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Abstract 

India's banking sector has undergone significant transformations, with mergers and acquisitions (M&As) 

playing a crucial role in addressing challenges like high non-performing assets (NPAs), low profitability, and 

inefficiencies. Driven by the government's goal to create stronger, competitive institutions, especially in 

public sector banks (PSBs), these mergers aim to enhance scale, capital efficiency, and credit delivery. This 

study examines the impact of recent mergers, such as those involving State Bank of India and Bank of 

Baroda, using financial ratios like Return on Assets (ROA), Net Interest Margin (NIM), and NPA ratios to 

assess performance. While mergers have generally improved financial stability, profitability, and reduced 

NPAs, challenges such as integration complexities, cultural mismatches, and job redundancies persist. The 

paper also discusses the broader implications of these mergers, including effects on competition, systemic 

risks, and economic inclusivity. Ultimately, it provides insights for policymakers to ensure that future 

mergers contribute positively to India's economy while managing associated risks. 
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Introduction 

Mergers and acquisitions (M&As) in India’s banking sector have become key strategies to improve scale, 

efficiency, and financial stability, driven by government consolidation efforts. Notable mergers, such as 

SBI’s 2017 integration with associate banks and the 2019 merger of Vijaya Bank and Dena Bank with Bank 

of Baroda, have enhanced financial metrics like ROA and NIM. While these mergers strengthen financial 

resilience, concerns about job losses, reduced competition, and "too big to fail" institutions remain. This 

paper evaluates the financial performance of merged banks and explores the broader economic impact, 

offering insights on optimizing mergers to support India’s economic goals. 
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The Indian Banking Sector: Historical Context 

The Indian banking sector has evolved significantly since independence, with the nationalization of banks in 

1969 and 1980 to promote financial inclusion. Public sector banks (PSBs) became dominant, controlling a 

large share of banking assets. However, economic liberalization in the 1990s introduced competition from 

private and foreign banks, reducing PSBs' dominance. In recent years, the government has focused on 

consolidating PSBs to address issues like low profitability, high non-performing assets (NPAs), and 

operational inefficiencies. Between 2017 and 2020, major mergers occurred, such as the merger of five 

associate banks with the State Bank of India (SBI) and the 2019 amalgamation of Vijaya Bank and Dena 

Bank with Bank of Baroda. These mergers aim to strengthen financial stability, improve asset quality, and 

enhance competitiveness, though challenges related to integration and regional disparities remain. 

 

Financial Analysis: Pre- and Post-Merger Performance 

This section presents a financial analysis of key mergers in India's banking sector using data from annual 

reports, financial statements, and performance metrics. 

Key Financial Ratios 

1. Return on Assets (ROA): ROA measures how efficiently a bank is using its assets to generate 

profits.  

2. Net Interest Margin (NIM): NIM indicates the difference between the interest earned and the 

interest paid, reflecting a bank’s core profitability.  

3. Non-Performing Assets (NPA) Ratio: One of the key challenges facing Indian banks has been the 

high level of NPAs.  

4. Cost-to-Income Ratio: The cost-to-income ratio measures operational efficiency. A lower ratio 

indicates better cost management, which is often a goal of mergers. 

Data Analysis 

Table 1: Shows the financial performance of major Indian banks before and after mergers 

Bank 

Name 

Merger 

Year 

ROA 

(Pre-

Merger) 

ROA 

(Post-

Merger) 

NIM 

(Pre-

Merger) 

NIM 

(Post-

Merger) 

NPA Ratio 

(Pre-

Merger) 

NPA Ratio 

(Post-

Merger) 

State Bank 

of India 
2017 0.41% 0.48% 2.93% 3.12% 6.90% 5.60% 

Bank of 

Baroda 
2019 0.29% 0.35% 2.50% 2.75% 11.00% 9.45% 

SOURCE: RESEARCHER’S OWN CALCULATION 
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The data from the mergers of the State Bank of India (SBI) in 2017 and Bank of Baroda (BOB) in 2019 

reveals significant trends and outcomes regarding the financial performance of these consolidated entities. 

Key indicators such as Return on Assets (ROA), Net Interest Margin (NIM), and Non-Performing Assets 

(NPA) ratio provide valuable insights into the impact of mergers on operational efficiency, profitability, and 

asset quality. 

State Bank of India (SBI) Merger Analysis 

The 2017 merger of SBI with its five associate banks (State Bank of Patiala, State Bank of Mysore, State 

Bank of Hyderabad, State Bank of Bikaner & Jaipur, and State Bank of Travancore) was one of the most 

significant consolidations in India’s banking history.  

1. Return on Assets (ROA): The increase in ROA from 0.41% to 0.48% post-merger indicates SBI's 

improved efficiency in generating profits from assets.  

2. Net Interest Margin (NIM): The increase in NIM from 2.93% to 3.12% post-merger suggests SBI’s 

improved resource allocation, likely due to reduced costs and better credit assessments.  

3. Non-Performing Assets (NPA) Ratio: The reduction in the NPA ratio from 6.90% to 5.60% post-

merger reflects improved asset quality. SBI benefited from a unified risk management framework, 

stronger credit assessments, and better loan recovery processes, leading to better credit risk 

management. 

4. Challenges Faced: Despite the positive outcomes, the integration of systems, processes, and 

workforce presented challenges.  

Bank of Baroda (BOB) Merger Analysis 

The 2019 merger of Bank of Baroda with Vijaya Bank and Dena Bank marked another major consolidation 

in the Indian banking sector. The goal was to create a more robust and competitive entity capable of 

addressing operational inefficiencies and increasing lending capacity. 

1. Return on Assets (ROA): BOB's ROA improved from 0.29% to 0.35% post-merger, indicating 

positive profitability impact.  

2. Net Interest Margin (NIM): BOB's NIM increased from 2.50% to 2.75% post-merger, indicating 

improved profitability.  

3. Non-Performing Assets (NPA) Ratio: The NPA ratio decreased from 11.00% to 9.45% post-

merger, highlighting improved asset quality.  

4. Challenges Faced: The merger process for BOB, Vijaya Bank, and Dena Bank was not without its 

difficulties. The integration of technology systems posed significant challenges, as the three banks 

operated on different platforms.  
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Diagram 1: Merger Impact on ROA and NPA Ratio 

 

Discussion: Boon or Bane? 

The consolidation of India’s banking sector through mergers and acquisitions (M&As) has sparked 

significant discussions about their effectiveness in improving financial performance. M&As can have 

positive effects by enhancing key financial metrics such as Capital Adequacy Ratio (CAR) and Return on 

Assets (ROA). When banks merge, larger institutions often benefit from economies of scale, allowing them 

to reduce operational costs, improve risk management, and achieve greater financial stability. The merger of 

State Bank of India (SBI) with its associate banks in 2017, for example, resulted in better resource 

utilization, expanded market reach, and improved operational efficiency. Additionally, mergers can drive 

innovation by merging different technologies, skills, and operational processes, leading to enhanced service 

offerings, improved customer experiences, and better competitiveness in a rapidly evolving market. 

However, mergers also present notable challenges and risks. One major concern is the increase in Non-

Performing Assets (NPAs) that often accompanies the integration of banking entities. Integration challenges, 

including cultural mismatches, management inefficiencies, and difficulties in aligning operational 

frameworks, can lead to an increase in NPAs. In some cases, the anticipated synergies and benefits of the 

merger do not materialize, leading to disillusionment among stakeholders. Additionally, post-merger 

disruptions, including layoffs and organizational restructuring, can result in a loss of valuable human capital, 

impacting employee morale and productivity. This can, in turn, affect service quality and customer trust, 

especially if the integration process is not handled effectively. 

While M&As in India’s banking sector can offer substantial financial and operational benefits, they also 

come with significant risks. To maximize the advantages and minimize the drawbacks, careful evaluation, 

ongoing monitoring, and adaptive management are essential. Policymakers and banking executives must 

focus on smooth integration strategies, address potential workforce issues, and ensure that mergers 

contribute positively to both the banking institutions and the broader economy. 
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Conclusion 

Indian banking mergers have strengthened financial institutions, improving capital bases and operational 

efficiencies. However, concerns include reduced competition, higher consumer costs, and potential job 

losses, particularly in administrative roles. Mergers may also impact rural and under-banked areas, limiting 

access to banking services. Policymakers must ensure that mergers balance consolidation benefits with 

maintaining competition, protecting jobs, and promoting financial inclusion. Future mergers should 

prioritize equitable growth, minimizing negative impacts while supporting the broader economic objectives 

of stability and inclusivity. 
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