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Research Paper 10

The Effect of Merg.ers and Acquisitions on the Banking Sector’s
Competitiveness and Profitability in India

Dr. Krishnat H.Chougale Dr.Mahesh Chougule
v -
CSIBER, Kolhapur Shivraj College, Gadhinglaj

| ABSTRACT
, The financial sector is improving the implementation by the Indian
| government in the early 1990s and the mainparameters
such as globalization and the post liberalization of the world economy; Indian
| banking has started to change itself. In this paper researcher has interpret the pre-
and post-merger financial performance of the banking sector, their activities being |
" consolidated by the stronger financial institutions. This paper analyzes the effects”” |
of consolidation in the Indian banking sector of Merger and Acquisitions
competitiveness and profitability.The current paper examined the sample’s |
performance, strengthens, and weakness of two banks, i.e. one Public bank and
one Private sector bank, based on financial ratios from the pre- and post-merger ‘,
| grounds perspective.The study concluded that when distinguished between pre- |
| mergers and post-mergers, the banks had positive effects. x
Keywords: Merger and Acquisitions, Profitability, Financial Ratios
Introduction:

Mergers and acquisitions have been India’s main tools of corporate transformation
after economic reforms have been introduced since 1991.Ducto globalization, liberalization,
technological changes and other factors, business concerns will face increased competition
not only from the banking industry within the region but also from intemational business
giants M&As aims at optimizing wealth in terms of leverage, competitive imperatives, capital
market aspirations, economies ofscal, iversificaion, decreased volatlity of camings,
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b the consolidation mensure of s heduled commercial banks
fndian Wanking Sector Consolidation:

Phusiness restronctuning 1 o worldwide phenomnenon by mergers and acogirations Priy.g,,
cutor banks are subjoct to the provisions of the Banking Regulation Act of 1949, pubiy.
sectorbanks are regulated by their respechive founding laws and by the specific provisions of
the Banking Repulation Act that have been made applicable to them. On the other hand, urbag,
Looperative banks are reguolated by the laws of the respective State’s Cooperative Societies
\ctor the Multy State € voperative Socicties Act, as well as exphicitly apphicable provisions of
the Banking Regulation At
Review of Literature:

Atma (1996):

Covered India’s commercial banking growth and development. it was concluded thia
the banking progress in India was impressive and that the current structure was the result of
the expansion, reorganization and consolidation processes.

Kumar and Kishore (2003):

Concluded that the application of stricter prudential standards should not in any way
cause depositors anxiety about the safety of their deposits. There was no limit to improving
productivity and profitability rates. A fter implementing various recommendations in the banking
and financial sectormadebytheNarasnmhamCommmec from 1991 onwm'ds mthc form of
first-phase reforms and sccond~generatxon reforms (1 998)

Chanda (2005):

Concluded that public sector banks ‘profitability was not impacted by India’s
deregulation, It could increase monopolistic pricing incentives. As a result, in a more
concentrated banking market, the customer would eam 2 lower interest rate on deposit. Even
then, in the age of globalization, on the basis of their giant size and diversified banking activitics,
forcign banks gained entry to India’s borderless economy.

Azeem Ahmed Khan (2011):

The report investigated different reasons for mergers and acquisitions in the Indian
banking sector. The study showed that banks were positively affected by mergers and
Need of the Study:

The study's need to compare the selected banks * pre- and pos- -erger output after
the 1990s and collect data and information from RBL1.c. Report on Newsletter Banking
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ndia’s patterns & growth In the earlier bank consolidation, the effect on efficiency & profitabihity

15 to detenmine ther suceess in pre and postfusions under the hanking sector reforms regime. The

eflectol fusions 1s mereasing in productivity, 1.e
Scope of the Study:

I'he research will cover the whole scene of Indian and Universal Banking. Although
consolidation through the merger route is one choice, the scaling up of oper ations by branch
expansion, scale and development becomes both organic and inorganic all essential After
2004-05 to 2014-15, the merger banks are to be active in the observations field.

Objectives of the Study:

I To study the impact on the profitability and productivity of the selected banks.
2 Examining the strength and weakness of the combined banks in India and figuring out

how the beneficianes are growing,
Hypothesis:

HO= There is no significance difference between the pre-merger and post- merger
performance of
ICICI Bank and State Bank of India.

H 1= There is significance difference between the pre-merger and post- merger
performance of ICICI
Bank and State Bank of India.
Resgarc? Design and Metho‘dology: PR P

Sal;lple, Data Sources a'nd Period of the Study:
The present study selects one sample from the Public Sector and one from the Private

Sector Bank to assess the impact on the financial performance of selected banks of mergers

and acquisitions.

Study Analysis:
For data analysis, statistical methods and techniques such as ratios and percentages

areused to analyze data. In the sample banks results, t-test, standard deviation, and mean are

evaluated to test the hypothesis. The banks * success hasbeen measured before and after the

mergers and acquisitions.

Research Methodology:
This research is an attempt to examine the success of banking sector mergers and

acquisitions in India. There is an effort by the researcher to test the methods used for this
analysis. This research is an effort to examine the performance of combined organizations using
private and public banks in terms of productivity and profitability.
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Data Analysis: l
Fwo selection cases are provided for review in thy repor! Frost, the 1CHCT

{ i nu‘l‘\"‘“\') anxl Bank of R;““‘\-"m" {1 ransferor ) ICTRer a4 of Al)}{lﬁ' I3, 2010 el the %.’

Bank of ndia ( Transferee) and Saucashtra State Bank ( ransferor) merpeas of huly 3y

2008 ICICH Bank is taken form Private sector bank and State Bank of Inda s taken fry,
Public sector Bank.

Table 1. Financial Ratio Analysis of ICICI Ba
i .2 (A

. Productivity Before Merger - -

aed | Ason | Ason | Avon | Ason | Ason | Asod [Ason | Avon | Ason
Profitabity | March | March | March | March | March | Mareh | Mareh Mareh | Mare
_Ratios | 312007 | 312008 312009 31 2010 | 31 2001} 31 2012 312013 31 2014 31 2015
s ek 91,150 | 91.196 | 100000
\argn |
NetProtit
Margn
Opersiag | o3 03 | 57486 | 57.871 | 51,664 63.725 | 66845 | 63.690

Profit \Margin
Source: Compiled for the Financial Statements retricved from Banks, CMIE PROWESS

Data, http://wwwmoneyoonnnl.cmn/stodsmarketsindia
Table 2. Financial Ratio Analysis of ICICI Bank before and After Merger

ak before and After Merger

e

92.270 | 92.744 | 92.590 | 91428 | 89.201 | 50.249

0810 | 10510 | 9740 | 12,170 | 15.790 | 15,750 | 17.190 | 17.960 [ 18.240

67861 | 100008

Productiviy Before Merger ABer Merger
and Ason | Asom | Asom | Asom | Asom | Asea Asoz | Asen | Asoa
Profitability | March | March | Marck March | March | March March | March | March
Ratias 312007! 312008 312009 | 312010 3172011 (312012 312013 3120141 312015
Retura ¢
Capital 902 1.040 991 1508 | 1268 | 1322 | 1.551 1.650 1.730
Employed
Retum on
Net Worth 13.170 | 8.940 | 7.580 7.750 | 9.350 | 10.700 | 12,480 | 13.400 14.450
D‘P‘] EQURY | 11425 | 6.623 | 5.727 | 5740 | 6.084 | 6.550 | 6565 | 6.647 | 6.639
Inrerests
Coversge | 13.471 | 12803 | 12.696 | 13.452 | 13.973 | 14961 | 15272 | 16.198
Rato

Rerum o8 | 4y 950 | 9880 | 7.800 | 7.960 | 9.650 | 11.200 | 13.100 | 15.210

.130 140 070 120 090 090 060

CumentRaso| 090 | 110 : : >
*k Rago | 6040 | 6420 | 5.940 14.700 | 15.860 | 9.370 | 10.530 1 $1.310 | 13.310
Earmings Pex 37.370 | 33.760 | 36.100 | 44.730 | 56.090 | 72.170 | $4.950 | 19.280

6311 | 7215 | 3960 | 4384 | 4715 | 4595 | 4339

Dg"""" 6918 | 6.008
mgvﬂ 5878 | 5543 | 6310 | 6472 | 3798 | 4354 4677 | 4.689 | 4.704

Employe¢
307.723 | 191611 | 174.760 | 185.039 | 188.020| 173,688 | 184959
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‘ ,W hnnm‘lﬂ! Ratio Anllyvls of Sme Bank of lndla Before and ft I(wn
er erger

! ﬁ’a’:‘m“ | Ason As B"?n “"‘" o
\ som | A ]
et rehortl Il “; ::. \As on | Ason | Asan | As uAm;: :' rl",\
el 312008 | 312006 | 31 2007 ill.". March | March | March )hr:b \l:“l e
912007, | 31 008 | 31 2000 | 31 2010 31 701 | 31 2012 | 31 2083 | 1 7008

o PR | g4 34
fl Margs | 1887 | 31169 | 83091 | 86597 | 47148 | 85414 | 83882 | 87004 | 8
7419 | 86,310

) Anmmmmnmn s TR W

e S A

4 \dﬁ\)m “ <80
1
210 10120 IIGSO 12.030 10540 7580 | 9.680 | 10.390 | 7.030

™) T BN S s

- Gperabng 168 T e s o 4
L profit ? 47999 T |
{ 49.835 | 56.751 | 58.736 | 49.983 | $5.606 | 62.591 | 62.956 | 60.109 |

{ A AR e
1.650

Capial
902 1040 | 991 | 1108 | 1.268 | 1322 | 1.551

"Reeurn 08
19.430 | 15
$.940 | 14.500 | 13.720 | 15.740 | 13.890 | 11.340 | 13.940 | 14260 | 9.200

“Pep EIUT | 16045 | 14356
‘ . . : 15.184 | 12,015 | 13.733 | 13.755 | 16241 | 13.944 | 13.874 | 13.337

14.003 ;

Intesests

_Cmgg 16371 | 16127 | 14167 | 14566 | 14.353 | 14.277 | 15.395 | 15.336 | 14.422
RE‘“\‘;;,’“ 15.100 | 15.470 | 14230 | 17.520 | 17.050 | 14.500 [ 12.840 | 15.720 | 15.430 10490_1
[ Cument 040 050 050 070 | 040 | o040 | 040 | 050 | 040 | 030

_ Raso | ,
Source: Compiled for the Financial Statements retrieved from Banks, CMIEPROWESS
Data, hﬁpjfwwwmoneyoomrol comy/stocksmarketsindia

Table 4. Financial Ratio Analysis of State Bank of India Before and After Merger
i Prodactiviy Before Merger After Merger ‘
o and Asom | Ason | Asom | Asom Ason | Ason | Ason | Ason Ason | Ason

March | March | March | March March | March | March March
| Raties | 312008 [ 312008 | 31 2007 | 312008 | 312009 | 312010} 312011 312012 312003 | 3128H4
Quick Ratio | 4790 5500 | 6520 | 6.150 | 5.140 9,070 | 8.500 | 12050 | 12.150 13880

f“";'z" (1790 | $3730 | 86250 | 106560 143670 | 144370 L1600 174460 | 206200 | 145850

Dostpr | 7o | 1910 | 2350 | 3000 | 3600 | 4010

| Employee
TOedipe | gen 11320 | 1820 | 2390 2630 | 350 | 3350 | 4030 | 4580 5.430

| Employee
Mtssr-d g191 | 69304 | 82978 | 92509 11315

. Baadh
Sonm Compiled for the Financial Statements retrieved from Banks,
stocksmarketsindia

Data, http/Awww.moneycontrol comy/
Testing the Significance Difference between Pre and Post-Merger Financial Ratios
of ICICI Bank:
meﬂmbovemblwmalsthatavmgevalm ofmeanofpmndpost-mergerof
Gross Profit Margin (91.64659 per ceat and 93- 15626percent), mean value of Net Profi
mean value of Operating Profit Margin

Margin (11.80400percentand 7.28500 per cent),
(5&9()5&) per cent and 75.84905 pet cent)mean value of Retum on Capxtal Employed

| Proftabity | March | March

4190 | 4800 | 3270 | 6280

113628 | 12343 133933 | 145570 | 162167
CMIEPROWESS
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Coverage Ratio (13 8 S04and 15 ""’"g).m“

87 S0), I‘m‘:‘n'\”\‘alu{; of Interest
Retum on Fquity (o H800pervent “‘QM
nancial parameters ncreased in the post. menyer period

Testing the Significance Differen
of State Bank of India:

. ,, ‘*)i'."”"”,
and L3 17 000percentirespectively This pers, f

ce between Pre and Post-Mergey nﬂlmm R

From the aboye tables it reveals that average values of mean of pre and pag;‘gwmﬂh
S ProfitMarging84 03835 per centand 85.95999 per cent), and mean value of (”"""\s
Profit Margin (52.08567 percent and 52.08567 percent) found that there is Increased in g,
POSt-merger. Meanwhile. mean value of Net Profit Margin (11.31400percent andg

PET cent), mean vajye of Return on Capital Employed (90164 3077145 per
mean value of Return on Net Worth (

Ratio (14.36650 and 14.22435), m

of Gro

15.86600 and 12.52600), mean value of Dety- Eqm'h,
can value of Interest Coverage Ratio (15 1 1675 ang
14.68668), mean value of Return on Equity ratio (16.53600 per cent and 13.85600 per cem)

is declined in the post-merger period respectively.
Findings:

The results of this study are projected to have a significant impact on pr§ri tab .’x-:y
Thus, greater emphasis can be placed on those factors that are positively associated with

profitability, and an effort can be made to limit the factors that affect profitability in banks

A

Conclusion:

inoi is one of an economy’s leadin
€ inthe b&ﬁimmm fortherising Inﬁfm%hxd&&yintﬂmof@
| isitions. This can be done byrising costs and ncreasing sales To conclude, banking
s and acquisitions have a vital role and global Phenomenon throughout the world.
m?;:i:mﬁniom onroducity changsi Rt onCapitl Empogeg ey, o e
The ' mﬁtmmmMNMOW$WW
Worth, Operating ce due to the study's need to evaluate bank “onsolidation, The
post-merger M‘::;h mmmmmfmmunmmommmm
importanco of this wastocpializ onthomle Vg i i g
s

g healthindicators. Consolidation

ratios that Compare selected

y clationships,
’ ¢ pre-and post-merger re

: sector banks ‘ pre-

public and private
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