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Abstract 

 

For Indian banking sector merger has been and will be a significant tool for development and 

flourishment in Indian banks. It is quite beneficial for weak bank to merge with a strong one .This 

paper tries to analyze the influence of merger on Indian bank’s financial performance Secondary 

research was done and a comparative study between pre and post merger scenario was carried out 

with respect to parameters like Net profit margin, Gross profit margin, Return on capital employed, 

return on equity and debt equity ratio. In this study return on equity, debt equity ratio and gross profit 

margin have improved post merger and the financial performance has shown improvements after 

merger. 
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Introduction 

 

The Indian banking sector can be categorized into two eras, one is liberalization era and the other 

one is post liberalization era. In the pre liberalization era government of India nationalized 14 banks 

as 19July 1965 and later on 6 more commercial Banks were nationalized as 15 April 1980. 

Government merged the new banks of India and Punjab National banks in the year 1993.Thereafter 

that the sum total of Nationalized Banks decreases from 20 to 19.within the post liberalization 

regime, government had established the policy of liberalization and licenses that were issued with the 

private banks which produced to the development of Indian banking sector. After the global crises in 

2008-2009 the Indian banking industry appears a sign of improvement in performance and 

efficiently. In the Indian banking industry having far better position than it was at the time of crises. 

Government has taken various initiatives to strengthen the financial system. The economic recovery 

gained strength on the bank of a variety of monetary policy initiatives taken by the RBI. 

 

Bank in general terminology is referred to as an financial institute or a corporation which is 

authorized by the state or central government to deal with money by accepting deposits, giving out 

loan and investing in securities. The main roles of Banks are Economics growth, Expansion of the 

economy and provide funds for investment. In the resent times banking sector has been undergoing a 

lot of changes in terms of regulation and effects of globalization. These changes have affected this 

section both strategically and structurally. Many different strategies have been adopted by this 

section with the changing Environment to remain efficient. One such approach is throughout the 

process of consolidation of banks which emerged as one of the most profitable approach. There are 

several ways to consolidate the banking industry; the most commonly process adopted by banks is 

merger. 

 

Merger of two weaker banks or merger of one health Bank with one weak bank can be treated as the 

faster and less costly way to improve profitability then spurring internal growth. The main purpose 

behind the merger and acquisition in the banking industry is to achieve scope and economies of 

scale. Mergers also deal with diversification of the products, which help to minimize the risk. 

 

Merger 
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Merger may be defined as a mean of integration of two players into single entity. Merger is a process 

of combining two business entities under common ownership.  Simultaneously when merger of one 

health Bank with one weak bank can be considered as less costly and the faster way to improve 

productivity and profitability then spurring internal growth (Franz, H. Khan 2007).The main motive 

behind the merger and acquisition in the banking industry is to achieve economies of scale and 

scope. Mergers also help in the diversification of the products, which help to reduce the risk..A 

merger is a deal to unite two existing companies into one new company..A merger refers to the 

process whereby at least two companies combine to form one single company. Business industries 

make use of mergers and acquisitions for consolidation of markets as well as for increasing a 

competitive edge in the industry. 

 

Types of Mergers 

 
Merger types can be widely categorized into the following five subheads as mentioned below.  

 

Horizontal Merger; 

 

This type of merger exists between two companies who compete in the same industry section. When 

two companies combine their operations and increase strength in terms of improved performance, 

enhanced profits, and raised capital. This type of substantially diminishing the number of 

competitors in the section and provides a higher edge over competition.  

 

Vertical Merger; 

 

Vertical merger is a very important type of merger in which two or more companies in the similar 

industry but in divergent fields collapse together in business. In this way, the companies in merger 

agree to finalize all the productions and operations under one shelter. It’s just like encompassing all 

the necessities and goods of a single industry section. 

 

Conglomerate Merger; 

 

Conglomerate merger is also one of the types of venture in which two or more organizations 

belonging to divergent industrial sectors which attach their operations. All the merged companies are 

not relevant to their type of business and product line rather their operations overspread that of each 

other. This is only a combining of businesses from different hierarchy under one flagship enterprise 

or industry. 

 

Product-Extension Merger; 

 

Product-Extension Merger is implemented among enterprises, which sell different products of a 

correlated variety. They also seek to procure a common market. This type of merger rationalizes the 

new company, which was earlier breakdown among them. 

 

Market-Extension Merger; 

Merger 

Conglomerate Horizontal 
Market 

Extension 
Product 

Extension 
Vertical  
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Market-Extension Merger abounds in between two companies that sell same products in different 

markets. It fundamentally extends the market base of the product. 

 

Benefits of merger 

 

Reduced Costs 

A merged company may reduce much of its expenditure. Budgets for products like marketing may 

be trimmed, while the new one, bigger company enjoys higher purchasing power, which decrease the 

cost of raw materials and other requirements. More over than not, a merger results in segment layoffs 

as seats become redundant in the new single entity. Merged companies may also share working area 

space and terminate duplication of manufacturing facilities. 

 

Market Penetration 

Through merging, the new company is theoretically offered with access to more consumers. This is 

correct, if the separate companies had been demonstrably winning in separate markets, as opposed to 

approximately equally competing in the same one. 

 

Diversification 

Merged companies can provide a higher range of products and services. Because these may be 

complimentary with each other, the merged company might be able to occupy more customers than 

they would as separate entities. For example, the result of merging two travel companies allows a 

higher range of offers to be presented to the customers at the point of sale. 

 

Skills and Knowledge 

The merged company can make use of the very best minds from both companies and make up for 

shortfalls in the individual companies' skill-sets. For example, allowing the scientists from two 

previously separate pharmaceutical research and development departments to work together is more 

likely to generate more innovative products. The combined skills of the marketing departments will 

then be able to sell these products more effectively. The net result is that shareholder value is 

increased. 

 

Increases productivity 

When two firms join together through mergers, the joint benefits of business with regards to cost 

efficiency and productivity. This is because the two companies join together to form a bigger and 

new company in which production is going to be done on a bigger scale. As a result, there is 

maximize in output production and it is highly likely that the total cost of production is minimised. 

 

Generates more value 
Mergers can also bring to revenue improvement by market share profit since the joint company is 

delivering to be able to generate even more market value than separate companies. It is anticipated 

that after a merger, the new generated stockholder value is going to be much greater than that of the 

total shares of two individual firms. 

 

Conceptual Framework  

 

The conceptual framework contained independent variables, intervening variables and a dependent 

variable. Independent variables were the variables which affect other variables to change and the 

researcher had control over them. The independent variables included profitability, shareholders’ 

value, synergy and operational efficiency. The dependent variable showed the effect of manipulating 

the independent variables. and the dependent variable included financial performance. Moderating 

variables stood between the independent and dependent variables and they moderated the implication 

of the independent variable on the dependent variable. 
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Independent variables        Dependent Variables 

 

 

 

 

 

 

 

Moderating Variables 

 

 

 

Objectives of the Study 

 Compares pre and post-merger financial performance of merged banks with the help of 

financial parameters. 

 To determine the effect of the mergers and acquisitions on the shareholders’ value in relation 

to financial performance. 

 To examine the implication of mergers on profitability of companies 

 

Review of Literature: 

 

Cartwright and Cooper (1990) studied current wave of merger activity and assessed the 

contribution of psychology to understand mergers and acquisitions in addressing the essence of the 

activity. They found the positive relationship in combination of people and the fusion of 

organizational cultures. 

 

Appelbaum, Gandell, Yortis, Proper, and Jobin (2000) examined the multiple organizational 

factors, which directly affect a merger as well as the merger process. They addressed the problem of 

regarding communication and its significance throughout the merger and acquisition (M&A) 

procedure. In future, they synthesize the organization culture and its effects on employees when two 

companies merge together, organizational change and the behavior and reaction of employees 

(resistance) to these changes. Further, they studied the problem of stress, which is a resultant of 

Merger and acquisition within uncertain atmosphere and reported higher level of stress. More often, 

they involved the five major segments such as communications, corporate culture, stress, change, 

and managing strategy. These were categorized into three sub-sections: pre-merger; post-merger and 

during the merger. 

 

Schraeder and Self (2003) found that organizational environment is one factor as a potential 

catalyst to M&A lead to success. 

 

Paul (2003) found the study stated merger of Bank of Madura with ICICI Bank. The researcher 

calculated the announcement of the swap ratio, valuation of the swap ratio, share price fluctuations 

of the banks before taking merger decision statement and the impact of the merger decision on the 

share prices. He also attempted the relatively of the merger between the 57 year old Bank of Madura 

with its conventional focus on mass banking strategies effected on social objectives, and ICICI Bank, 

a six year old ‘new age’ organization, which had been accomplishing factors like profitability in the 

interest of stockholders. It was concluded that synergies operated by the merger would involve 

branch network, increased financial capability, rural reach, customer base, and better technology. 

However, they managing human resources and rural branches may be a challenged given the 

divergent work cultures in the two organizations 

Shareholders value on 

Mergers - Earnings per 

share 

Profitability on Mergers - 

Return on investmen 

Financial performance - 

Return on equity 

Government Policies - 

Set rules and regulation 
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Zollo & Singh (2004) studied that the skill-based view of organization acquisitions and resulted the 

post acquisition consequences on achievement of capability-building mechanisms and interrelated 

decisions. They took a sample of 228 acquisitions in the U.S. banking industry and studied that 

knowledge formalization strongly and extremely reshape acquisition performance, while calculated 

the result of accumulation does not. After that, strengthening levels of post-acquisition integration 

increase the positive effect of formalization. At last, the equal level of integration between the two 

merged companies importantly enhances performance, while replacing high level of managers in the 

acquired firm harmfully impacts performance. Implications were measured for both a knowledge-

based approach and organizational learning theory to corporate strategy research.  

 

Saraswathi (2007) studied the merger of Global Trust Bank and Oriental Bank of Commerce. It was 

found by the author that this merger paved the way to several things in the transition period and pre 

merger strategy. It visualized the need for the diverse cultures to arrive at an understanding and to 

work hand in hand. Apart from the integration of diverse cultures, a way to inherit the advanced 

processes and expertise of the staff in a phased and systematic manner should be paved. It is also 

equally important and challenging for the transferee bank in handling the issues relating to 

continuance of the services of employees of the transferor bank and their career planning.  

 

Murthy (2007) studied the case of 5 banks merger in India viz. Centurion Bank with Bank of 

Punjab, ICICI Bank and Bank of Madura, Punjab National Bank and New Bank of India, ICICI Ltd. 

and ICICI Bank, Global Trust Bank and Oriental Bank of Commerce. It was concluded by the author 

that consolidation is required due to higher finance and operational structure, stronger resources, 

broader branch network, large number of customer base, technological improvement and penetration 

in rural market. Further, some problems as challenges in mergers were identified as managing human 

resources, stress of bank employees, managing the client base, and acculturation. 

 

Research Methodology 

 

Type of problem: The research work being undertaken by the researcher is purely analytical work 

because the research is an attempt to analyses the financial position of the organization on the basis 

of the annual reports. 

 

Secondary Data: 

This indirect information is collected from newspapers, journals, business manual, pamphlets, 

magazine, internal sales records, credit records and internal reports etc. In this project I have used 

Secondary data most of which was obtained from internal records of the company.  

 

Data Analysis 

 

Gross Profit Ratio = Gross Profit / SalesX100 

 

Pre Post 

70.1369% 75.239% 

 



Periyar Journal of Research in Business and Development Studies, 2(1), January-June 2017, ISSN 2456-0987(O)  
94 

Bi-annual e-Journal published by Periyar Management and Computer College, New Delhi 
 
 

 
 

Interpretation: 

 

The comparison between pre and post-performance we seen that the Mean value of Gross Profit 

margin (70.2136% vs. 75.2397%) has increased. 

 

Net Profit Ratio = Net Profit / Sales X 100 

 

Pre Post 

18.8413 17.226% 
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Interpretation: 

The comparison between pre and post-performance we seen that the Mean value of Net Profit margin 

(18.413% vs. 17.226%) has decreased. 

 

Return on Equity = Net Profit / Equity Capital X 100 

Pre Post 

2.1775 6.7195 

Interpretation: 

 

The comparison between pre and post-performance we seen that the Mean value of Return on Equity 

(2.1775% vs. 6.7195%) has increased. 

 

Return on Capital Employed= Net Profit / Total Assets X 100 

 

Pre Post 

1.1877% 1.3220% 
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Interpretation: 

The comparison between pre and post-performance we seen that the Mean value of Return on capital 

equity (1.187% vs. 1.3220%) has increased. 

Operating Profit Margin = Operating Profit / Sales X 100 

Pre Post 

46.7550 53.4248 

 
 

Interpretation: 

The comparison between pre and post-performance we seen that the Mean value of Operating Profit 

margin (46.755% vs. 53.4248%) has increased. 
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Debt Equity Ratio= Total Debt / Total Equity X 100 

Pre      Post 

36.7197 69.3013 

 

 
 

Interpretation: 

The comparison between pre and post-performance we seen that the Mean value of Debt Equity 

Ratio (36.7% vs. 69.3013%) has increased. 

 

Conclusion 

 

Merger is very important and useful tool for growth and expansion in Indian Banking industry. It is 

useful for survival of weak banks by merging into larger banks. This study shows that the impact of 

merger on financial performance of Indian Banking industry. For this a comparison between pre and 

post-merger performance examined in terms of Gross Profit margin, Net Profit margin, Operating 

Profit margin, Return on Capital employed, Return on Equity and Debt equity ratio. For the purpose 

and objective of the study, investigator apply ratios for analyzing the pre and post-merger 

performance of the banks and result suggested that after the merger the financial performance of the 

banks has been increased. The most important is that to generate net higher profit after the merger in 

order to justify the decision of merger undertaken by the management to the stockholders. This is 

achieved through two or more banks which are coming together, combining their resources together 

with one agenda to increase their profitability. Such resources as skills, equipment, management 

systems, processes and procedures are strengthened through the mergers with an aim of increasing 

their productivity. In such a scenario, unless and until, the productivity is most likely to increase 

hence justifying the statement of mergers in the banking sector. These mergers raise the value of the 

shareholders’ through increasing the demand and simultaneously the price of the companies’ shares 

in the stock market. In events where the shares are not listed and showed in the stock market the 

overall worth of the shareholding in a merged or acquiring organization also increases. During the 

merging process may not have important effect on the amount of dividend issued and how often they 

are issued, it increases the earning per share given that the process raises the profitability of the 

0 

10 

20 

30 

40 

50 

60 

70 

80 

Pre Post 

Debt Equity Ratio  

Pre Post 



Periyar Journal of Research in Business and Development Studies, 2(1), January-June 2017, ISSN 2456-0987(O)  
98 

Bi-annual e-Journal published by Periyar Management and Computer College, New Delhi 
 
 

organizations. After that, mergers extend the capital base of the company thus focusing the 

organization to access more resources and especially for credit facilities that ensure that the business 

is becoming liquid throughout the year. This ensures the stability and effectiveness of operations of 

the organization raising the customer’s satisfaction. In return, the profits may increase in the short 

and medium term during the organization increases the chances of growth and expansion in the long 

term. Customer loyalty is an immeasurable asset to any business. This study studied that mergers and 

acquisitions increased the customers’ loyalty in the banking sector. Customer loyalty, in the study, 

was characterized by customer’s trust, confidence, faith and general admiration to the company’s 

products and services which is as a result of the almost perfect satisfaction that they give to the 

customers.       
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