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ABSTRACT

Banks play a vital role in the economic development of any country. Therefore, it is
very important to understand the functioning of banks from time to time. The performance of
banks can be measured in various aspects using various parameters. One such model to
evaluate the bank’s performance in 5 parameters is the CAMEL model. In this study, the
CAMEL model is used to evaluate the performance of SBI over 8 years and how the merger
of SBI with 5 of its subsidiaries and Bharatiya Mahila Bank affected the overall performance
of SBI.

Keywords: Capital adequacy, Asset quality, Management efficiency, Earnings quality,
Liquidity position.

INTRODUCTION

Banks are financial institutions that accept money from people in the form of deposits
and lend this money to individuals and institutions. The banking system is an important
component of the country’s economic environment. The banking sector helps in the
generation of investments to increase the capital available, improves both international and
internal trade activities along with assisting the monetary policies. Thus, it is very important
to have a proper evaluation of the bank’s performance and operation of banks regularly. This
helps in having a strong financial system and a healthy economy. To evaluate the
performance of the banking industry, it is necessary to use efficient indicators. CAMEL
model is one such model which considers different important indicators and evaluates the
performance of banks in six categories namely:

Capital Adequacy,
Asset quality,
Management efficiency,
Earnings quality,
Liquidity position.

arwdE

This CAMEL concept was developed in 1979 by Federal Financial Institutions
Examination Council (FFIEC). These 5 indicators help us to compare and understand the
performance of a bank.

The CAMEL model is utilized to assess SBI's performance in this study. SBI is the
world's 43rd largest bank He, et al. (2022). The Bank of Bengal, the Bank of Bombay, and
the Bank of Madras combined in 1921 to form the Imperial Bank. In 1955 it was renamed as
The State Bank of India. In 2017, Bharatiya Mahila Bank and five of SBI subsidiaries (State
Bank of Bikaner and Jaipur, State Bank of Hyderabad, State Bank of Travancore, State Bank
of Patiala, State Bank of Mysore) merged into SBI. The performance of SBI before and after
the merger is evaluated in this study.

1 1528-2678-26-4-212

Citation Information: Kandi, P., & Anvitha, S. (2022) A study on the performance of SBI pre and post-merger using the camel
model. Academy of Marketing Studies Journal, 26(4), 1-10.



Academy of Marketing Studies Journal Volume 26, Issue 4, 2022

REVIEW OF LITERATURE

Pandit & Gandhi (2021) from GLS University studied the performance of SBI and
HDFC banks. This study is a comparative study and based on the results of 23 ratios used in
the study, they have concluded that both the banks performed well in some parameters.
HDFC has better performed in Capital Adequacy, Asset Quality, and Management efficiency
whereas SBI has a better performance in terms of Liquidity. Both the banks have equal
performance in terms of earnings quality.

Panboli & Birda (2019) examined the performance of selected private sector and public
sector banks from 2012-2013 to 2016-2017. SBI, PNB, BOB, UBI, and Canara bank are the
five public sector banks considered for this study. ICICI, HDFC, Axis, YES, and Kotak
Mahindra are the five private sector banks. After evaluating the results of these institutions
using the five factors of the CAMEL model, they discovered that private sector banks
outperform public sector banks.

Lavanya & Srinivas (2018) from CBIT, Hyderabad conducted a study on ICIC Bank,
HDFC Bank, Axis Bank, Kotak Mahindra, and Yes Bank from the time period of 2013 to
2017. After averaging all the ranks given to each bank in all 5 CAMEL parameters, they
concluded that ICICI stood in first place followed by HDFC Bank.

Kumar & Malhotra (2017) from Kurukshetra University used the CAMEL approach on
selected private banks and ranked the banks based on their research. In this study, the banks
were given a ranking for each CAMEL parameter along with an overall ranking. For the
study, they have selected the top 5 banks listed on the BSE and they include HDFC Bank,
ICICI Bank, Kotak Mahindra Bank, Axis Bank, and Indusind Bank. After analyzing the 5
banks, they concluded that Axis Bank has better performance when compared to the other
four.

Sushendra Kumar Mishra along with Parvesh Kumar Aspal analyzed the performance
of SBI and its subsidiaries. They concluded that there was a tiny difference in the
performance of these banks after the study, but that these changes were insignificant after
employing ANOVA employed the CAMEL model to analyze bank performance. Eight public
sector banks and seven private sector banks were selected for this study based on the size of
their assets. According to their observations, private sector banks outperform public sector
banks.

Mathiraj & Ramya (2009) an Assistant Professor from Alagappa University
investigated the performance of 5 banks and their values are interpreted in a statistical way
using ANOVA. Based on this research it is concluded that all the banks considered for the
study are having a good capital structure.

Research Gap

The entire financial stability of any economy is highly dependent on the banking sector
of the country. Hence having a strong and efficient banking sector is crucial for the
development of a country. As the economic conditions are volatile in nature, it is very
essential to have a continuous monitoring system to understand the ups and downs. Hence the
performance should be evaluated from time to time so that the new changes are included in
the study.

Research questions

1. How is the performance of SBI before and after its merger in 2017?
2. Did the bank achieve synergy after its merger in 20177
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Objectives

1. To study the presence of synergy after the merger in 2017.
2. To evaluate the performance efficiency of the SBI Pre and Post-merger using CAMEL attributes.

Hypothesis
Ho: There is no change in the financial performance of SBI after a merger.
Hi: There is a change in the financial performance of SBI after the merger.

Research Methodology

To understand the performance of SBI and the effect of mergers (if any) on its
financial performance this study was conducted. CAMEL model is used for this analysis. The
performance of the SBI over 8 years (from 2014 to 2021). This study relies on secondary
data, which was obtained from SBI's annual reports and the SBI website. To understand the
significance of these ratios Chow test is conducted.

The different ratios used in this study for the 5 parameters include:

Capital Adequacy: Capital Adequacy Ratio, Advances to Total Assets Ratio
Asset Quality: Net NPA to Net Advances Ratio, Total Investments to Total assets
Management Efficiency: Profit per Employee, Return on Equity

Earnings Quality: Dividend pay-out ratio, Net Profits to Total Assets

Liquidity Position: Liquidity Coverage Ratio, Credit Deposit Ratio

agrwnE

DATA ANALYSIS
Capital Adequacy
The Capital Adequacy parameters help us to assess the bank’s compliance with the

regulations. This helps in understanding the capital position of an institute and how safe is
people’s money Table 1.

Table 1
RESULTS OF SBI CAPITAL ADEQUACY BEFORE AND AFTER THE MERGER

Financial year Capital Adequacy Ratio (in %) Advances to Total Assets Ratio

(in %)
2013-2014 12.44 67.48
2014-2015 12.00 63.48
2015-2016 13.12 62.08
2016-2017 13.11 58.06
2017-2018 12.60 56.01
2018-2019 12.72 59.38
2019-2020 13.06 58.85
2020-2021 13.74 54.02
Average before merger 12.6675 62.78
Average after merger 13.03 57.06

Source: Author computation.

From the above analysis, we can see that SBI has a mixed performance in terms of
Capital adequacy. The Capital adequacy ratio of SBI decreased immediately after the merger
(from 13.11% to 12.60%). From the 2018-2019 financial year, we can see that there is a
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steady increase for the next 3 years and a positive change in the average (from 12.6675% to
13.03%). At the same time, the Advances to Total Assets ratio has a downfall even before the
merger (decrease from 67.48% to 58.06% over 4 years). After the merger, it has shown a
slight growth for one year (59.38% in the 2018-2019 financial year) but continued to
decrease again in the next years. The average for Advances to total Assets has also shown a
decrease over the years after the merger (from 62.78% to 57.06%) Figure 1.

Capital Adequacy Ratio

14 13.74

13.12 13.11 13.06

2013-2014 2014-2015 2015-2016 2016-2017 2017-2018 2018-2019 2019-2020 2020-2021

FIGURE 1
CAPITAL ADEQUACY RATIO

The above line chart represents the change in the Capital Adequacy ratio of SBI over
the last 8 years. From the chart, we can see that there is a structural break at 2 points (2014-
2015 and 2017-2018). The change in 2017-2018 (merger year) shows a bit of a downfall.
From then there is a positive change in the Capital Adequacy ratio. To understand the
significance of this change Chow test is conducted. The p-value of the test is 0.01695. As the
value is less than 0.05, we can conclude that the change in efficiency is significant.

Asset Quality

This parameter helps us to understand the quality of the assets that the bank has. This is
important as the value of the assets is volatile in nature and thus has high risk. It helps in
understanding the credit risk and how the banks are monitoring the credit risk Table 2.

Table 2
RESULTS OF SBI ASSET QUALITY BEFORE AND AFTER THE MERGER

Financial year Net NPA/Net Advances Ratio (in | Total Investments to Total assets

%) (in %)
2013-2014 2.57 22.25
2014-2015 2.12 23.52
2015-2016 3.81 24.42
2016-2017 3.71 28.31
2017-2018 5.73 30.71
2018-2019 3.01 26.27
2019-2020 2.23 26.50
2020-2021 1.50 29.81
Average before merger 3.0525 24.62
Average after merger 3.1175 28.32

Source: Author computation.
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The above table helps us to understand that the Asset quality of SBI has increased
after the merger. The net NPA to net advances ratio has been changing in both directions
before merger but immediately after the merger, it showed strong growth (an increase from
3.71% to 5.73%). After the first year of the merger, it failed to maintain its growth and
showed a decrease in the result (a decrease from 5.73% to 1.50% in 4 years). The total
investments to total assets ratio have a steady growth before the merger (increase from
22.25% to 28.31% in 4 years), but later the SBI struggled to maintain the growth. Later in the
2020-2021 financial year, there is a positive change in this ratio (an increase from 26.50% to
29.81%) Figure 2.

Net NPA/Net Advances Ratio

5.73
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FIGURE 2
NET NPA/NET ADVANCES RATIO

The above line chart represents the change in the net NPA to Net Advances ratio of
SBI over last 8 years. From the chart, we can see that there is a major structural break in
2017-2018 (merger year). There is a huge increase in the value of the ratio in the first year
after the merger and from then it decreased. To understand the significance of this change
Chow test is conducted. The p-value of the test is 0.003658. As the value is less than 0.05, we
can conclude that the change in efficiency is significant.

Management Efficiency
This parameter helps us to understand the ability of the institute’s management team

and how they identify and respond to financial stress. This helps us to understand which
banks are having better managerial efficiency Table 3.

Table 3
RESULTS OF SBI MANAGEMENT EFFICIENCY BEFORE AND AFTER THE
MERGER
Financial year Profit per Employee (in | Returnon Equity (in %)
000)
2013-2014 485 10.49
2014-2015 602 11.17
2015-2016 470 7.74
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2016-2017 511 7.25
2017-2018 -243 -3.78
2018-2019 33 0.48
2019-2020 578.98 7.74
2020-2021 828.35 9.94
Average before merger 517,000 9.1625
Average after merger 299,332.5 3.595

Source: Author computation.

The above table clearly states that the Management efficiency of SBI decreased
immediately after the merger. The profit per employee went into negative value for the only
time (-243 in the 2017-2018 financial year) in this study immediately after the merger. From
the 2018-2019 financial year, the profit per employee increased and in the 2020-2021
financial year, it showed the best results so far in the study (828.35). The return on equity
ratio also became negative immediately after the merger (-3.78%). It recovered well in the
next years and showed growth from then (increase from -3.78% to 9.94% in 4 years). But the
bank has still not achieved the average Return on equity it has before the merger i.e.,
9.1625% Figure 3.
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FIGURE 3
PROFIT PER EMPLOYEE

The above line chart represents the change in the profit per employee ratio of SBI
over the last 8 years Sharma & Arora (2016). From the chart, we can see that there is a major
structural break in 2017-2018 (merger year). There is a heavy downfall in the value of the
ratio in the first year after the merger and from then it slowly improved. To understand the
significance of this change Chow test is conducted. The p-value of the test is 0.01443. As the
value is less than 0.05, we can conclude that the change in efficiency is significant.

Earnings Quality

Earnings quality helps us to understand the long-term viability of the organization. It
helps us to understand the financial growth of a bank and its competitiveness. This parameter
tells us about the profitability of banks Table 4.
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Table 4
RESULTS OF SBI EARNINGS QUALITY BEFORE AND AFTER THE MERGER
Financial year Net Profits to Total Assets (in Dividend pay-out ratio (in %)
%)

2013-2014 0.61 20.56
2014-2015 0.64 20.21
2015-2016 0.42 20.28
2016-2017 0.39 20.11
2017-2018 -0.19 NA
2018-2019 0.02 NA
2019-2020 0.37 NA
2020-2021 0.45 17.49
Average before merger 0.51 20.29
Average after merger 0.16 4.3725

Source: Author computation.

In terms of Earnings quality, we can see that there is a decrease in the performance of
SBI after the merger. Both the Dividend pay-out ratio and Net profits to total Assets ratio
have decreased after the merger. The average Dividend pay-out ratio decreased from 20.29%
to 17.49% and the average Net profits to total assets ratio decreased from 0.51% to 0.16%.
The dividend pay-out ratio has very minimal variations before the merger but after the
merger, there was no dividend pay-out ratio for 3 years. In the 2020-2021 financial year, the
bank again started giving dividends. In terms of Net profits to total Assets also, there is a
decrease in the ratio even before the merger, but immediately after the merger, the ratio
became negative (-0.19%). Since then, the bank was making steady progress to improve its
Net profits to total assets ratio Figure 4.

Net Profits to Total Assets
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FIGURE 4
NET PROFITS TO TOTAL ASSETS

The above line chart represents the change in Net Profits to Total Assets ratio of SBI
over the last 8 years. From the chart, we can see that there is a major structural break in 2017-
2018 (merger year). The value became negative (-0.19). Over the next years, the SBI showed
steady growth. To understand the significance of this change Chow test is conducted. The p-
value of the test is 0.001473. As the value is less than 0.05, we can conclude that the change
in efficiency is significant.
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Liquidity Position

This parameter helps us to understand the ability of banks to fulfill their day-to-day
requirements. For any bank, it is very essential to have a strong liquidity position. Otherwise,
the bank may face several risks which can ultimately lead to bankruptcy Table 5.

Table 5
RESULTS OF SBI LIQUIDITY POSITION BEFORE AND AFTER THE MERGER
Financial year Liquidity Coverage Ratio (in %) Credit Deposit Ratio (in %)
2013-2014 80.02 86.76
2014-2015 81.19 82.45
2015-2016 75.23 84.57
2016-2017 144.06 76.83
2017-2018 134.05 71.49
2018-2019 125.79 75.08
2019-2020 143.59 71.73
2020-2021 158.60 66.54
Average before merger 95.125 82.65
Average after merger 140.5075 71.21

Source: Author computation.

The SBI showed a mixed performance in terms of liquidity. The bank showed an
improvement in its Liquidity coverage ratio up to the 2016-2017 financial year (an increase
from 80.02% to 144.06%) except for 1 year (decreased to 75.23% in the 2015-2016 financial
year). But there is a slight decrease for 2 years after the merger Magoma et al. (2022). Later
again it gained momentum and improved its Liquidity coverage ratio (increase from 125.79%
to 158.60% in 2 years). In terms of the Credit deposit ratio, there is a downfall before and
after the merger. Only 2015-2016 (84.57%) and 2018-2019 (75.08%), showed a positive
change but couldn’t maintain the same for the remaining years Misra & Aspal (2012) Figure
5.

Liquidity Coverage Ratio
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FIGURE 5
LIQUIDITY COVERAGE RATIO

The above line chart represents the change in the Liquidity Coverage ratio of SBI over
the last 8 years. From the chart, we can see that there isn’t much change in 2017-2018
(merger year). The major change occurred in 2016-2017 and later in 2018-2019 Khalifa, et al.
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(2022). From this, we can understand that the bank started to show improvements in terms of
liquidity 2 years after merger. To understand the significance of this change Chow test is
conducted. The p-value of the test is 0.1374. As the value is greater than 0.05, we can
conclude that the change in efficiency is not significant.

Findings

1. After analysing the performance of SBI over 5 parameters, we can understand that SBI has improved its
performance in Asset Quality (positive change in average for both Net NPA to net advances ratio (3.0525%
to 3.1175%) and Total investments to total assets ratio (24.62% to 28.32%)) and mixed performance in 2
areas i.e., Capital Adequacy, and Liquidity.

2. In the case of Capital adequacy one ratio used for analysis showed a positive change (increase in the
average Capital adequacy ratio from 12.6675% to 13.03%) and the other showed a negative change
(decrease in the average of Advances to total assets ratio from 62.78% to 57.06%). The same happened to
Liquidity also (an increase in the average Liquidity coverage ratio (95.125% to 140.5075%) which isn’t
much significant and a decrease in Credit deposit ratio (82.65% to 71.21%)).

3. The Earnings Quality and Management Efficiency of the bank reduced for a few years after the merger, but
we can see steady growth over the last 2 years.

4. For Earnings quality, the average of both ratios decreased (Dividend pay-out ratio (20.29% to 4.3725%),
net profits to total assets (0.51% to 0.16%)). For Management efficiency also the averages decreased for
both ratios (Profit per employee (517,000 to 299,332.5) and return on equity (9.1625% to 3.595%)).

Suggestions

1. As the merger brought the employees together to work in one place, they should find a common ground to
work together to help in the development of the SBI.

2. As the dividends were not given for 3 years after the merger, it reflected negatively on the Earnings Quality
of the organization. SBI should work to provide dividends regularly to their shareholders.

CONCLUSION

From this study, we can understand that the SBI merger in 2017 has provided good
results in Asset quality of the bank along with a better result in Capital Adequacy and
Liquidity. At the same time, SBI struggled for the first few years after the merger in terms of
Earnings Quality and Management Efficiency. But the SBI is slowly improving performance
in all areas and showing positive results after the merger and has some synergy.
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