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Abstract 

 

This paper analyses the process of mergers of Public Sector Banks (PSBs) in India and 

studies the impact of these mergers on their Non-Performing Assets (NPAs). NPAs are 

loans or advances that have been defaulted for a long time (reliant upon the terms of each 

bank/loan). NPAs significantly affect the profitability of banks which in turn can disturb 

the entire economy. The public and shareholders lose faith in banking institutions which 

is harmful for the economy. Hence, it is important to understand how the measures taken 

to reduce NPAs fare in the long run.  
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Chapter I: Introduction 

This section deals w explains the motive behind this research and the aim/objective 

of the same.ith the theoretical aspect of Mergers and Acquisitions. It also  

 

 

 

 

 

 

 

 

 

 

 

 

 

  

 



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

1.3 Aims and Objectives the of Research 

1.3.1 Aim of the Research 

“The main aim of this research is to analyze the impact of mergers in Public Sector 

Banks on their Non-Performing Assets”. 



1.3.2 Objectives of the Research 

• To analyze how mergers, impact financial performance of Public Sector 

Banks. 

• To study the effect of mergers in Public Sector Banks on their Non-

Performing Assets. 

1.4 Hypothesis of Research 

H0: “Mergers reduce the Non-Performing Assets and improve operating efficiency 

of banks.” 

H1: “Mergers do not reduce the Non-Performing Assets of PSBs.” 

1.5 Structure of Project 

The structure of this project would be distributed over 5 chapters which are: 

 

 

 

 

 

 

ReferencesConclusionData Analysis
Research 

Methodology
Literature 

Review
Introduction



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

 

 



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



Chapter 3: Research Methodology 

3.1 Research Problem 

Hypothesis –  

H0: “Mergers reduce the Non-Performing Assets and improve operating efficiency of 

banks.” 

H1: “Mergers do not reduce the Non-Performing Assets of PSBs.” 

 

The premise of this research is to test whether the mergers done in PSBs have been able 

to reduce the NPAs of the merged entities or have the mergers failed. Major emphasis is 

to understand the impact of merger on financial performance of the banks and comment 

on the ideology of merging banks for better synergy. 

3.2 Research Design 

Research design is defined as a context of methods and techniques chosen by a researcher 

to combine various components of research in a logical way so that the research problem 

is proficiently handled. 

The design of a research topic is used to explain the type of research. There are three main 

sections of research design: Data collection, measurement, and analysis. 

Types of Research Design 

A researcher must have a clear understanding of the various types of research design to 

select which type of research design to implement for a study. Research design can be 

broadly classified into quantitative and qualitative research design. 

Qualitative Research Design: Qualitative research is implemented in cases where a 

relationship between collected data and observation is established on the basis of 

mathematical calculations. Theories related to a naturally existing phenomenon can be 

proved or disproved using mathematical calculations. Researchers rely on qualitative 

research design where they are expected to conclude “why” a particular theory exists 

along with “what” respondents have to say about it. 



Quantitative Research Design: Quantitative research is implemented in cases where it 

is important for a researcher to have statistical conclusions to collect actionable insights. 

Numbers provide a better perspective to make important business decisions. Quantitative 

research design is important for the growth of any organization because any conclusion 

drawn on the basis of numbers and analysis will only prove to be effective for the business.   

Further, research design can be divided into five types – 

1. Descriptive Research Design: In a descriptive research design, a researcher is solely 

interested in describing the situation or case under his/her research study. It is a theory-

based research design which is created by gather, analyze and presents collected data. By 

implementing an in-depth research design such as this, a researcher can provide insights 

into the why and how of research.   

2. Experimental Research Design: Experimental research design is used to establish a 

relationship between the cause and effect of a situation. It is a causal research design where 

the effect caused by the independent variable on the dependent variable is observed. For 

example, the effect of an independent variable such as price on a dependent variable such 

as customer satisfaction or brand loyalty is monitored. It is a highly practical research 

design method as it contributes towards solving a problem at hand. The independent 

variables are manipulated to monitor the change it has on the dependent variable. It is 

often used in social sciences to observe human behavior by analyzing two groups – effect 

of one group on the other. 

3. Correlational Research Design: Correlational research is a nonexperimental research 

design technique which helps researchers to establish a relationship between two closely 

connected variables. Two different groups are required to conduct this research design 

method. There is no assumption while evaluating a relationship between two different 

variables and statistical analysis techniques are used to calculate the relationship between 

them. 

Correlation between two variables is concluded using a correlation coefficient, whose 

value ranges between -1 and +1. If the correlation coefficient is towards +1, it indicates a 



positive relationship between the variables and -1 indicates a negative relationship 

between the two variables. 

4. Diagnostic Research Design: In the diagnostic research design, a researcher is inclined 

towards evaluating the root cause of a specific topic. Elements that contribute towards a 

troublesome situation are evaluated in this research design method. 

5. Explanatory Research Design: In exploratory research design, the researcher’s ideas 

and thoughts are key as it is primarily dependent on their personal inclination about a 

particular topic. Explanation about unexplored aspects of a subject is provided along with 

details about what, how and why related to the research questions. 

3.2.1 Justification for using research design 

Since the research objective is to investigate, describe and measure phenomena 

at a particular point in time, descriptive & quantitative research design is best 

suited for this research. 

3.3 Data Collection 

There are two forms of data collection and information gathering techniques prevalent in 

the research environment: 

• Primary Data Collection: Collecting data for the first time and for the specific 

purpose of research. This data is fresh and is collected by various methods such as 

surveys, interviews, focus groups, observation techniques, etc. 

 

• Secondary Data Collection: This data is already present in the market and was 

collected by some other person for a different purpose. It is historical in nature and 

is available through multiple sources. 

3.3.1 Justification – Secondary Data 

This research is based on understanding and analyzing financial data of past years, and 

the only way to collect it is through banks’ official websites, hence secondary data has 

been used in this research. 



 

 

 

 

 

 

 

 

 

 

 

 

Chapter 4: Data Findings & Analysis 

This section explores the financial data collected of two PSB mergers i.e. Indian overseas 

Bank and Bharat overseas Bank Merger (2007) and IDBI Bank and The United Western 

Bank Ltd Merger (2006). The data has been analyzed for pre-merger and post-merger 



performance in terms of NPAs. The post-merger analysis has been done from the year of 

merger to the next 5 years to understand the implication of merger on the bank. 

4.1 Indian overseas Bank and Bharat overseas Bank Merger (2007) 

4.1.1 Financial Analysis 

Financial Ratio March'12 March'11 March'10 March'9 March'8 

March'7 
(Pre-
Merger) 

Net Profit Margin 5.37% 8.05% 6.18% 11.68% 13.29% 15.06% 

Return on Net Worth 131.76% 173.34% 129.77% 243.35% 220.69% 185.10% 

Debt-Equity Ratio 132.39 287.07 238.47 220.01 186.76 150.77 

Earnings Per Share (Rs) 13.18 17.33 12.98 24.34 22.07 18.51 

Return on Assets 1.00% 0.60% 0.54% 1.11% 1.18% 1.23% 

Cash to Total Assets 15.41% 6.77% 7.56% 9.11% 10.16% 10.93% 

Debt Ratio 191.49% 92.66% 92.19% 88.99% 89.12% 87.21% 

Interest Coverage -91.84% -86.41% -90.01% -80.42% -77.27% -69.17% 

 

 March'07 March'08 March'09 March'10 March'11 March'12 CAGR 

Gross 
NPA 1120.21 996.95 1923.41 3611.08 3089.59 3920.07 28.47% 
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The financial performance of Indian overseas Bank has been on a decline since the merger. 

EPS and Debt-Equity Ratio briefly increased for some time but declined eventually. 

The NPA too grew by a CAGR of 28.47% which is very high. The contributing factors 

may have been more than just the merger, but the eventual conclusion is that the merger 

could not help reduce NPAs. 

4.2 IDBI Bank and The United Western Bank Ltd Merger (2006) 

4.2.1 Financial Analysis 

Financial Ratio March'11 March'10 March'09 March'08 March'07 

March'06 
(Pre-
Merger) 

Net Profit Margin 7.98% 5.85% 6.55% 7.46% 8.53% 8.42% 

Return on Net Worth 216.28% 152.07% 121.36% 282.07% 229.31% 186.27% 

Debt-Equity Ratio 255.42 319.56 235.14 177.54 140.51 122.36 

Earnings Per Share (Rs) 16.76 14.23 11.85 10.06 8.7 7.75 

Return on Assets 0.85% 0.48% 0.52% 1.59% 1.63% 1.52% 

Cash to Total Assets 8.26% 6.30% 6.58% 6.81% 6.79% 6.06% 

Debt Ratio 92.28% 92.98% 92.02% 86.74% 84.26% 83.03% 

Interest Coverage -88.44% -92.07% -91.67% -90.09% -88.92% -88.78% 

 

 

-100.00%

-90.00%

-80.00%

-70.00%

-60.00%

-50.00%

-40.00%

-30.00%

-20.00%

-10.00%

0.00%

March'7 March'8 March'9 March'10 March'11 March'12

Interest Coverage



 March'06 March'07 March'08 March'09 March'10 March'11 CAGR 

Gross 
NPA 1115.52 1231.86 1564.68 1435.69 2129.38 2784.73 20.08% 
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After the merger, the financial ratios improved, however, the debt increased which is not 

good for the bank. The gross NPA too grew at a CAGR of 20.08% which again highlights 

that reduction of NPA could not be achieved by merging the banks. 
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Chapter 5: Conclusion & Recommendations 

By analyzing the financial data, we come to a conclusion that merging of public sector 

banks does not necessarily reduce their non-performing assets and hence mergers should 

not be done with the motive of NPAs in mind. 

our H0 hypothesis stands rejected and we accept the H1 hypothesis that says, mergers of 

PSBs do not result in reduced NPA. 

To reduce NPA, following recommendations can be used: 

• Creating awareness, and curbing unproductive borrowings through regulation. 

• Multiple level of approvals to sanction massive loans. There should be transparent 

mechanism and disclosure regulations.  

• Banks and sanctioning officials must be held accountable for the decisions. 

Appropriate action and communication, legal system, collaboration and 

coordination between authorities will lessen NPA.    
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