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S. A Study of Effect of Bank Merger on Financial
Performance of Banks in India

Dr. Shivaji Pawar
HOD, Department of Economics, K. B. College of Arts and Commerce for Women.
Ms. Pradnya Garad
HOD, Department of Economics, K. B. College of Arts and Commerce for Women.

Abstract

In the month of August 2019, the finance minister MS. Nirmala Sitharaman has
proclaimed to unified ten Public Sector Banks into four entities. the essential logic behind this
merger is to extend the worldwide fight of the Indian banks. currently the entire Public Sector
Banks reduced to twelve from twenty seven in 2017 in India.

In this paper we have considered the sample by the statement given by the Indian Finance
Minister, the 10 banks which are about to merge Punjab National Bank, Oriental Bank, United
Bank of India as one merge, United Bank, Andhra Bank, Corporation Bank as the second merge,
Canara Bank and Syndicate Bank as third merge and finally the fourth merging of banks are
Indian Bank and Allahabad Bank. To evaluation, the data is collected from the financial
statements of the banks.

Introduction

The Indian banking sector has not remained insulated from the worldwide forces driving
Merger across the countries. Merger activity within the Indian banking sector isn't one thing new
because it came about even before the independence. However, economic reforms introduced
within the early 1990 brought out a comprehensive modification within the business strategy of
banks, whereby they resorted to mergers and amalgamations to reinforce size and potency to
realize competitive strength.

Merger within the money sector, above all the banking sector, are undertaken chiefly
either to maximise the worth of companies or for private interest of managers. Mergers will
increase expected future profits either by reducing operating expense or by increasing expected
returns or a mix of each. price reduction through Merger might gain many edges as well as

economies of scale, economies of scope, infusing economical management, reduction, and

PART - 11/ Peer Reviewed Refereed and UGC Listed Journal No. : 47026 32



VOLUME - X, ISSUE - II - MARCH - AUGUST - 2022
IDEAL - ISSN - 2319 - 359X - IMPACT FACTOR - 6.601 (www.sjifactor.com) CC-13

diversification of risk because of territorial or product diversification, access to capital markets
or the next credit rating, Merger might conjointly alter banks to form the supply of further
services creating them capable of facing competition from larger banks. By this fashion, mergers
also can result in increase in returns by permitting giant size companies to higher serve large
customers, providing “one-stop shopping™ for a range of various product, augmented product or
geographical diversification, resulting in enlarged pool of potential customers and enhancing the
risk-taking elements. Merger might even be used as a deterrent against unwanted potential
acquisitions, notably hostile takeovers, by different larger banks within the future.

Keywords : Banks, Merge, Performance
Objectives of the Study

. To evaluate the bank performance in terms of Profitability, Deposits and NPA ratios
e  To find out the impact of merger of the banks and to know the performance of pre-
merger and post -merger.
Literature Review

Bank merger may be a scenario of previous individual banks are consolidated into one
bank (Piloff and Santomero 1999)

When associate degree freelance bank looses its charter and becomes a district of another
bank with one headoffice and unified branch network then it's called merger (Dario Focarelli
2002)

After 1990s, the number and the volume of the bank mergers and the acquisitions
increased with the introduction of Monetary Union. In this respect, the studies suggests that the
potency will improve by bank mergers (Humphrey and valley 2004).

Merger and acquisition is one among the main facet of company world in monetary
services. It is defined as the combination of the one or more companies to form one with an
objective of wealth maximization (Altunbas and Ibanez 2004).

Through the word merger the banks and monetary intermediaries square measure more
and more consolidating because the reasons behind this might be for managing the risks and
obligations to fulfill the restrictive needs and taking the advantage of mixing (Gaikwad and
Bhaduri 2014).

Merger can be defined as unifying of two players into a single entity or a process of

combining two business entities under the single management (Devarajappa 2012).
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Research Methodology

The data is collected through secondary source i.e. bank annual reports, published articles
and research papers, news articles and websites.

The comparison of pre-merger and post-merger of the banks for three (3) years has been
done using the financial parameters like Net Profit, Loans, Advances, Net NPA (NNPA), Gross
NPA (GNPA), Enterprise price, Book Value, capitalization, Deposits (CAGR%), CASA
deposits, return on Equity (ROE) and return on Assets (ROA).

Merger of PNB, OBC and UBI

Oriental Bank of Commerce (OBC) and United Bank of Bharat (UBI) area unit unified
with the Punjab commercial bank (PNB). therefore once this merger currently the PNB are the
second-largest Public Sector Banks of once the bank of India in terms of the branch network. Its
total branches would be eleven, 437 and therefore the total Business of the PNB would be Rs.
17.95 Lac Crore.

Merger of Syndicate Bank and Canara Bank

After this merger; the Canara bank would be the fourth largest Public Sector of Republic
of India. the entire business of Canara would be fifteen.20 animal product large integer with a
branch strength of 10,342, This merger would scale back the price of operations thanks to
network overlaps. These 2 banks have the same work culture that's why it might result in
facilitate a swish transition.

Merger of Andhra Bank, Corporation Bank and Union Bank of India

Andhra Bank and Corporation Bank square measure unified with Union Bank of India.
This merger would create Union Bank of Asian country fifth largest Public Sector Bank. This
merger would have the potential to extend the post-merger bank’s business by 2-4.5 times. After
this merger, the overall business of Union Bank of Asian country would be Rs. 14.59 whereas
total branches would be 9,609.

Merger of Allahabad Bank and Indian Bank

In the fourth merger, the Indian bank would be incorporate with the Allahabad Bank.
when the merger, Allahabad bank would be the seventh largest Public Sector Bank of India.
when the merger, the overall business of Allahabad bank would be Rs. 8.08 24|metallic

element/metal} and therefore the number of branches would be half-dozen,104. So when the
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merger of those 2 banks the scale of business would get doubled which might increase their

market competition for them.
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The above table shows the Advances, Gross NPA, and Net NPA of the merging banks.

Kokt oy
Wk

Sk Mmooy e

S LY

Faviah Kot Bask

e Sonk

Aoathes Bank

Lovguetion Sack

Cora Soh

Syt Back

o 3

Alahadbad Bk

BOLALW A WIHLE LT AT BMTE s 1ERe 5503

The above table shows the Enterprise value, Book value, and Market capitalisation of the

merging banks.
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The above table shows the Deposits CAGR%, deposits, and loans CAGR% of the merging
banks.

Bank Names Net profit CASA deposits
Margh' 2007 | March’Z018 | March'2019 | March'2017 Mk’ 2018 March' 2019
Puervial Natlonat Bank 1. 2§ .

Oriertal bark of Commerce
United bank of india
Union Bank
Andbrg Bank
Lorporation Bank

Canprs Bard

Syndicate Bank

indian Bank
Adlaghadbad Bank 4 # & g E &) 1) &
Total 4,314.02 -12,634.9 -10,818.83  9,86437.00  10,70,491.00 © 11,43,530.00
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The above table shows the Net profit, and CASA deposits of the merging banks
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The above table shows the ROA, and ROE of the merging banks.

The above shown tables gives the detailed figures of all the variables considered for three
years for the financial year 2017 to 2019. After the merge, the profitability of public sector banks
has improved, and the total gross non-performing assets has come down to Rs.2.9 lakh crores at
the end of march 2019 from Rs. 3.04 lakh crore at the end of March 2018.

“After successfully completing the amalgamation during the previous year, the bank is
now reaping the synergy benefits. Since we have achieved this level (of profitability) despite
the challenging environment, we expect this to be sustainable unless we are hit by further
Crisis.

But Post-merger, public sector banks (PSBs) have seen an improvement in profitability
in the year ended March 2021 despite the coronavirus pandemic induced disruptions.

Analysis

The merged PSBs total assets account for about 90% of all the PSBs. So the following
analysis of data of all PSBs can be considered equivalently for the merged PSBs in the same
reasoning.

The following data has been summarized from RBI&#39;s Financial Stability Report
released in January 2021.

Credit growth (y-0-y) of all banks, which had declined to 5.7% by March 2020, plummeted
further to 5.0% by September 2020. For PSBs, credit growth zoomed from 3.0% in March 2020 to
4.6% in September 2020,

The other business component or deposit growth of all banks was buoyant at 10.3% (y-0-y),
driven by precautionary savings. PSBs recorded a growth of 9.6%, among the highest in the last five
years.

On the earnings front, PSBs net interest income (NII) grew at a much higher rate of 16.2%
in September 2020 (13.0% in March 2020). Net interest margin (NIM) jumped up in September
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2020. However, growth in other operating income (OOI) plummeted to 1.2% from 29.2% in March
2020.
Earnings before provisions and taxes (EBPT) of PSBs grew by 17.6%. Return on assets
(RoA) and return on equity (RoE) improved substantially with the recovery in RoE of PSBs being
particularly noteworthy after languishing at sub-zero and near zero levels for the past four years.
Falling interest rates led to cost of funds declining.
So profits parameters have recorded significantly optimistic growth for the merged PSBs in
HIFY2I1.
Conclusion
The year 2020 has been very harmful to businesses. If in such a dismal year the banks
may place up such a bright show, during a booming economy that is probably going to return up
within the next 1-2 years. So this banks merger has brought enhancements within the monetary
results even in Associate in Nursing aberration year like this and registered high up growth over
the past a pair of years since once the Public Sector Banks had started sick from a 2-3 years of
losses. And with inexperienced shoots within the international economies, bigger rewards
measure to be seen within the future. Thus the PSBs, that half-dozen years agone had a lion's
share of seventy one of total bank business in Asian country (these days 61%), would contribute
to the $ five trillion Indian growth story dream and additionally they themselves would join with
the state.
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