

will not require extra employees.

both the branches nearby. In that case,

c) Mergers tend to be costly compared to
starting up on your own because of the
goodwill involved:

they can use this as an opportunity and
divide their work to handle a vast crowd
or merge the branch to reduce the cost.
3. There can be a cost reduction, which will

Sometimes the merger may be a costly

bring economies of scale.

affair. In the case of jet airways, the

4. Because of the amalgamation, they can

acquisition of that company is still taking a

have a considerable workforce that can

long time because of the value and debt

be trained well to face competition in

which is involved.

the banking industry.
5. The merger will help the Bank to have
better reach. For example, if a bank has
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15,000 branches and the other is having

cost increases initially but will reduce

10,000 branches. There is a total of

in a later stage.

25,000 branches to reach the customer.
6. If one Bank has an update and new
technology, the other Bank also follows

1.3. SBI and its associates

the same and enhance the customer

State bank of India is a nationalized bank

experience.

owned by the Government of India. Since its

7. The merger and acquisitions bring much

merger in 2017, SBI has become the largest

movement in the stock market share,

Bank in India. There are five associate banks

which may earn more.

of SBI, and the sixth one is Bharatiya Mahila
Bank. The evolution of SBI in recent years
has been noticeable. It is one of the oldest

Cons

banks operating in India.
1. Usually, banks have a different
interest rate, fixed deposit rates,
which will change once the Bank has
merged, and customers may not like
it if their interest rates have gone
down.

The State Bank of India began it's functioning
with the establishment of Bank of Calcutta in
1806. Three years later, in 1809, it was
redesigned as the Bank of Bengal.
This continued in the form of Bank of

2. If each Bank has its Non-Performing

Bombay and Bank of Madras. These all banks

Assets policy and depreciation policy,

were later unified to form the Imperial Bank

it may create a problem for the

of India.

finance team that may need to work
hard and harmonize everything.

One of the crucial points in the history of SBI
is forming the 1st five-year plan in 1951.

3. Post-Merger, there is a possibility of
reducing cost. However, there is an
equal possibility of increasing costs
such as workforce costs, or if they are
planning to provide VRS, then the

All India rural credit survey committee was
formed to serve the economy and the rural
sector.
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Subsequently, SBI was formed four years

now able to focus more on defaulters.

later, in 1955. The objective of both these

Because of the merger, the multiple

committees was the same. Later in 1959, an

recoveries can be made easier. (Wikipedia,

act was passed which enabled SBI to form

2020)

eight subsidiaries into one. (Wikipedia,
2020)
1.4. Associate Banks of State Bank of India

2. Review of Literature
Sinha Pankaj & Gupta Sushant (2011)
studied a pre and post-analysis of firms and

On 1st April 2017, SBI merged with 5 of its

concluded that it had a positive effect as

associate banks and one other Bank. This

their

brought into SBI the 50 largest banks in the

deteriorated liquidity. After few years of

world.

Mergers and Acquisitions(M&As), it came to

These associate banks included State Bank of
Jaipur,

Bikaner,

Mysore,

Travancore,

Hyderabad, and Patiala. The sixth Bank was
the Bharatiya Mahila Bank. Although the
banks were merged, the shares of this
associate were termed as individual entities.

profitability,

in

most

cases,

the point that companies may have been
able to leverage the synergies arising out of
the merger and acquisition that have not
been able to manage their liquidity. The
study showed the comparison of pre and
post-analysis of the firms. It also indicated
the positive effects of financial parameters

Many reasons were cited for the merger.

like Earnings before Interest and Tax (EBIT),

Some of these are: this merger will decrease

Return on shareholder funds, Profit margin,

the unhealthy competition in the PSBs.

Interest Coverage, Current Ratio, Cost

Further, it was difficult for smaller banks to

Efficiency.

sustain competition and various risk norms.

Dr K.A. Goyal, Vijay Joshi(2011), in their

Also, due to the changes in regulations in the

Study, "Mergers in Banking Industry of India:

form of Basel III, risk norms there was a

Some Emerging Issues (2011)" found that

requirement of compliance and technology.

Merger and Acquisition in the banking sector

With the merger, the asset size of SBI

is a useful tool for survival of weak banks by

became the largest in the world. Banks are

merging into the larger Bank. It is found that
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small and local banks face difficulty in the

the year 2003 was taken for analysis. The

global economy's impact; therefore, they

financial data for six years from 2000-06 was

need support, and it is one of the reasons for

collected. Pre-merger and post-merger

the merger. Some private banks used

financial ratios were examined using a

mergers as a strategic tool for expanding

paired sample t-test. The results revealed a

their banks. There is huge potential in India's

significant difference between the financial

rural markets, which is not yet explored by

performance of the companies before and

the major banks.

after the merger. Further, it has been found

Koala Jayashree (2016) explored in her paper
titled, "The economic impact of merger and
acquisition on the profitability of SBI"

that the type of industry does seem to make
a difference to the post-merger operating
performance of acquiring firms.

motives behind the Indian banking industry's

Singh and Gupta (2015) conducted a study

mergers. She also compared pre and post-

on "An Impact of Mergers and Acquisitions

merger financial performances of merged

on

banks. An Independent T-test was used for

Consolidation Banking Sector in India." The

testing the statistical significance. This test

current paper examined the performance,

was applied not only for ratio analysis but

strengthens, and weaknesses of two banks

also to study the merger's effect on banks'

i.e., one public and one private sector banks,

performance. This performance was tested

based on the financial ratios from pre and

based on two grounds, i.e., Pre-merger and

post-merger grounds. The data collection

Post-merger. The study indicated that the

covered the financial performance of

banks had been positively affected by the

selected banks from 2004-05 to 2014- 15.

event of a merger."

The study concluded that the banks had had

Ms Astha Dewan (2007) focussed on the
post-merger financial performance of the
acquirer companies in India and the
performance of firms going through mergers
in the Indian industry. The merger cases for

Productivity

and

Profitability

of

positive effects when distinguished between
pre – mergers and post-merger periods.

3. Objective of the Study
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a) To know the various challenges faced by

2014-15

0.0064

SBI during the implementation of the

2015-16

0.0044

merger.

2016-17

0.0039

2017-18

-0.0019

2018-19

0.0002

b) To understand the impact of the SBI
merger and its effects.
c) To analyse the financial position of SBI
before and after merging.

Table 5.1.1: Return on Asset Ratio Analysis
(2014-2019)

d) To understand the reasons behind SBI
for merging.

4. Data Collection
SBI merger happened in the year 2017, so we
have taken five years of data (2014-2019) to
analyse the financial condition before and
after the Bank's merger. The data collected
is secondary..

Graph 5.1.2: Graphical Representation of
Return on Asset before
Merger (2014-2017)

5. Data Analysis
5.1 Return on Assets
Return on Assets (ROA) helps us understand
how a company uses its assets to earn a
profit.
Return on Asset (ROA) =
Net profit for the year
Total Asset
No. of

Return On Asset

Years

Ratio

Graph 5.1.3: Graphical Representation of
Return on Asset after Merger
(2017-2019)
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Interpretation:
i) It is seen that before the merger (20142017) Return on Asset was continuously
decreasing.
ii) During the year of the merger, Return on
Asset ratio became negative (2017-18).
iii) In the next year (2018-19), it started
increasing

Graph 5.2.2: Graphical Representation of
Net Interest Margin before Merger (20142017)

5.2 Net Interest Margin
Net Interest Margin is calculated to find out
Interest earned less Interest expanded
divided by the total Asset.
Net Interest Margin =
(Interest Income – Interest Expenses)
Total Asset

Graph 5.2.3: Graphical Representation of

No. of

Net Interest

Net Interest Margin after the

Years

Margin

merger (2017-2019)

2014-15

4%

2015-16

3%

Before the merger Net Interest Margin

2016-17

2%

was reducing (2014-2017). During the

2017-18

2%

merger, it was stable compared to the

2018-19

2%

previous year. After the merger, it

Table 5.2.1: Net Interest Margin Ratio
Analysis (2014-2019)

Interpretation:

stabilised .
5.3 Capital Adequacy Ratio
Capital Adequacy Ratio ensures that the
Bank has enough capital to cover its risk.
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Capital Adequacy Ratio =
(Tier 1 Capital + Tier 2 Capital)
Risk-Weighted Asset
Tier 1 Capital is the capital that consists of
primary funding of the Bank. It includes
shareholders' equity and retained earnings.
Whereas

Tier

revaluation

2

capital

reserves,

consists

hybrid

of

capital

instruments, general loan losses, and

Graph 5.3.2: Graphical Representation of
Capital Adequacy Ratio before
Merger (2014-2017)

undisclosed reserves.
Risk-Weighted Asset helps us determine the
minimum amount of capital required to
cover the market risk and operational risk.
No. of

Capital Adequacy

Years

Ratio

2014-15

12%

2015-16

13%

2016-17

13%

2017-18

13%

Capital Adequacy Ratio after

2018-19

13%

Merger (2017-2019)

Table 5.3.1: Capital Adequacy Ratio
Analysis (2014-2019)

Graph 5.3.3: Graphical Representation of

Interpretation:
i) Before the banks' merger, we can see that
the capital adequacy ratio was less for
one year.
ii) For the following years, we can see that
the capital adequacy ratio is the same.
Has risen and stabilized around 13%.
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Graph 5.4.2: Graphical Representation of

and its associates are less likely to

Efficiency Ratio before Merger

become insolvent because the capital

(2014-2017)

adequacy ratio is too low.
5.4 Efficiency Ratio
The efficiency ratio lets us know the noninterest expenses with the percentage of
revenue. A lower efficiency ratio for a bank
is a better indication that the Bank is doing
better.
Efficiency ratio = Non-Interest Expenses

Graph 5.4.3: Graphical Representation of
Efficiency Ratio After Merger

Revenue

(2017-2019)

No. of
Years

Interpretation:

Efficiency Ratio

2014-15

16%

i) It shows that the Bank was operating

2015-16

39%

better before the merger. (2014-2017)

2016-17

41%

ii) During the merger year, there has been a

2017-18

48%

significant increase in the efficiency ratio,

2018-19

44%

which is not suitable for the Bank.

Table 5.4.1: Efficiency Ratio Analysis (20142019)

iii) After the year of merger efficiency ratio
has decreased by 4%, which shows that
the banks' operations are improving.
5.5 CET1 Ratio
CET1 (Common Equity Tier 1) consist of
mostly common stock held by the company.
In 2014 the CET1 ratio was introduced as a
precautionary measure to protect the
economy from the financial crisis. This step
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was taken based on the 2008 financial crisis.
The Government has announced that all
banks should meet the minimum required
CET1 of 4.50% by 2019.
CET1 Ratio = Common Equity Tier 1 Capital
Risk-Weighted Assets
Graph 5.5.3:: Graphical Representation of
No. of
Years

CET1 Ratio After Merger (2017CET1 Ratio

2019)

2014-15

9.13%

2015-16

9.67%

2016-17

9.92%

2017-18

9.86%

2018-19

9.78%

Table 5.5.1: CET1 Ratio Analysis (20142019)

Interpretation:
i) It can be seen that before the merger,
only for one year the CET1 ratio was less.
ii) During the year of the merger, the CET1
ratio is constant.
iii) Furthermore, after the year of the merger
also, CET1 ratio is constant.

6. Findings
i) If we see the Return on Asset (ROA), the
percentage has not even crossed 1%,
which shows that SBI does not use its
investment well for profits and revenue.
Graph 5.5.2: Graphical Representation of

ii) In the year 2014-15, Return on Asset

CET1 Ratio Before Merger

was doing well compared to next years.

(2014-2017)

It showed a decreasing trend when it
came to Return on Asset.
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iii) Net Interest Margin lets one know how

with the stronger Bank, as we can see

Bank will grow in the future. The higher
the Net Interest Margin, the higher is
the

flexibility

in

the

dynamic

this in our case study.
ix) The study ignores the impact of possible
differences

environment.
iv) We can see that Net Interest Margin was
right in 2014-15 compared to other

accounting

x) There is a lot that SBI needs to do to
become one of the strongest banks in
terms of revenue and profit.

2019.

Basel III for the Bank to absorb risk, and

the

methodology used.

years, and it was constant from 2016 to

v) CAR should be more than 10.5% as per

in

7. Recommendations
i)

SBI has a considerable amount of

we can see that SBI is doing that well,

NPA's because of which their revenue

and it has kept a constant 0f 13%.

and profits are getting affected.

vi) Efficiency Ratio should be 50% or less,
and SBI has maintained it well.
vii)

CET1 ratio helps to understand the

capital strength to undertake bank

ii)

Even if NPAs are controlled, it will take
time for them to reflect on profits but
before this, the instability should be
controlled.

solvency. According to rules, banks need

iii) SBI had a very stable ratio that reveals

to maintain a minimum of 4.5%, and SBI

that it did not have much advantage of

has maintained it well by 10% for four

merging with its associates. Therefore,

years. This shows that SBI is in a better

proper remedies to be taken to make

position to curb bank solvency with its

them a profitable business.

capital strength.

8. Conclusion

viii) The Government should not merge
weaker banks with stronger banks as
this leads to reduced quality of assets

The Banking sector has gone through
significant mergers and acquisitions.
The present studies show us that the pre
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and post-merger ratios are similar,

https://www.investopedia.com/terms/c

indicating no much advantage to the

/capitaladequacyratio.asp

participating Bank.
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