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Abstract: The paper compares the before and after merger position 
of long term profitability with respect to selected Indian banks for a 
period of 2003-04 to 2013-2014. The financial performance is evalu-
ated on the basis of various variables. The study found a negative 
impact of merger on return on equity, return on assets, Net profit 
ratio, yield on advance and yield on investment. However, variables, 
namely, the Earnings per Share, Profit per employee and Business 
per employee have shown positive trend and grown after the merger. 
It has been observed that after the merger, the Assets, Equity, Invest-
ment and advances of all banks increases, but due to underutiliza-
tion, their respective yield decreases. On a contrary, the business per 
employee and profit per employee have increased due to optimum 
utilization of human resources. By applying the Comparative Analy-
sis, the paper also assesses the financial performance of acquiring 
bank with the banking industry. The Bank of Baroda and Oriental 
bank of commerce has found decreases in Yield on Advances and 
yield on investment as compared to average of all banks in the post-
merger period. State bank of India & IDBI Bank has higher business 
per employee and profit per employee as compared to industry aver-
age.
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1. Introduction

The Indian banking industry plays a vital role in the economic development of the 
country. The Indian banking industry has witnessed many reforms in last three 
decades. The banking industry is divided into two categories, namely, Scheduled 
commercial banks and Non-scheduled commercial banks. The banks registered 
as per the Schedule II of the reserve bank of India act, 1934 are known as sched-
uled commercial banks, which further categorized as Public-sector banks, Pri-
vate sector banks and foreign banks. The Nationalized banks, State bank of India 
and its associate banks, Regional Rural Banks fall in the category of a public sec-
tor bank. The Private sector banks include the old Private sector banks and new 
Private sector banks. The regional rural banks are sponsored by particular bank, 
state government and central government and working in rural areas. 

The Merger and acquisition are one of the important tools to achieve the growth. 
The merger as per the Godbole (2013) is the “combination of all the assets, liabili-
ties, loans & business of two or more companies such that one of them survives.” 
Many firms across the globe have adopted the strategy of merger and acquisi-
tion to achieve high growth in business. Further, the merger and acquisition also 
serve the purpose of expansion, reducing the level of competition and creation of 
a large entity. 

According to Narayanswamy (2017) the financial analysis is a technique to study 
the annual report of company to provide relevant information to the decision 
makers. Acquiring firm always needs to check financial performance of the tar-
get firm as merger affects the financial position and wealth of all stakeholders. 
Since merger can have significant impact on financial performance of the acquir-
ing firm in any of the ways, i.e. either positive or negative, the acquirer needs to 
evaluate the target firm in well manner before going for merger deal. Again, the 
merger can result in poor financial performance.

There are five different forms of merger. Vertical Merger is a merger of non-com-
peting companies where one’s product is a necessary component of other’s. Such 
merger can be done between two firms engaged in different aspects of business. 
Horizontal merger involves two firms that operate and compete in the same kind 
of business activity. The acquiring firm belongs to the same industry as the target 
company. Accretive Merger occurs when a company with a high price-to-earnings 
ratio purchases a company with a low price-to-earnings ratio. If there is no eco-
nomic relationship between the acquiring & acquired firm, such a merger is known 
as Conglomerate merger. A merger is dilutive one if the EPS of acquiring company 
falls after merger. This happens due to poor financial performance of target firm. 
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The paper is arranged as follows: section 2 presents the literature review of pre- 
and post-merger financial performance. The research methodology is covered in 
section 3. The data analysis of the selected financial parameters is depicted in 
section 4. The conclusion is covered in section 5.

2. Literature review

The literature on pre- and post-merger financial performance has been used in 
recent times. A review of many studies carried out in many countries across the 
globe is presented here. Many researchers have found a positive impact of merger 
on financial performance. 

Harrison et al. (1991) analyse the post-acquisition performance of 1100 US firms 
in the period of 1970-1989 and demonstrates that the acquisition remains benefi-
cial for the acquiring firms & resulted in improvement of profitability ratios. Lees 
(1992) finds that the merger remains beneficial for the acquiring firm and in the 
post-merger period the profitability has increased with higher rate as compared 
to the pre-merger period. Shanmugam and Nair (2004) analysed the impact of 
merger on financial performance of 54 Malaysian banks. By applying the paired 
t-test on 1990-2000 data, it is found that merger has strengthened the financial 
position of banks and resulted in improvement in profitability ratios. Feroz et al. 
(2005) finds that financial performance enhanced significantly after merger. The 
financial ratios are in improved version after merger. Mumcu and Zenginobuz 
(2005) examine the pre- and post-merger financial performance of the Turkish 
banking industry. They find that merger has significant and positive impact on 
financial performance and resulted in improved profitability. Demirbag et al. 
(2007) analyse the impact of merger on financial performance of Indian phar-
maceutical firms. The study finds that the merger remains positive from the fi-
nancial point of view and ensued in increases in Return on investment and Net 
profit margin. Ramakrishnan (2008) finds that the merger that happened in the 
Indian financial sector from 1996 to 2003 led to improvement in financial per-
formance of firms and also contributed towards brisk growth. In another study, 
Ramakrishnan (2010) examines the impact of merger on financial performance 
of Indian firms using data from 1996 to 2002. The study came with the outcome 
that the mergers have enhanced the long-term performance of firms. Kilic (2011) 
examines the pre- and post-merger financial performance of 10 Turkish banks 
using data envelopment analysis and finds positive impact of merger on profit-
ability. After the merger, the financial performance improved pointedly. Dobre 
et al. (2012) assess financial performance of Romanian corporate firms cover-
ing the period of 2005-2011. They find that the merger resulted in the improve-
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ment of financial performance and, as a result, the profitability ratios increased 
significantly. Francoeur et al. (2012) using the 1990 to 2003 data of Canadian 
firms, finds that the merger improves the profitability. The profitability ratios in-
creases significantly after the merger and shows better results. Meghouara and 
Sbai (2013) find that the merger of the commercial bank of morocco remains 
beneficial. The profitability ratio increased significantly after the merger. Reddy 
et al. (2013) investigate the pre- and post-merger financial performance of In-
dian banks covering a period from 2000 to 2006. The study finds that the merger 
remains positive for the financial performance. Ahmed and Ahmed (2014) as-
sess the financial performance of Pakistani manufacturing companies covering 
a period of 2000-2009. They find that the merger resulted in improving the over-
all performance of the firm. Further, after the merger, there is significant im-
provement in profitability and the merger remains positive. Arvanitis and Stucki 
(2015) analyses the pre- and post-merger financial performance of mergers that 
happened among small and medium sized firms in Switzerland during 2008-
2010. The study revealed that the merger had a positive impact on financial per-
formance and the profitability ratios showed improved performance. Joash and 
Njangiru (2015) by using the data from 2000 to 2014, come to the conclusion that 
the merger remains positive for Kenyan banks. After the merger, the Return on 
investment & earning per share have increased significantly. Rani et al. (2015) 
analyses the pre- and post-merger financial performance of 305 Indian firms us-
ing a paired t-test. The study finds that after the merger the financial performance 
has upgraded and Return on equity, Return on capital employed, the Net profit 
margin increased significantly. Daniya et al. (2016) examine the pre- and post-
merger financial performance of 24 Nigerian banks and concludes that the after 
the merger the financial performance improved and, as a result, the profitability 
ratios increased significantly. Al-Hroot (2016) using the paired sample t-test on 
seven different Jordanians firms finds that the merger resulted in improving the 
overall performance of the firm. Das (2014) studied the pre- and post-merger fi-
nancial performance of regional rural banks using a paired t-test. The study finds 
that the merger has a positive impact on financial performance and increases 
profitability significantly. Patel and Shah (2016) investigate the pre- and post-
merger financial performance of the Indian banking industry covering a period 
of 2001 to 2014. They find the impact of merger to be positive and significant for 
financial performance. 

Some of the researchers have found an average impact of merger on the financial 
performance where profitability has improved but not to a significant extent. Pa-
waskar (2001) analyses the merger of Indian corporates involved in the merger 
activities during 1996 to 2000. He found that the merger does not lead to any 
improvement in financial performance and remains average. Kumar and Bansal 
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(2008) analyse the financial performance of 74 companies using correlation and 
chi-square test. The Study finds that the merger improved the financial perfor-
mance but not significantly. Kumar (2009) assesses the impact of merger on fi-
nancial performance with respect to Indian manufacturing firms covering data 
from 1999-2002. The Study concludes that the merger does not result in signifi-
cant improvement in financial performance. Uddin and Boateng (2009) investi-
gate the pre- and post-merger financial performance of 373 firms. The study finds 
that the merger affects financial performance positively, but not to a significant 
extent. Sufian et al. (2012) examines the pre- and post-merger financial perfor-
mance of Malaysian banks using data covering the period from 1996 to 2009. The 
study finds that there is no significant difference in financial performance after 
the merger. Ghosh and Dutta (2014) investigate the performance of 10 telecom 
companies covering the period from 2000 to 2010. The study finds that there is 
some improvement in financial performance after the merger. Jayaraman et al. 
(2014) analyses the pre- and post-merger financial performance of Indian banks 
covering the period of 2001 to 2013. They find that the merger does not have any 
significant impact on financial performance in the initial period but from the 
third year the profitability shows an increasing trend. Duggal (2015) examines 
the pre- and post-merger financial performance in Indian pharma firms cover-
ing the 2000-2006 period. The study finds that the merger remains somewhat 
beneficial as after the merger the profitability ratios have improved for a period 
of one year only, i.e. short term period. Patel and Patel (2015) examine the impact 
of merger on four Indian banks during 2005-2012. They find that the merger has 
improved the performance but to a limited extent. Rashid and Naeem (2017) ana-
lyse the pre- and post-merger financial performance of 25 Pakistani corporate 
firms covering the period from 1995 to 2012. They find that the merger does not 
have any significant impact on financial performance and there is some improve-
ment in the profitability ratios.

Some researchers have found a negative impact of merger on the financial per-
formance. Mantravadi and Reddy (2008) analysed the pre- and post-merger fi-
nancial performance of Indian firms using paired t-test covering a period from 
1991-2003. They find that the merger remains negative for the financial perfor-
mance and resulted into decreasing in various profitability ratios. In another 
study, Mantravadi and Reddy (2008) using the data of 68 Indian firms, come to 
a conclusion that the mergers that happened among the banking and financial 
service firms remained somewhat beneficial and resulted in marginal improve-
ment in profitability. Kemal (2011) analyses the pre- and post-merger financial 
performance of 2 Pakistani banks covering the period of 2006 to 2009. The study 
finds that the merger deal fails to improve the financial performance and results 
in decrease in the level of profitability. Lakstutiene et al. (2015) analyse the post-
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acquisition performance of 10 corporate firms based in Lithuania. They covered 
a period of 2000 to 2010 and find that the merger had a negative impact on finan-
cial performance of the firms. After the merger, the profitability ratios decreased 
in the short run. Vulanovic (2017) finds that the merger has negative impact on 
the financial performance of industrial firms. The firms engaged in the merger 
have reported negative outcome in the financial performance. Igbinosa et al. 
(2017), Singh & Bansal (2017) and Shijaku (2017) found the financial ratios as an 
important tool to measure the performance.

To date, studies of pre- and post-merger financial performance only considered 
financial ratios but few variables have not been included. These variables are 
pertaining to the banking industry only. This study is considering the variables 
which can give better results. Based on the literature review, the variables and 
statistical test are drawn for carrying out this study. 

3. Research Methodology

This study is carried out with the objective to know the before- and after-the-
merger comparative position of long term profitability with respect to the se-
lected Indian banks. Further, the study also aims to analyse the financial per-
formance of the selected banks with the average of the industry in both pre- and 
post-merger. This study uses five years before and five years after the merger event 
to test the hypothesis. Total duration of eleven years is taken into consideration. 
The year of merger is designated as (T0) whereas the five years before and after 
the merger are shown as (-T5, -T4, -T3, -T2, -T1) and (T1, T2, T3, T4, T5), respec-
tively. This study is carried out using a descriptive research design. The study is 
carried out by using the Basic research approach.

3.1 Data

Here five banks, namely Bank of Baroda, IDBI Bank, Indian Overseas Bank, Ori-
ental Bank of Commerce and State bank of India are selected as per the following 
criteria. 

•	 Banks belong to the public sector
•	 Banks have domestic merger
•	 Banks involved in merger and acquisition activity during 2002 to 2010
•	 Accounting data and financial ratios of the sample banks are available
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The data contain the profitability ratios, balance sheet and profit and loss ac-
count. The reliable data are taken from ACE Equity database software, Reports 
and Publications of Reserve Bank of India, Centre for Monitoring Indian Econ-
omy (CMIE), and Reports and Publications of Indian Banker’s associations. The 
sample banks are selected using the judgmental sampling method.

3.2 Variables and Hypothesis

To perform the financial analysis, various ratios and variables such as Business 
per Employee, earnings per share, net profit margin, profit per employee, return 
on assets, return on equity, yield on advances and yield on investments are used. 
These variables were selected by various researchers in the past, for example Har-
rison et al. (1991), Lees (1992), Pawaskar (2001), Shanmugam and Nair (2004), 
Feroz et al. (2005), Mumcu and Zenginobuz (2005), Demirbag et al. (2007), Ku-
mar and Bansal (2008), Mantravadi and Reddy (2008), Ramakrishnan (2008), 
Kumar (2009), Uddin and Boateng (2009), Ramakrishnan (2010), Kemal (2011), 
Kilic (2011), Dobre et al. (2012), Francoeur et al. (2012), Reddy et al. (2013), Sufian 
et al. (2012), Meghouara and Sbai (2013), Ahmed and Ahmed (2014), Ghosh and 
Dutta (2014), Jayaraman et al. (2014), Duggal (2015), Joash and Njangiru (2015), 
Lakstutiene et al. (2015), Patel and Patel (2015), Rani et al. (2015), Daniya et al. 
(2016), Al-Hroot (2016), Das (2014), Patel and Shah (2016), Rashid and Naeem 
(2017) and Vulanovic (2017). The business per employee and profit per employee 
are variables which concern only the banking industry. But as these variables are 
important in order to evaluate the financial performance with respect to human 
resources, the present study considers these variables.

Here, a paired t-test is used to check the before- and after-the-merger compara-
tive position of long term profitability. The paired t-test is considered as impor-
tant to check the comparative positive and used by various researchers in the 
past, for example Harrison et al. (1991), Pawaskar (2001), Shanmugam and Nair 
(2004), Mumcu and Zenginobuz (2005), Demirbag et al.(2007), Mantravadi and 
Reddy (2008), Ramakrishnan (2008), Kumar (2009), Uddin and Boateng (2009), 
Ramakrishnan (2010), Kemal (2011), Dobre et al. (2012), Francoeur et al. (2012), 
Reddy et al. (2013), Sufian et al. (2012), Meghouara and Sbai (2013), Ahmed and 
Ahmed (2014), Ghosh and Dutta (2014), Jayaraman et al. (2014), Duggal (2015), 
Joash and Njangiru (2015), Lakstutiene et al. (2015), Patel and Patel (2015), Rani 
et al. (2015), Daniya et al. (2016), Al-Hroot (2016), Das (2014), Patel and Shah 
(2016), Rashid and Naeem (2017) and Vulanovic (2017).
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The variable wise hypotheses for performing the paired t-test are listed as below. 
Here, the period before merger and the period after merger are characterized as 
BM & AM, respectively.

Table 1: Variable wise hypothesis

Variable Null Hypothesis Alternative Hypothesis

Return on Equity (ROE) ROEBM = ROEAM ROEBM ≠ ROEAM

Return on Assets (ROA) ROABM = ROAAM ROABM ≠ ROAAM

Earnings per Share (Rs). (EPS) EPSBM= EPSAM EPSBM ≠ EPSAM

Yield on Advances (YOA) YOABM = YOAAM YOABM ≠ YOAAM

Yield on Investments (YOI) YOIBM = YOIAM YOIBM ≠ YOIAM

Net Profit Ratio (NP) NPBM = NPAM NPBM ≠ NPAM

Profit per Employee (PPE) PPEBM = PPEAM PPEBM ≠ PPEAM

Business per Employee (BPE) BPEBM = BPEAM BPEBM ≠ BPEAM

Source: Author’s creation

4. Result and discussion

The study is performed using two different sets of analysis. 1) The pre- and post-
merger financial performance measurement 2) Comparative Analysis

4.1 The pre- and post-merger financial performance measurement

Each variable here is compared on the basis of the average value of five years be-
fore and five years after the merger, respectively. The results of all five banks are 
depicted below. 
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1. Bank of Baroda

Table 2: Pre- and post-merger financial performance of Bank of Baroda

Particulars Duration Mean Standard
Deviation t-value Sig.

Earnings Per Share (Rs.)
Pre-Merger 20.84 9.06

-3.72 0.020
Post-Merger 34.90 16.15

Yield on Advances (%)
Pre-Merger 18.89 2.04

12.92 0.0002
Post-Merger 11.79 1.75

Yield on Investments (%)
Pre-Merger 11.13 0.48

6.39 0.003
Post-Merger 8.37 0.90

Return on Assets (%)
Pre-Merger 0.88 0.28

0.17 0.86
Post-Merger 0.87 0.14

Return on equity (%)
Pre-Merger 15.81 4.64

1.15 0.31
Post-Merger 14.10 2.69

Net Profit Ratio (%)
Pre-Merger 27.88 51.62

0.21 0.008
Post-Merger 22.26 32.12

Profit per Employee (Rs. in Lakh)
Pre-Merger 0.01 0.01

-3.65 0.021
Post-Merger 0.03 0.02

Business per Employee (Rs. in Lakh) Pre-Merger 2.05 0.48 -4.19 0.013

Source: Author’s calculation

Table 2 shows the comparative profitability situation of Bank of Baroda. The av-
erage earning per share (EPS) before the merger had been Rs. 20.84 which in-
creased to Rs. 34.90 after the merger. The t-value (-3.72) and significance value 
(0.020) reveals that after the merger the EPS enhanced significantly. The yield 
from advances decreased from 18.89 % to 11.79% after the merger. Further, the 
t-value (12.92) and significance value (0.0002) divulge the significant impact of 
merger on yield on advances. The yield on advances decreased due to underutili-
zation of advance in post-merger period. The yield on investment also decreases 
from 11.13% to 8.37%. The t-value (6.39) and significance value (0.003) shows the 
significant impact of merger on yield on investment. The yield on investment de-
creases due to not utilizing the investments in optimum level in the post-merger 
period. Return on assets does not change with respect to the merger. The reason 
is proper utilization of assets in both pre- and post-merger period. Return on eq-
uity witnessed minor change in post-merger period (14.10%) as compared to the 
pre-merger period (15.81%). The t-value (1.15) and significance value (0.31) shows 
insignificant impact of merger on return on equity. The net profit ratio decreased 
from 27.88% to 22.26% and the t-value (0.21) and significance value (0.008) shows 
there is significant impact. Profit per employee increases three times after the 
merger, and t-value (-3.65) as well as significance value (0.021) show significant 
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impact. The business per employee rose 2.81 times after the merger. The t-value 
(-4.19) and significance value (0.013) reveal that the merger had significant im-
pact on business per employee. The increase in business per employee and profit 
per employee shows better utilization of human resources. Overall, the merger 
has negative impact on Return on equity (%), Net Profit Ratio, Yield on Advances 
(%) & Yield on Investments (%) and positive impact on Return on assets, Earn-
ings per Share, Profit per Employee and Business per Employee. 

2. Oriental Bank of Commerce

Table 3: Pre- and post-merger financial performance of Oriental bank of commerce

Particulars Duration Mean Standard
Deviation t-value Sig.

Earnings Per Share (Rs.)
Pre-Merger 20.20 9.86

-1.14 0.031
Post-Merger 26.55 9.87

Yield on Advances (%)
Pre-Merger 22.10 3.74

5.91 0.04
Post-Merger 12.70 0.90

Yield on Investments (%)
Pre-Merger 12.88 0.52

4.94 0.007
Post-Merger 9.47 1.04

Return on Assets (%)
Pre-Merger 1.27 0.38

1.26 0.027
Post-Merger 0.93 0.39

Return on Equity (%)
Pre-Merger 21.59 5.57

1.93 0.012
Post-Merger 13.77 6.62

Net Profit Ratio (%)
Pre-Merger 28.91 34.24

0.28 0.007
Post-Merger 19.94 76.27

Profit per Employee (Rs. in Lakh)
Pre-Merger 0.028 0.013

-5.71 0.004
Post-Merger 0.056 0.005

Business per Employee (Rs. in Lakh)
Pre-Merger 3.116 0.75

-5.65 0.004
Post-Merger 7.788 2.58

Source: Author’s calculation

Table 3 shows the comparative profitability situation of Oriental bank of com-
merce. The EPS increases from Rs. 20.20 to Rs. 26.55 after the merger. The t-value 
(-1.14) and significance value (0.031) reveals significant improvement in the EPS 
after the merger. The Yield on Advances is decreased from 22.10% to 12.70%. The 
t-value (5.91) and significance value (0.04) divulges the significant impact of the 
merger. The yield on investment also decreases from 12.88% to 9.47%. Further, 
the t-value (4.97) and significance value (0.007) shows the significant impact of 
merger on the yield on investment. The bank has not utilized the investment and 
advances in optimum level which resulted in decrease in their respective yield. 
After the merger, the return on assets is decreasing with difference of 0.34%, 
which is significant as per the t-value (4.97) and significance value (0.027). The 
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assets increase after the merger, but due to underutilization, the return on assets 
decreased in the post-merger period. The Return on Equity witnessed significant 
decrease in the pre-merger period (21.59%) and post-merger period (13.77%). 
Further, the t-value (1.93) and significance value (0.012) shows the significant im-
pact. The equity increase after the merger but due to underutilization, the return 
on equity decreased in post-merger period. The Net Profit Ratio witnessed nega-
tive impact of the merger where the ratio decreased from 28.91% to 19.94%, after 
the merger. The t-value (0.28) and significance value (0.007) show a significant 
impact on the negative side. The Profit per employee increased after the merger 
with double value. The t-value (-5.71) and significance value (0.004) show a sig-
nificant impact of the merger on the positive front. The Business per employee 
also increased significantly from Rs. (In Lakh) 3.116 to Rs. (In Lakh) 7.788 and it 
was supported by t-value (-5.65) and significance value (0.004). After the merger, 
the business per employee and profit per employee increased due to optimum 
utilization of human resources. Overall, the merger had a negative impact on 
Return on assets (%), Return on equity (%), Net Profit Ratio, Yield on Advances 
(%) & Yield on Investments (%) and positive impact on Earnings per Share, Profit 
per employee and Business per employee. 

3. IDBI bank 

Table 4: Pre- and post-merger financial performance of IDBI Bank

Particulars Duration Mean Standard
Deviation t-value Sig.

Earnings Per Share (Rs.)
Pre-Merger 5.40 1.60

-6.47 0.0029
Post-Merger 12.32 3.23

Yield on Advances (%)
Pre-Merger 11.25 4.04

0.223 0.834
Post-Merger 10.79 0.81

Yield on Investments (%)
Pre-Merger 7.65 3.66

0.682 0.532
Post-Merger 6.42 1.16

Return on Assets (%)
Pre-Merger 0.89 0.25

2.37 0.076
Post-Merger 0.61 0.07

Return on Equity (%)
Pre-Merger 17.21 7.92

1.12 0.032
Post-Merger 12.44 2.20

Net Profit Ratio (%)
Pre-Merger 101.45 51.62

2.86 0.0455
Post-Merger 25.19 19.69

Profit per Employee (Rs. in Lakh)
Pre-Merger 0.07 0.03

-2.05 0.0109
Post-Merger 0.09 0.02

Business per Employee (Rs. in Lakh)
Pre-Merger 11.10 4.37

-9.27 0.0005
Post-Merger 19.98 4.20

Source: Author’s calculation
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Table 4 shows the comparative profitability situation of IDBI Bank. The EPS in-
creased from Rs. 5.40 to Rs. 12.32 after the merger. The t-value (-6.47) and sig-
nificance value (0.0029) divulge significant improvement in the EPS after the 
merger. The Yield on Advances is decreased from 11.25% to 10.79%. The t-val-
ue (0.223) and significance value (0.834) reveals an insignificant impact of the 
merger. The yield on investment also decreases from 7.65% to 6.42%. Further, 
the t-value (0.682) and significance value (0.532) shows an insignificant impact of 
merger on the yield on investment. The bank has underutilized the investment 
and advances which resulted in decrease in their respective yield. The return on 
assets decreased from 0.89 % to 0.61%, in the post-merger period. The t-value 
(2.37) and significance value (0.076) show insignificant impact of the merger. 
The assets increases after the merger but due to underutilization, the return on 
assets decreased in the post-merger period. The Return on Equity witnessed a 
significant decrease in the pre-merger period (17.21%) and post-merger period 
(12.44%). Further, the t-value (1.12) and significance value (0.032) show a signifi-
cant impact. Equity increased after the merger but due to underutilization, the 
return on equity decreased in the post-merger period. The Net Profit Ratio wit-
nessed negative impact of the merger where the ratio decreased from 101.45% to 
25.19%, after the merger. The t-value (2.86) and significance value (0.0455) show 
a significant impact. The Profit per employee increased from Rs. (in Lakh) 0.07 
to Rs. (in Lakh) 0.09 after the merger. The t-value (-2.05) and significance value 
(0.0109) show a significant impact. The Business per employee also increased sig-
nificantly from Rs. (in Lakh) 11.10 to Rs. (in Lakh) 19.98 which was supported by 
t-value (-9.27) and significance value (0.0005). After the merger, the business per 
employee and profit per employee increased due to the optimum utilization of 
human resources. The merger has the most negative impact on the net profit ratio 
among all the variables. Overall, the merger remains average from the financial 
performance point of view.
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4. Indian Overseas Bank

Table 5: Pre- and post-merger financial performance of Indian overseas bank

Particulars Duration Mean Standard 
Deviation t-value Sig.

Earnings Per Share (Rs.)
Pre-Merger 12.72 3.84

-1.39 0.023
Post-Merger 17.98 5.14

Yield on Advances (%)
Pre-Merger 15.84 3.40

2.58 0.06
Post-Merger 12.51 0.96

Yield on Investments (%)
Pre-Merger 10.22 1.33

3.90 0.017
Post-Merger 7.69 1.09

Return on Assets (%)
Pre-Merger 1.28 0.15

1.86 0.13
Post-Merger 0.86 0.36

Return on Equity (%)
Pre-Merger 31.20 3.32

5.55 0.005
Post-Merger 18.51 7.55

Net Profit Ratio (%)
Pre-Merger 36.00 25.23

1.58 0.018
Post-Merger 6.49 35.78

Profit per Employee (Rs. in Lakh)
Pre-Merger 0.03 0.01

-1.84 0.013
Post-Merger 0.04 0.009

Business per Employee (Rs. in Lakh)
Pre-Merger 3.06 1.07

-8.23 0.001
Post-Merger 8.33 2.47

Source: Author’s calculation

Table 5 shows the comparative profitability situation of Indian Overseas Bank. 
The average EPS increased from Rs. 12.72 to Rs. 17.98 after the merger. The t-
value (-1.39) and significance value (0.023) reveal that after the merger, the EPS 
improved significantly. The yield from advances is decreased from 15.84% to 
12.51% after the merger. Further, the t-value (2.58) and significance value (0.06) 
divulge an insignificant impact of the merger on the yield on advances. The yield 
on advances decreased due to underutilization of advances in the post-merger 
period. The yield on investment also decreased from 10.22% to 7.69%. The t-value 
(3.90) and significance value (0.017) shows significant impact of the merger on 
the yield on investment. The yield on investment decreased due to underutili-
zation of investment in the post-merger period. The return on assets decreased 
from 1.28% to 0.86%, which is insignificant as per the t-value (1.86) and signifi-
cance value (0.13). The assets increased after the merger but due to underuti-
lization, the return on assets decreased in the post-merger period. Return on 
equity experienced a significant change in the post-merger period (18.51%) as 
compared to the pre-merger period (31.20%). The t-value (5.55) and significance 
value (0.005) show there is a significant impact of the merger on return on eq-
uity. The net profit ratio decreased from 36% to 6.49% in the post-merger period. 
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Further, t-value (1.58) and significance value (0.018) show a significant impact. 
Profit per employee increased 1.25 times after the merger. The t-value (-1.84) and 
significance value (0.013) show a significant impact. Business per employee also 
increased 2.72 times after the merger. The t-value (-8.23) and significance value 
(0.001) reveal that the merger had a significant impact on business per employee. 
Increase in business per employee and profit per employee shows better utiliza-
tion of human resources. Overall, the merger remains average from the financial 
performance point of view.

5. State bank of India

Table 6: Pre- and post-merger financial performance of State bank of India 

Particulars Duration Mean Standard
Deviation t-value Sig.

Earnings Per Share (Rs.)
Pre-Merger 112.92 29.73

-0.535 0.62
Post-Merger 134.85 71.70

Yield on Advances (%)
Pre-Merger 11.89 1.05

0.56 0.60
Post-Merger 11.99 0.56

Yield on Investments (%)
Pre-Merger 7.36 0.95

-0.70 0.519
Post-Merger 7.85 0.64

Return on Assets (%)
Pre-Merger 0.96 0.10

2.12 0.100
Post-Merger 0.79 0.15

Return on Equity (%)
Pre-Merger 16.21 1.04

2.59 0.060
Post-Merger 12.88 2.64

Net Profit Ratio (%)
Pre-Merger 17.93 22.32

0.46 0.016
Post-Merger 9.96 25.91

Profit per Employee (Rs. in Lakh)
Pre-Merger 0.03 0.01

-3.67 0.02
Post-Merger 0.05 0.01

Business per Employee (Rs. in Lakh)
Pre-Merger 4.61 1.39

-14.91 0.0001
Post-Merger 9.49 2.10

Source: Author’s calculation

Table 6 shows the comparative profitability situation of State bank of India. The 
EPS increased from Rs. 112.92 to Rs. 134.85 after the merger. The t-value (-0.535) 
and significance value (0.62) exposes insignificant impact of merger on the EPS. 
The yield on advances increased from 11.89% to 11.99%. The t-value (0.56) and 
significance value (0.60) reveal insignificant impact of the merger. The yield on 
investment also increased from 7.36% to 7.85%. Further, the t-value (-0.70) and 
significance values (0.519) show insignificant impact of the merger on yield on 
investment. The bank had utilized the investment and advances in an efficient 
manner which resulted in an increase in their respective yields. The return on 
assets decreased from 0.96% to 0.79%. Further, the t-value (2.12) and significance 
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value (0.100) reveal an insignificant impact of the merger on the return on assets. 
The assets increased after the merger but due to underutilization, the return on 
assets decreased in post-merger period. The Return on Equity witnesses the sig-
nificant decrease in the pre-merger period (16.21%) and the post-merger period 
(12.28%). Further, the t-value (2.59) and significance value (0.060) shows the in-
significant impact. The equity increase after the merger but due to underutiliza-
tion, the return on equity decreased in post-merger period. The net profit ratio 
witnessed negative impact of merger where the ratios decreased from 17.93% to 
9.96%, after the merger. The t-value (0.46) and significance value (0.0166) showed 
a significant impact. The profit per employee increased from Rs. (in Lakh) 0.03 
to Rs. (in Lakh) 0.05 after the merger. The t-value (-3.67) and significance value 
(0.02) shows a significant impact. The business per employee also increased sig-
nificantly from Rs. (in Lakh) 11.10 to Rs. (in Lakh) 19.98 which was supported 
by t-value (-14.91) and significance value (0.0001). After the merger, the profit per 
employee and business per employee increased due to optimum utilization of 
human resources. The merger had positive impact on all variables namely, Earn-
ings per Share, Yield on Advances, Yield on investments, Profit per employee and 
Business per employee. The return on equity and return on assets experienced 
negative impact of the merger. 

4.2 Comparative Analysis

A comparative analysis of various financial performance variables of acquiring 
banks and the banking industry is given with respect to the pre- and post-merger 
periods. This is done with the objective to analyse the improvement in financial 
performance in the post-merger period in relation to the industry average.
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Table 7: Comparative analysis of financial variables of sample banks with average of all 
banks

Particulars Period Bank of 
Baroda

Oriental 
bank of 

commerce

IDBI
Bank

Indian 
Overseas 

bank

State 
bank of 

India

Average 
of all 

banks

Earnings Per Share (Rs.)
Pre-Merger 20.84 20.2 5.4 12.72 112.92 32.24

Post-Merger 34.9 26.55 12.32 17.98 134.85 41.84

Yield on Advances (%)
Pre-Merger 18.89 22.1 11.25 15.84 11.89 16.21

Post-Merger 11.79 12.7 10.79 12.51 11.99 15.99

Yield on Investments (%)
Pre-Merger 11.13 12.88 7.65 10.22 7.36 10.32

Post-Merger 8.37 9.47 6.42 7.69 7.85 9.83

Return on Assets (%)
Pre-Merger 0.88 1.27 0.89 1.28 0.96 0.98

Post-Merger 0.87 0.93 0.61 0.86 0.79 0.84

Return on equity (%)
Pre-Merger 15.81 21.59 17.21 31.2 16.21 21.24

Post-Merger 14.1 13.77 12.44 18.51 12.88 13.48

Net Profit Ratio (%)
Pre-Merger 27.88 28.91 101.45 36 17.93 38.42

Post-Merger 22.26 19.94 25.19 6.49 9.96 21.43

Profit per Employee 
(Rs. in Lakh)

Pre-Merger 0.01 0.028 0.07 0.03 0.03 0.0284

Post-Merger 0.03 0.056 0.09 0.04 0.05 0.0491

Business per Employee 
(Rs. in Lakh)

Pre-Merger 2.05 3.116 11.1 3.06 4.61 4.243

Post-Merger 5.77 7.788 19.98 8.33 9.49 9.13

Source: Author’s calculation

Table 7 presents a comparative analysis of various financial performance vari-
ables of acquiring banks and the banking industry. Among all the banks, SBI 
has higher Earning per share than the average of all banks, in both pre- and 
post-merger period. Rests of the banks have their EPS below average. The Bank 
of Baroda and Oriental bank of commerce had higher yield on advances and 
yield on investment as compared to the average of all banks in the pre-merger 
period. But in the post-merger period, yield on advances and yield on investment 
of all the banks fell below average. It further reveals that after the merger, the 
yield on investment of banks does not grow at the industry average rate. Indian 
overseas bank and Oriental bank of commerce have found their return on assets 
and return on equity higher than the average of the industry in both pre- and 
post-merger period. Interestingly, the Bank of Baroda had a higher Return on 
assets and return on equity as compared to that of the industry in the post-merg-
er period, which further enhances the improvement in financial performance. 
Among all the banks, only State bank of India and Indian overseas bank have 
reported lower net profit ratio as compared to the industry. IDBI Bank and State 
bank of India have higher profit per employee as compared to the industry in 
both pre- and post-merger situations. Profit per employee of the Indian overseas 
bank is higher as compare to average in the pre-merger period, but it falls below 
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in post-merger period. Profit per employee of Oriental bank of commerce had 
been below the average in the pre-merger period and rose above the average in 
the post-merger period. IDBI Bank and State bank of India have higher business 
per employee in both pre- and post-merger periods and the rest of the banks fall 
below average. 

5. Summary and Conclusion

Using the paired t-test, the paper compares the before and after merger position 
of long term profitability with respect to the selected Indian banks for the period 
from 2003/04 to 2013/14. The pre-merger and post-merger financial performance 
has been measured by selecting certain financial variables. Bank of Baroda, IDBI 
Bank, Indian Overseas Bank and Oriental Bank of Commerce have experienced 
a negative impact of the mergers on most of the variables and a positive impact on 
a few variables. In the post-merger period, the profitability of all four banks de-
creased. However, for all four banks, the earnings per share, profit per employee 
and business per employee showed positive trend and have grown after the merg-
er. The State bank of India had a positive impact of the merger on the majority of 
the variables namely, earnings per share, yield on advances, yield on investments, 
profit per employee and business per employee. After the merger, assets, equity, 
investment and advances of all banks increased, but some banks would not able 
to utilize these resources at the optimum level and it resulted in decrease in their 
respective yields. After the mergers, the business per employee and profit per 
employee in all the banks have increased due to optimum utilization of human 
resources. Overall, Bank of Baroda, IDBI Bank, Indian Overseas Bank and Ori-
ental Bank of Commerce have experienced mix impact of merger where certain 
variables found a negative impact and some variables found a positive impact. 
The State bank of India also found a mix impact of merger, but the impact is more 
towards the positive side. As compared to other banks, the merger of State bank 
of India had more positive impact on profitability variables. Further, the com-
parative analysis of various financial performance variables of acquiring bank /
acquired banks? and the banking industry is also performed. Bank of Baroda and 
Oriental bank of commerce experienced decreases in yield on advances and yield 
on investment as compare to the average of all banks in the post-merger period. 
IDBI Bank and State bank of India had higher business per employee and profit 
per employee in both pre- and post-merger periods.
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