



Assessing the Influence of Merger with Respect to Financial Performance of Indian Bank: A CAMEL Approach Analysis


ABSTRACT

The merger of Allahabad Bank and Indian Bank, effective from April 1, 2020, is a significant event in India’s public sector banking consolidation. This study examines the merger's impact on Indian Bank’s financial performance using the CAMEL framework, which assesses Capital Adequacy, Asset Quality, Management Quality, Earnings, and Liquidity. A paired t-test was applied to analyse the bank's pre- and post-merger performance. The results show notable improvements in Asset Quality, Management Quality, and Earnings, indicating that the merger enhanced operational efficiency, profitability, and management practices. However, mixed results were observed in Asset Quality and Management Efficiency, suggesting ongoing challenges related to liquidity and financial stability. The study concludes that while the merger offers growth potential, its success depends on effective integration and continuous monitoring of key performance metrics. The CAMEL framework provides valuable insights into the impact of mergers in the Indian banking sector.
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STUDY HIGHLIGHTS
The merger of Allahabad Bank and Indian Bank, effective from April 1, 2020, is a key development in India’s public sector banking consolidation. This study evaluates the impact of the merger on Indian Bank's financial performance using the CAMEL framework, which assesses Capital Adequacy, Asset Quality, Management Quality, Earnings, and Liquidity. By applying a paired t-test to pre- and post-merger data, the results reveal improvements in Asset Quality, Management Quality, and Earnings, indicating enhanced operational efficiency, profitability, and management practices.
However, mixed outcomes were observed in Asset Quality and Management Efficiency, highlighting persistent challenges in liquidity and financial stability. The findings suggest that while the merger has the potential for long-term growth, its success hinges on effective integration and continuous monitoring of key performance metrics. This study provides valuable insights into the impact of banking mergers in India, emphasizing the need for careful management of integration processes to ensure sustained financial health and operational success.
1. INTRODUCTION:
For decades banking mergers have significantly impacted the financial industry influencing both domestic and global banking environments. These mergers, where multiple banking institutions combine into one, have substantial economic repercussions. They are motivated by various factors such as the drive for greater operational efficiency, expansion into new markets, and improved financial stability (Maani & Rajkumar, 2024). As banks aim to enhance their performance and adjust to changing market conditions, it is essential to grasp the complexities and outcomes of these mergers. M&A transactions offer Indian companies benefits like access to new markets, technologies, and economies of scale. However, they also involve Challenges, such as difficulties in merging systems, cultural disparities, and compliance with regulations, necessitating careful planning and understanding of local dynamics (17ArticleJayBhaveshParekh.Pdf, n.d.). Mergers and acquisitions are strategies for growth and market expansion, but they involve complexities that demand careful planning and integration. Success hinges on factors like strategic fit, cultural alignment, and communication. Companies must assess potential benefits and risks to ensure effective management and stakeholder value creation.

The impact of mergers and acquisitions (M&As) on the financial performance of banks has been widely studied in the context of both developed and emerging markets. Research suggests that the effects of mergers on a bank’s financial stability and profitability depend on various factors, including the efficiency of integration, the scale of operations, and the financial health of the institutions involved (Bandyopadhyay, 2014). In the banking sector, mergers often lead to improved financial performance due to increased market share, enhanced operational efficiency, and better resource utilization (DeYoung, 2007).

Bank mergers lead to enhanced scale efficiency by expanding the customer base and market presence. With a wider array of products and services available to customers, the risk associated with lending capital is reduced (Singh & Das, 2018). The merger of two banks enables the realization of economies of scale. By combining their resources and asset bases, the merged entity can more effectively reach new customers and provide enhanced, customized services due to its larger financial foundation. Additionally, administrative and operational costs decrease, as these expenses are distributed over a broader customer base (Kumar & Bahl, 2022).

Many companies find that mergers lead to instability and losses, often faring better pre-merger. Poor integration, negotiation errors, and external factors contribute to M&A failures, necessitating thorough analysis beforehand. 

Through a thorough analysis, this paper seeks to contribute to a deeper understanding of banking mergers, highlighting their role in the evolving economic environment and providing valuable perspectives on their financial efficiency. This study uses CAMEL model, Conducted by the Federal Financial Institutions Examination Council (FFIEC) in the United States in the early 1980s, this study examines the financial performance of Indian Bank both prior to and following its merger.

 LITERATURE REVIEW

(Mohan, 2006) signifies that the Indian banking sector suffers from an oversupply of banks with poor service levels, limiting their global presence. Consolidation is crucial for creating stronger institutions, achieving economies of scale, enhancing competitiveness, and reducing costs. It should focus on synergies, skill sets, and capacity to improve the overall financial landscape. 

(Raghavan, 2015) focused on the efficiency gains resulting from mergers in Indian banks, with a special emphasis on liquidity and earnings. The study concluded that larger banks benefitted from better economies of scale, leading to higher earnings. However, liquidity management was a challenge during the initial post-merger phase.

(Kaur, 2016) analysed the strategic benefits of mergers in public sector banks, particularly focusing on the impact on earnings and liquidity. The study found that while larger banks post-merger enjoyed enhanced market reach and financial stability, they faced difficulties in asset quality management due to the integration of diverse asset portfolios.
(Reddy, 2017) explored the effects of bank mergers in India, focusing on public sector banks. The study found that mergers generally enhanced capital adequacy and profitability, but challenges in asset quality and liquidity persisted. The author suggested that while the merged entities saw improved operational scale, the integration process required careful attention to management practices and risk handling.

(Choudhury, 2018) assessed the financial performance of banks post-merger in India using the CAMEL framework. The study revealed improvements in capital adequacy, earnings, and liquidity, although asset quality showed mixed outcomes. The paper concluded that while mergers offered growth potential, their success largely depended on effective integration strategies and continuous monitoring of financial health.

The impact of mergers of banks was found negative in Private sector banks while public sector banks experienced notable changes in liquidity due to acquisitions. Acquisitions negatively impacted the liquidity and overall performance of private banks, while public banks saw a positive effect on net earnings (Gandhi, 2018).
(Singh, 2018) used the CAMEL framework to analyse the performance of Indian banks post-merger. They observed improvements in capital adequacy and earnings due to enhanced synergies and economies of scale. However, asset quality and liquidity were areas of concern, with some merged banks struggling to maintain healthy NPA levels.
(Poddar, 2019) study found that M&A deals provide less value than anticipation for acquiring companies, influenced by factors like the macroeconomic environment and motivations for the mergers. Additionally, overarching issues such as the global financial crisis constrained the performance of Indian acquirers.

(Verma, 2019) evaluated the effect of mergers on asset quality in Indian banks. The study highlighted that while mergers contributed to stronger financial metrics such as earnings and capital adequacy, asset quality showed mixed results. Non-performing assets (NPAs) increased in some cases, reflecting integration challenges in loan management.

(Gupta, 2020) examined the role of corporate governance in determining the success of bank mergers. The study found that mergers improved financial performance in terms of capital adequacy and profitability when effective governance practices were followed. However, without proper governance, asset quality could suffer due to poor integration practices.

(Sundararajan, 2020) investigated the role of synergies in improving the financial performance of banks after mergers. Using the CAMEL approach, the study found that mergers led to significant improvements in profitability, capital adequacy, and liquidity. However, managing asset quality remained a critical challenge, particularly in terms of integrating loan portfolios.

(Bhatia, 2021) explored the role of management quality post-merger in the banking sector. They found that the management practices of merged banks improved in terms of efficiency and decision-making. However, the study noted that effective leadership during the integration process was crucial for realizing the expected financial benefits from the merger.

(Singh A. , 2022) analysed the increased risk exposure of banks after mergers using the CAMEL framework. The study found that although merged banks were more capitalized, they often faced risks in terms of liquidity management and asset quality, particularly in integrating large, diverse portfolios from both banks.

(Dadresha, 2023) found that merger of banks leads to high return on assets and dividend payouts and improvement in the earnings of Merged Bank, however, it did not able to increase the interest income. The bank's asset quality declined with falling total and non-performing assets. Deposits grew, liquidity remained strong, and adequate capital supported stability and reduced failure risk. 

(Impact of Merger Announcements on Shareholders’ Wealth, n.d.) looked at how merger announcements affect the shareholders of banks. In India, several banks have merged recently, including Times Bank with HDFC Bank, Bank of Madurai with ICICI Bank, ICICI Ltd with ICICI Bank, Global Trust Bank with Oriental Bank of Commerce, and Bank of Punjab with Centurion Bank. These announcements had a positive and significant impact on the shareholders' wealth. The study also explored mergers between European and American banks, noting that while there were positive effects for both the acquiring and target banks, there was some loss of shareholder value in the US cases. The analysis showed that in the days surrounding the merger announcements, the combined banks had capital adequacy ratios of 4.29% over three days and 9.71% over eleven days. This suggests that merging banks can be beneficial for the shareholders.

The analysis of recent mergers and demergers in India highlights significant trends in corporate restructuring. Mergers are strategic initiatives designed to enhance operational efficiency, market competitiveness, and shareholder value, often leading to synergies and improved financial results. Conversely, demergers enable companies to concentrate on core operations and enhance shareholder value by separating different business segments. Both processes demand careful planning, clear communication, and regulatory adherence to optimize outcomes and create value for stakeholders (Maheshwari, 2024).

The study indicates that M&A deals often provide less value to acquiring companies within three years due to factors like the economic environment and merger motivations. Cultural differences pose significant challenges during integration, leading to layoffs and executive turnover, which delays the realization of synergy benefits. While some acquisitions aim for immediate gains, most are intended for long-term advantages, such as economies of scale and reduced costs (Mukherjee). 


2. RESEARCH METHODOLOGY

Objective

This study seeks to evaluate the financial performance of Indian Bank before and after its merger, using the CAMEL model. The primary goal of the paper is to determine whether the merger has influenced the bank's overall financial performance.

Data Sources

The study primarily relies on secondary data, including the annual reports of Indian Bank for the period 2017–18 to 2022–23, which were obtained from the Reserve Bank of India’s website and the CMIE database. It also draws on various journals, periodicals, research papers, and publications—both domestic and international—that examine the financial performance of India’s banking sector. The analysis spans six years, from 2017 to 2023, with three years covering the period before the merger (2017–2020) and three years after the merger (2021–2023) between Allahabad Bank and Indian Bank, which took effect on April 1, 2020.

Hypothesis
The primary objective of the study is achieved, and the research hypothesis is validated using paired t-tests. The sample period includes both the pre-merger and post-merger phases. Based on this division, the financial metrics from the CAMEL framework are organized into two groups: one representing the period before the merger and the other reflecting the period after the merger. The hypotheses formulated for the study are as follows:
H0: There is no notable change in the financial performance of Indian Bank when comparing the periods before and after the merger.
H1: There is notable change in the financial performance of Indian Bank when comparing the periods before and after the merger.

Tools Used

The financial stability of Indian banks is assessed using seventeen financial indicators from the CAMEL model, covering various dimensions. To evaluate Capital Adequacy, four ratios are considered: Capital Adequacy Ratio (CAR), Debt to Equity Ratio (DER), Total Advances to Total Assets (TAd to TA) Ratio, and Government Securities to Total Investment Ratio (GSTIR). Asset Quality is analysed using two ratios: Net NPA to Net Advances (NNPA to NAd) and Total Investments to Total Assets (TI to TA) Ratio. For measuring Management Efficiency, three indicators are used: Total Advances to Total Deposits (TAd to TD) Ratio, Earnings Per Employee (EPE), and Business per Employee (BPE). Profitability is assessed through four ratios: Return on Assets (ROA), Return on Equity (ROE), Net Interest Margin (NIM), and Operating Profit to Working Fund Ratio (OPWFR). To examine the bank's liquidity position pre- and post-merger, four ratios are used: Liquid Assets to Total Assets Ratio (LATAR), Liquid Assets to Total Deposits Ratio (LATDR), Government Securities to Total Assets Ratio (GSTAR), and Liquid Assets to Demand Deposits (LADD). Additionally, a Paired Sample t-test is applied to test the study's hypothesis.

Limitations of the Study

The study has several limitations. It focuses on the short-term impact of the merger, leaving long-term effects on financial stability unexplored. While the CAMEL framework provides a detailed financial analysis, non-financial factors like customer satisfaction and employee morale are not considered. The study also overlooks broader macroeconomic or regulatory influences that may have impacted the bank's post-merger performance. Additionally, it relies on secondary financial data, which may have accuracy or completeness issues. Finally, by concentrating on the merger between Indian Bank and Allahabad Bank, the findings may not be applicable to other public sector bank mergers.

Research Gap

This study has several research gaps, including the long-term effects of mergers on financial stability, customer loyalty, and efficiency. It also overlooks the cultural and organizational integration process, which affects merger success. The influence of regulatory changes, customer perceptions, and market trust in the merged entity is not explored. A comparative study of different public sector bank mergers and the impact on smaller banks also presents valuable areas for future research.

3. RESULTS AND DISCUSSION:
Table 1: Capital Adequacy
	Particulars
	After Merger
	Before Merger

	
	2022-2023
	2021-2022
	2020-2021
	Average
	2019-2020
	2018-2019
	2017-2018
	Average

	CAR (%)
	16.49
	16.53
	15.71
	16.24
	14.12
	13.21
	12.55
	13.29

	DER
	0.53
	0.46
	0.76
	0.583
	1.09
	0.74
	1.25
	1.027

	TAd to TA Ratio (%)
	63.23
	57.94
	58.17
	59.78
	63.94
	64.72
	61.95
	63.537

	GSTIR (%)
	90.53
	91.67
	90.56
	90.92
	85.78
	82.73
	87.67
	85.393


Source: Authors’ Calculation
Table 1 presents the capital adequacy of Indian Bank for the both Pre-Merger (2017-20) and post-merger (2021-23) periods. Table depicts that post-merger average CAR and GSTIR are improved as compared to the pre-merger period. Conversely, the DER Ratio and TAd to TA Ratio are declined. Indian Bank has adequate capital to satisfy its payments and commitments. Less DER Ratio means the bank is financing its operations less with debt and more with equity which makes it less risky. It suggests that post-merger the Capital Adequacy of the bank has improved.
Table 2: Asset Quality
	Particulars
	After Merger
	Before Merger

	
	2022-2023
	2021-2022
	2020-2021
	Average
	2019-2020
	2018-2019
	2017-2018
	Average

	NNPA to NAd
	0.9
	2.27
	3.37
	2.18
	3.13
	3.75
	3.81
	3.56

	TI to TA Ratio(%)
	26.18
	26
	28.32
	26.83
	26.25
	23.21
	28.25
	25.90


  Source: Authors’ Calculation
Table 2 presents an overview of the Asset Quality of Indian Bank for the periods before the merger (2017-2020) and after the merger (2021-2023). The NNPA to NAd ratio, one of the two parameters of Asset Quality under CAMEL, of Indian Bank decreased from 3.13% in 2019-20 to 0.9% in 2022-23, suggesting that only 0.9% of total advances are unrecoverable in 2022-23. The average of the ratio during post-merger, 2.18 times, is also less than average in Pre-merger period (3.56 times). It reflects that bank’s NPA, after merger, relatively reduced. Furthermore, the TI to TA Ratio experienced a minor decline, from 26.25% in 2019-20 to 26.18% in 2022-23. The average TI to TA ratio is also declined from 25.90 percent during pre-merger period to 26.83 percent during the reported post-merger period.
Table 3: Management Efficiency
	

	Particulars
	                After Merger
	                 Before Merger

	
	2022-2023
	2021-2022
	2020-2021
	Average
	2019-2020
	2018-2019
	2017-2018
	Average

	TAd to TD Ratio (%)
	72.33
	65.56
	67.4
	68.43
	76.04
	74.88
	75.17
	75.36

	EPE (Rs.)
	1.3
	1
	0.7
	1
	0.4
	0.2
	0.6
	0.4

	BPE (Rs.)
	266.1
	262
	221.7
	249.93
	246.2
	217.4
	185.6
	216.4


Source: Authors’ Calculation
Table 3 illustrates the Management Efficiency of the Indian Bank for the periods before the merger (2017-2020) and after the merger (2021-2023). Three indicators are used to assess management efficiency: TAd to TD, EPE, and BPE. The TAd to TD ratio decreased from 76.04% in 2019-2020 to 72.33% in 2022-2023. However, the merger had a positive effect on EPE, which rose from Rs.0.4 in 2019-2020 to Rs.1.3 in 2022-2023, as well as on BPE, which increased from Rs.246.2 in 2019-2020 to Rs.266.1 in 2022-2023.
Table 4: Earning Efficiency
	Particulars
	After Merger
	Before Merger

	
	2022-2023
	2021-2022
	2020-2021
	Average
	2019-2020
	2018-2019
	2017-2018
	Average

	ROA (%)
	0.77
	0.63
	0.5
	0.63
	0.26
	0.12
	0.53
	0.30

	ROE (%)
	5.23
	2.81
	5.97
	4.67
	2.06
	0.72
	3.25
	2.01

	NIM
	3.37
	2.93
	2.81
	3.037
	2.87
	2.96
	2.9
	2.91

	OPWFR (%)
	2.22
	2.03
	1.84
	2.03
	2.2
	1.86
	2.12
	2.06


Source: Authors’ Calculation
The banks' earning efficiency is demonstrated through four indicators: ROA, ROE, NIM and OPWFR, as shown in Table-4. High-earning banks exhibit strong financial health, while low-earning banks face financial difficulties. The table compares the earning efficiencies of Indian bank before and after the merger. ROA improved significantly from 0.26% in 2019-20 to 0.77% in 2022-23 following the merger with Allahabad Bank. ROE rose from 2.06% to 5.23%, and net interest margin increased from 2.87% to 3.37%. However, OPWFR remained relatively unchanged, staying at 2.2% in 2019-20 and rising slightly to 2.22% in 2022-23.

Table 5: Liquidity
	Particulars
	After Merger
	Before Merger

	
	2022- 2023
	2021- 2022
	2020- 2021
	Average
	2019- 2020
	2018- 2019
	2017- 2018
	Average

	LATAR (%)
	7.05
	1.9
	8.25
	5.73
	4.5
	7.15
	5.12
	5.59

	LATDR (%)
	8.07
	13.46
	9.56
	10.36
	5.35
	8.27
	6.21
	6.61

	GSTAR (%)
	23.7
	23.82
	25.64
	24.39
	22.52
	19.2
	24.77
	22.16

	LADD (%)
	139.81
	217.64
	159.11
	172.19
	102.77
	151.03
	100.18
	117.99


Source: Authors’ Calculation
Table 5 provides a summary of the bank's liquidity from the before merger period (2017-2020) to the after merger period (2021-2023). It utilizes four key indicators: LATAR, LATDR, GSTAR and LADD. Following the merger, the LATAR for Indian bank rose from 4.5% in 2019-20 to 7.05% in 2022-23. The LATDR also increased, from 5.35% to 8.07%. Additionally, the proportion of GSTAR showed a slight rise from 22.52% to 23.7%. Notably, the LADD ratio experienced a significant increase, climbing from 102.77% in 2019-20 to 139.81% in 2022-23.
Table 6: Summary of Results of Paired t-test

	Particulars
	Paired Differences
	t
	df
	Sig. (2-tailed
	Results

	
	Mean
	Std. Dev.
	Std. Error Mean
	
	
	
	

	Capital Adequacy
	CAR 
	2.95
	0.509
	0.294
	-10.045
	2
	0.009
	Accepted

	
	DER
	-0.444
	0.146
	0.084
	5.27
	2
	0.034
	Accepted

	
	TAd to TA Ratio
	-3.757
	3.035
	1.752
	2.143
	2
	0.165
	Rejected

	
	GSTIR
	5.527
	3.1
	1.79
	-3.089
	2
	0.091
	Rejected

	Asset Quality
	NNPA TO NAd
	-1.38
	0.9
	0.519
	2.665
	2
	0.116
	Rejected

	
	TI to TA Ratio
	0.93
	1.612
	0.931
	-0.999
	2
	0.423
	Rejected

	Management Efficiency
	TAd to TD Ratio
	-6.93
	2.9
	1.673
	4.145
	2
	0.053
	Rejected

	
	EPE
	0.6
	0.436
	0.252
	-2.384
	2
	0.140
	Rejected

	
	BPE
	-39.63
	12.548
	7.245
	-4.628
	2
	0.044
	Accepted

	Earning Efficiency
	ROA
	0.33
	0.312
	0.18
	-1.833
	2
	0.208
	Rejected

	
	ROE
	2.66
	0.542
	0.313
	-8.493
	2
	0.013
	Accepted

	
	NIM
	0.127
	0.325
	0.187
	-0.675
	2
	0.568
	Rejected

	
	OPWFR
	-0.03
	0.229
	0.132
	0.227
	2
	0.841
	Rejected

	Liquidity
	LATAR
	0.14
	4.68
	2.702
	-0.053
	2
	0.962
	Rejected

	
	LATDR
	3.75
	1.283
	0.741
	-5.065
	2
	0.036
	Accepted

	
	GSTAR
	2.23
	2.081
	1.202
	-1.85
	2
	0.205
	Rejected

	
	LADD
	54.2
	15.343
	8.858
	-6.118
	2
	0.025
	Accepted



Table 6 displays the results of the paired sample t-test for each financial parameter within the CAMEL framework, comparing the periods before and after the merger. The analysis is carried out using a paired t-test at a 0.05 significance level, with a two-tailed approach.

Regarding Capital Adequacy, significant differences are observed in the TAd to TA Ratio and GSTIR. The null hypothesis (H0) is rejected in these two cases, while it is not rejected for the CAR and DER. Therefore, we cannot draw any definitive conclusions about whether there are significant differences pre-merger and post-merger for this parameter. The findings are neutral, indicating that the merger may or may not have an impact.
Regarding Asset Quality, significant differences are observed in the ratios of NNPA To NAd and TI to TA. The null hypothesis is rejected in both instances. Consequently, we can infer that mergers have a considerable impact on Indian banks in this area.
When evaluating Management Efficiency, differences were observed in the TAd to TD ratio and EPE. In both instances, the null hypothesis was rejected, indicating that the merger had a significant effect. However, in the case of Business per Employee, the null hypothesis was not rejected, suggesting that the merger did not have an impact on Indian Bank.
When assessing the Earning Efficiency parameter, the results were mixed. Three metrics—ROA, NIM, and OPWFR—rejected the null hypothesis, while ROE did not. These varied outcomes do not provide clear support for any particular hypothesis.

In the evaluation of the Liquidity parameter, two metrics rejected the null hypothesis, while two did not. The LATAR and GSTAR rejected the null hypothesis, whereas the LATDR and LADD did not.
These parameters yield mixed or neutral outcomes, creating uncertainty about whether to support the null or alternate hypothesis. They do not clearly demonstrate whether the merger impacts the financial performance of Indian banks. No specific hypothesis can be definitively supported. The conclusion on whether the merger is beneficial depends on which parameters are affected by the merger and the reasons for the merger decision. Only by assessing whether those parameters are met can a determination be made about the merger's success.
CONCLUSION
This research paper has examined the merger between Indian Bank and Allahabad Bank, focusing on its impact through the CAMEL framework. The analysis reveals a significant positive effect on asset quality, management efficiency, and earnings, indicating that the merger has successfully enhanced these critical areas. Improved asset quality suggests better risk management and a healthier loan portfolio, while increased management efficiency points to effective operational integration and streamlined processes that have bolstered overall productivity. Furthermore, the rise in earnings demonstrates the merger’s contribution to profitability, providing a solid foundation for future growth.
Conversely, the findings regarding capital adequacy and liquidity parameters indicate a more neutral outcome. This suggests that while the merger has improved certain performance metrics, challenges remain in enhancing the financial resilience and liquidity position of the combined entity. The neutral results in these areas underscore the importance of ongoing monitoring and strategic adjustments to strengthen capital buffers and ensure robust liquidity management.
In conclusion, while the merger presents notable advantages in several key performance indicators, the mixed outcomes in capital adequacy and liquidity highlight the need for continuous assessment and proactive strategies. Overall, this study contributes valuable insights into the implications of bank mergers in the Indian banking sector, emphasizing the necessity for effective integration and management to maximize the benefits of such consolidations.
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