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B a n k i n g  a n d  F i n a n c e

A Critical Look Into The Evolution Of
An Indian Universal Bank 

Brownfield expansion 
has become one of the 
popular strategies be-

ing pursued by companies 
from all over the world. Indian 
companies are no exception to 

this trend. The wave of merg-
ers and acquisitions has been 
knocking at the door of the 
Indian financial system. But 
the trend is not exactly new. 
There have been 36 mergers 
in the Indian banking industry 
since 1969 – the year in which 
the banking sector was na-
tionalised by the government.  
Table 1 exhibits this fact. 

Weston, Chung and Hoag 
have outlined theoretically four 
types of mergers, namely, ver-
tical, horizontal, conglomerate 
and concentric. In the case of 
a concentric merger, a smaller 
company (usually the subsid-
iary) is merged with the bigger 
one (the parent), having almost 
the same kind of business. A 
peculiar variation of this con-
centric merger happens when 
a bigger company (the parent) 
is merged with its subsidiary, 
the smaller company. This is 

also termed as a reverse merger. 
The merger of ICICI Ltd. with 
ICICI Bank on 30th March, 
2002 which led to the creation 
of India’s first ‘Universal Bank’ 
is a good example of this pecu-

liar type of merger. This made 
ICICI Bank a ‘financial con-
glomerate’, i.e. a one-stop sup-
plier for all financial products 
and activities such as depos-
its, short-term and long-term 
loans, insurance, investment 
banking etc.

Brief History of ICICI Ltd. 
and ICICI Bank 

Industrial Credit and 
Investment Corporation of 
India Limited (hereinafter, 
referred to as ICICI Ltd.) 
was set up in 1955 as a public 
limited company by the Gov-
ernment of India, the World 
Bank and some private insti-
tutions with a paid-up share 
capital of just Rs.5 crores. Its 
primary objective was to pro-
vide foreign currency loans to 
Indian companies. But gradu-
ally it expanded its activities 
into the areas of project fi-

The reverse merger of ICICI Ltd. with ICICI Bank on 
30th March, 2002 led to the creation of India’s first ‘Univer-
sal Bank’. This article critically analyses the merger, finding 
out the reasons behind, immediate fallout and consequent 
implications. The reasons that compelled this merger had 
much to do with the change in global banking environment 
rather than its internal dynamics. Taking inflationary effect 
and normal growth into account, favourable synergic effect 
is visible in net profit and earnings per share, which, however 
is absent in total income and book value. This merger also 
seems to provide an impetus to other Indian development 
banks and financial institutions to merge and become ‘Fi-
nancial Conglomerate(s)’. 

nance, underwriting, venture 
capital, mutual funds and es-
tablishment of various subsid-
iaries including that of ICICI 
Bank in 1994. The institution 
was able to quickly grasp the 
opportunities thrown up by 
the economic liberalization of 
early nineties and grow into a 
formidable force in the Indian 
financial scene. But market re-
alities soon forced ICICI Ltd. 
to wind down many of its sub-
sidiaries. Finally when RBI 
allowed Indian development 
banks in October, 2001 to con-
vert themselves into universal 
banks, ICICI was the sole ap-
plicant to RBI and presented 
its case with a detailed scheme 
of reverse merger of itself with 
ICICI Bank.

ICICI Banking Corpora-
tion Limited (hereinafter, re-
ferred to as ICICI Bank) was 
set up as a scheduled com-
mercial bank in 1994 by ICI-
CI Ltd. as its wholly-owned 
subsidiary. In 1999, ICICI 
Bank became the first Indian 
company and the first bank or 
financial institution from non-
Japan Asia to be listed on the 
New York Stock Exchange. 
ICICI Bank soon diversified 
its product portfolio. It entered 
the life insurance sector with 
Prudential Plc. of the UK and 
with Lombard of France for 
general insurance. In October 
2001, the Boards of Direc-
tors of ICICI Ltd. and ICICI 
Bank approved the merger of 
ICICI and two of its wholly-
owned retail finance subsidiar-
ies, ICICI Personal Financial 
Services Limited and ICICI 
Capital Services Limited, with 
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Bank/NBFC Merged With Year

Bank of Behar State Bank of India 1969

National Bank of Lahore State Bank of India 1970

Eastern Bank Limited Chartered Bank 1971

Krishnaram Baldeo Bank Limited State Bank of India 1974

Lakshmi Commercial Bank Canara Bank 1985

Bank of Cochin State Bank of India 1985

Miraj State Bank Union Bank of India 1985

Hindustan Commercial Bank Punjab National Bank 1986

Traders Bank Limited Bank of Baroda 1988

United Industrial Bank Allahabad Bank 1990

Bank Of Tamilnad Indian Overseas Bank 1990

Bank Of Thanjavur Indian Bank 1990

Parur Central Bank Bank of India 1990

Purbanchal Bank Central Bank of India 1991

New Bank of India Punjab National Bank 1994

Bank of Karad Bank of India 1994

Kasinath Seth bank State Bank of India 1996

SCICI ICICI Limited 1996

ITC Classic ICICI Limited 1997

Bari Doab Bank Oriental Bank of Commerce 1997

Punjab Co-operative Bank Oriental Bank of Commerce 1997

Anagram Finance ICICI Limited 1998

Bareilly Corporation Bank Bank of Baroda 1999

20th Century Finance Corporation Centurion Bank 1999

British Bank of Middle East HSBC 1999

Sikkim Bank Limited Union Bank of India 1999

Times Bank HDFC Bank 2000

Bank of Madura ICICI Bank 2001

ICICI Limited ICICI Bank 2002

Benaras State Bank Bank of Baroda 2002

Nedungadi Bank Punjab National Bank 2003

South Gujarat Local Area Bank Bank of Baroda 2004

Bank Muscat SAOG Centurion Bank 2004

Global Trust Bank Oriental Bank of Commerce 2004

IDBI Limited IDBI Bank 2005

Bank of Punjab Centurion Bank 2005

[Sources: (1) “Takeover fever in Indian Banking” (2004), Business Standard, September 23,
(2) “IDBI in Final lap, to continue as a bank” (2004), The Economic Times, September 30,
(3) “The making of a merger” (2005), The Smart Investor, Business Standard, July 4.]

Table 1: List of Mergers in Indian banking industry since 1969 ICICI Bank. Consequent to 
the merger, the ICICI group’s 
financing and banking op-
erations, both wholesale and 
retail, have been integrated 
into a single entity.  After the 
merger, the holding of ICICI 
Ltd. in the bank was diluted 
to 55.6 per cent from the pre-
merger level of 62.6 per cent. 

Today, Non Resident Indi-
ans (NRI) and Foreign Institu-
tional Investors (FII) hold the 
largest chunk in ICICI Bank 
of 43.6 per cent, followed by 
ADR (American Depository 
Receipts) holders of 27.3 per 
cent. Banks and financial in-
stitutions form the next big-
gest group holding 15.7 per 
cent while Indian residents 
hold just 6.9 per cent. 

ICICI Bank has now be-
come India’s second-largest 
bank after State Bank of In-
dia (India’s premier commer-
cial bank) with total assets of 
about Rs. 1,676.59 billion (as 
at 31st March, 2005).

It has a network of 562 
branches and extension coun-
ters and about 1,880 ATMs 
(Automated Teller Machines). 
It is now offering a wide range 
of banking products and fi-
nancial services to corporate 
and retail customers through 
its specialised subsidiaries and 
affiliates. The domestic affili-
ates of ICICI Bank are ICI-
CI Venture Funds Manage-
ment (99.99 per cent), ICICI 
Prudential Life Insurance 
Company (74.00 per cent), 
ICICI Lombard General In-
surance Company (74.00 per 
cent), ICICI Securities Lim-
ited (99.99 per cent), ICICI 
Home Finance Ltd. (100.00 
per cent), ICICI Investment 
Management Co. Ltd. (100.00 
per cent), ICICI Trustee-
ship Services Ltd. (100.00 per 
cent) and ICICI Distribution 
Finance Pvt. Ltd. (100.00 per 
cent). [figures in brackets in-
dicate ownership interest of 
ICICI Bank] 
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ICICI Bank has taken bold 
step towards Business Process 
Outsourcing through ICICI 
OneSource and towards mu-
tual funds through Prudential 
ICICI mutual funds. ICICI 
Bank also provides services to 
its international clients and 
NRIs through its international 
subsidiaries like ICICI Bank 
UK Ltd. (100.00 per cent), 
ICICI Bank Canada (100.00 
per cent) and ICICI Interna-
tional Ltd. (100.00 per cent). 
ICICI Bank can now boast of 
over 160,000 NRI clients to-
day.

 Reasons behind Merger
The reasons that com-

pelled ICICI Ltd. to become a 
‘Universal bank’ had much to 
do with the change in global 
banking environment rather 
than its internal dynamics. 
The reasons for the merger 
merely reflect the dilemma 
faced by the entire Indian 
banking community in general 
and the development banking 
sector in particular. 
1.) Commercial banks have 

access to low cost funds 
in the form of savings and 
current account deposits. 
But development banks 
can access public money 
only through bonds of at 
least five years’ maturity 
and at a fairly high rate of 
return. So the attraction 
of cheap source of funds 
lured ICICI Ltd. to re-
verse merge itself with its 
commercial offspring.

2.) It became quite clear after 
1992 that concentrating 
only on project finance 
was a very risky strategy. 
ICICI Ltd. needed to 
spread its risks. And the 
only way for it was to 
become a financial con-
glomerate – a financial 
superstore that provides 
banking, insurance, fund 
management, mutual 
funds and securities trad-

ing under the same um-
brella. This was reflected 
in the words of ICICI 
chief when he said, “I see 
the process of becoming a 
financial conglomerate as 
a de-risking exercise”. 

3.) Development banks pro-
vide long-term project fi-
nance. So they need cheap 
source of long-term funds. 
The lowering of the Bank 
Rate and the cash reserve 
ratio (CRR) by RBI has 
led to a fall in the Prime 
Lending Rate (PLR) lead-
ing to erosion in bank’s in-
come. This falling interest 
rate regime, as mirrored 
by the following chart, has 
led to serious asset-liabili-
ty mismatch for the banks. 
This is another reason for 
development banks like 
ICICI Ltd. to convert 
themselves into universal 
banks.

4.) One of the prime reasons 
for the merger was to de-
rive operational synergies 
as both the entities were 
in the same line of busi-
ness with slightly differ-
ent specialisation. While 
ICICI Ltd. was expert in 
long-term management 
of finance and dealing 

Year Cash 
Reserve 

Ratio (%)

Bank
Rate 
(%)

PLR (%)

1990-91 15.00 10.00 -

1999-00 9.00 8.00 12.00-12.50

2000-01 8.00 7.00 11.00-12.00

2001-02 5.50 6.50 11.00-12.00

June 2002 5.00 6.50 11.00-12.00

October 2002 4.75 6.25 11.00

May 2003 4.50 6.00 11.00

September 2004 4.75 6.00 10.75

October 2004 5.00 6.00 10.75

April 2005 5.00 6.00 10.75

Table 2: Interest rates over the years

[Source: http://www.rbi.org.in/statistics/weekly statistical supplement.]

with large institutional 
(both domestic and for-
eign) clients, ICICI Bank 
focused on the domestic 
consumer and small to 
medium sized corporates. 
Moreover, the merger 
was also expected to lead 
to greater tax efficien-
cies and consolidation of 
holdings.

5.) India has around 61,000 
millionaires as of 2003-04 
as per a survey conducted 
by Merril Lynch Cap-
gemini. Their combined 
wealth is approximately 
Rs. 12,00,000 crores. 
And this number is ex-
pected to grow by 40 per 
cent within the next two 
years. This category of 
rich individuals (having 
assets of more than Rs. 25 
lakhs) require a different 
class of banking known 
as personal banking. Per-

sonal banking is a high-
margin line of business 
with ample opportunities 
to push other financial 
products like insurance, 
mutual funds, portfolio 
management etc. But 
this being a type of retail 
banking product, is out 
of the reach of develop-

India has 
around 
61,000 mil-
lionaires as 
of 2003-04 
as per a 
survey con-
ducted by 
Merril Lynch 
Capgem-
ini. Their 
combined 
wealth is 
approxi-
mately Rs. 
12,00,000 
crores
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ment banks like ICICI 
Ltd. The combined en-
tity was thus expected to 
be able to put even more 
resources in to this line 
of business that was not 
possible for ICICI Bank 
to do alone.

6.) Indians are now following 
the global trend of ‘spend-
ing tomorrow’s money 
today’, i.e., the practice 
of using credit to finance 
purchases of all kinds of 
goods – from houses to 
mixer grinders. Banks 
from both the public and 
private domain are now 
providing consumer loans 
at cheap rates of interest. 
But again development 
banks cannot provide 
consumer loans until they 
get converted into com-
mercial ones.

 A similar product target-
ed at consumers is that of 
credit card. The number 
of credit card owners dur-
ing the last four years has 
grown at a compounded 
annual growth rate of 
35 per cent.  Credit card 
companies charge us-
ers interest at up to 39 

per cent (2-2.5 per cent 
per month compounded 
monthly) per annum. 
This is a very high rate 
of return for banks when 
they can earn only around 
9% per annum on home 
loans. But development 
banks are not authorised 
to issue credit cards to 
their customers.

7.) India has 95 scheduled 
commercial banks, 4 
non-scheduled com-
mercial banks and 196 
regional rural banks 
(RRBs). A total of more 
than 68,000 branches 
dot the landscape with 
an average of one branch 
per 15,000 people. This 
mammoth sized network 
with an over-active trade 
union movement has led 
to uneconomic segmen-
tation of the industry. 
This makes consolidation 
inevitable partly due to 
market forces and partly 
due to regulatory inter-
vention. As an off-shoot 
of this trend, develop-
ment banks are going to 
merge with commercial 
banks.

8.) India is slowly becom-
ing a global economy. So 
inevitably every industry 
has to reach global scale 
to survive. But out of 95 
scheduled commercial 
banks, only State Bank 
of India ranks among 
top 200 banks in the 
world. So all types of 
banks are frantically try-
ing to grow in size in any 
way possible. And the 
shortest way to achieve 
it is through the way of 
merger. During the last 
35 years, about 36 banks 
and non-banking finance 
companies have merged. 
But the great wave is yet 
to come. ICICI Ltd. has 
shown the way. IDBI 
Ltd. has taken the same 
path. Now, IFCI Ltd. and 
probably HDFC Ltd. are 
waiting in the wings to 
merge and attain global 
scale in the near future.

Financial Impact
The most visible change 

that has come about as a result 
of the merger is in the income 
statement and the balance 
sheet. The figures for 2004-

Particulars 96-97 97-98 98-99 99-00 00-01 01-02 02-03 03-04 04-05

Total Income (Rs. cr.) 225 345 633 1,046 1,462 2,726 12,526 11,958 12,826

Other Income (Rs. cr.) 42 85 89 194 220 574 3,158 3,064 3,416

Operating Profit (Rs. cr.) N.A. N.A. N.A. 227 290 545 2,571 2,372 2,956

Net Profit (Rs. cr.) 40 50 63 105 161 258 1,206 1,637 2,005

Equity Capital (Rs. cr.) 150 165 165 197 220 613 613 616 737

E.P.S. (diluted) (Rs.) 2.68 3.04 3.84 6.38 8.13 11.61 19.65 26.44 27.33

Net Worth(Rs. cr.) 182 267 308 1,130 1,313 6,672 6,933 7,845 12,550

Book Value (Rs.) 12.12 16.17 18.69 58.40 59.57 101.88 113.10 127.27 169

Deposits(Rs. cr.) 1,348 2,629 6,073 9,866 16,378 32,085 48,169 68,109 99,819

C.R.A.R. (%) 13.04 13.48 11.06 19.64 11.57 11.44 11.10 10.36 11.78

RoA (%) 2.73 1.98 1.23 1.31 1.34 1.10 1.13 1.31 N.A.

RoNW (%) 23.65 20.77 22.04 30.14 12.98 17.75 18.30 N.A. 17.9

Table 3: Financial Performance of ICICI Bank

[Source: ICICI Banking Corporation Limited; Annual Reports; various issues]

[N.A. = Not Available]
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05 give an indication of fur-
ther consolidation. The total 
income and net profit figures 
have climbed up to Rs. 128.26 
billion and Rs. 20.05 billion 
respectively. Operating profit 
has reached Rs. 29.56 billion 
while E.P.S. has become Rs. 
27.33. Table 3 gives a clear 
idea regarding the growth pat-
tern of ICICI Bank covering 
both the pre-merger period 
(1996-97 to 2001-02) and the 
post-merger period (2002-03 
to 2004-05).

But the real change in 
ICICI Bank cannot be un-
derstood by these figures only. 
ICICI Bank is now in the pro-
cess of strengthening its pres-
ence in various emerging fi-
nancial sectors in India. It has 
partnered with experienced 
foreign entities so that it can 
leverage upon its partner’s 
skills and support it with its 
own nationwide infrastructure 
– leading to synergistic effect. 
ICICI Bank has designated 
these joint-ventures as Stra-
tegic Business Units (SBU) 
and is striving to maintain or 
capture the top slot in each of 
these segments.

ICICI Lombard has be-
come the largest private non-
life insurance company with 
a market share of 22 per cent 
among a total of 12 players. 
ICICI Ventures is the larg-
est private equity investor 
and plans to further consoli-
date its position in 2004-05. 
ICICI Prudential Life Insur-
ance, with a market-share of 
5 per cent, is among top five 
in its category. While ICICI 

Securities is amongst the larg-
est arranger of funds in Debt 
and Equity segments and also 
amongst the leading advisors 
in Mergers and Acquisitions.

Performance Analysis
ICICI Ltd. set before itself 

some specific goals prior to 
the merger process. The initial 
indications are that it is well 
on its way to fulfill almost all 
its objectives that propelled it 
to reverse merge with ICICI 
Bank. Let us now analyse its 
financial results in the light of 
its merger objectives.

 ICICI Ltd. wanted to gain 
from the synergistic effect of 
the merger. This can be stud-
ied by comparing the project-
ed figures of both ICICI Ltd. 
and ICICI Bank with that of 
the merged entity for the years 
2002-03 to 2004-05.

The trend growth rate for 
ICICI Bank has been derived 
from the results of 1997-98 
to 2000-01, the year before 
merger. The results of 1994-
95, 1995-96 and 1996-97 have 
been left out because ICICI 
Bank was still in its infancy and 
so the figures were too small to 
give any useful clue for future 
comparison. For ICICI Ltd., 
the same period has been cho-
sen for the sake of symmetry. 
The figures have been adjusted 
for inflation @4.75 per cent 
p.a. (average of 2003, 2004 and 
2005). This has been done by 
multiplying the combined fig-
ures with average inflation rate 
so that it matches up to the 
nominal figures of the respec-
tive years with the effect of in-

Particulars
2002-2003 2003-2004 2004-2005

Projected Actual* Projected Actual* Projected Actual*

Total Income(Rs. cr.) 17,732 12,526 22,697 11,958 29,775 12,826

Net profit(Rs. cr.) 751 1,206 869 1,637 1,098 2,005

E.P.S. (Rs.) 1,958 1,965 2,523 2,644 3,379 2,733

B. V. (Rs.) 204.94 113.10 258.25 127.27 339.60 169

Table 4: Comparison of Actual with Projected Performance

[* Source: ICICI Banking Corporation Limited; Annual Reports; various issues]

flation already impounded.
Table 4 shows that within 

the first three years of merg-
er, the effect of synergy has 
been reflected in certain areas. 
While total income is far short 
of the projected combined fig-
ures for all the years, the Net 
Profit earned by the company 
in the post-merger situation 
has been way ahead of projec-
tions. This shows that ICICI 
Bank has operational efficiency 
by a large margin. The rise in 
the paid-up share capital post-
merger (from Rs. 200 crores 
to Rs. 613 crores) has led to a 
far lower earning per share and 
Book Value figures in the later 
years in spite of the growth in 
Net Profit. All in all, ICICI 
Bank has achieved operational 
efficiency to a large extent.
R ICICI Bank has now be-
come the second largest bank 
in India after State Bank of 
India in terms of asset size. Its 
total assets were Rs.1,67,659 
crores in 2004-05 in compari-
son to Rs.4,59,800 billion of 
State Bank of India, India’s 
premier commercial bank. The 
immediate gain of the reverse 
merger was the near five-fold 
rise in total assets from the 
pre-merger level. The growth 
in assets has continued even 
after the merger. Chart 1 high-
lights this phenomenal rise in 
assets under management.
R ICICI Bank’s overall aver-
age cost of deposit at 4.5 per 
cent in 2004-05 is one of the 
best among Indian banks. This 
is far better than the figures of 
2000-01 when it was as high 
as 7.7 per cent. At the same 

One of the 
reasons 
behind the 
merger was 
to increase 
shareholder 
wealth. 
ICICI Bank 
submitted 
its proposal 
for reverse 
merger on 
1/10/2001 
to Reserve 
Bank of 
India
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time, its net interest margin or 
yield spread has started to im-
prove after a brief slide during 
the post-merger period as the 
effect of ICICI Limited wanes 
off. Its net interest margin of 
2.4 per cent during 2004-05 
has recovered from a low of 1.3 
per cent in 2002-03, recorded 
just after the merger.
R Other Income has grown 
from Rs. 574 crores (total in-
come – Rs. 2,726 crores) in 
2001-02 to Rs. 3,416 crores 
(total income – Rs. 12,826 
crores) in 2004-05, a growth 
of 495 per cent. Other Income 
represents income earned by 
way of dividend, profit from 
sale of investments, profit 
from merchant foreign ex-
change transactions, and 
other miscellaneous income. 
This shows that ICICI Bank 
is successfully reducing its 
dependence on interest in-
come and increasing its ex-
posure to fee-based services. 
Its income from fee-based 
services has soared from Rs. 
171 crores in 2000-01 to 
Rs. 2,098 crores in 2004-05. 
Its retail loan portfolio has 
grown substantially. It now 
forms 61 per cent of total 
loans disbursed compared to 

just 9.4 per cent in 2000-01.
R ICICI Bank has now the 
leverage to force its invest-
ment banking clients to main-
tain their salary and other 
employee accounts with the 
bank, thereby boosting its cap-
tive client base and increasing 
its repertoire of cheap funds. 
ICICI Bank, through its sub-
sidiaries, can also cross-sell 
its mutual funds and non-life 
insurance products to its in-
stitutional clients. Cross-sell-
ing has become an important 
tool to increase its retail loans 
business. In 2003-04, 20 per 
cent of home loans and 50 per 
cent of credit cards were sold 
through cross-selling. 
R One of the reasons behind 
the merger was to increase 
shareholder wealth. ICICI 
Bank submitted its pro-
posal for reverse merger on 

1/10/2001 to Reserve Bank of 
India. Its share price has risen 
from Rs. 72.00 as on that date 
to Rs. 127.00 as on 29/3/2002, 
just prior to the merger. This 
resulted in a 76% gain for the 
shareholders just out of the 
news of merger. This shows 
that the stock market has 
welcomed the decision and 
has factored in the expected 
gains into the share price. The 
trend continued even after the 
merger. The price of one ICI-
CI Bank share on 30/7/2005 
is Rs.534.45 comparison to 
the price of Rs.124.00 as on 
29/3/2002, just prior to the 
merger. Thus the shareholders 
have gained another 331 per 
cent over these three years.
R ICICI Prudential, ICICI 
Lombard, ICICI Securities 
and ICICI Venture – the four 
principal subsidiaries – are 

Particulars 00-
01

01-
02

02-
03

03-
04

04-
05

Retail loans as % 
of Total Loans

9.40 7.90 22.80 31.90 61.00

Fee income (Rs. 
crores)

171 272 847 1,175 2,098

Table 5: Increasing retail business of ICICI Bank

[Source: ICICI Banking Corporation Limited; Annual Reports; various issues]

The trend 
growth 
rate for 
ICICI Bank 
has been 
derived 
from the 
results of 
1997-98 to 
2000-01, the 
year before 
merger. The 
results of 
1994-95, 
1995-96 
and 1996-
97 have 
been left 
out because 
ICICI Bank 
was still in 
its infancy 
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continuously pushing the 
boundaries of innovation and 
in the process generating extra 
income for the group. This has 
been possible as ICICI Bank 
gives full autonomy to these 
SBUs and do not burden its 
own managers with the task 
of managing these special-
ized businesses. ICICI Bank 
provides continuous training 
to its employees. It trains an 
average 1,600 employees per 
month. Its employees are en-
couraged to use advanced e-
learning solutions that help to 
promote ‘anytime, anywhere 
learning’. In this way, ICICI 
Bank has been able to avoid 
the problem of reduced com-
mitment to innovation by its 
managers. 
R ICICI Bank is actively get-
ting into wealth management 
activities through its personal 
banking division. It has also 
launched its own credit card. 
The number of credit and 
debit cards issued has risen 
from 6.5 million in 2002-03 
to about 10.1 million in 2003-
04, representing a growth of 
55 per cent. It has also become 
very active in the area on home 
loans and charges very com-
petitive rates to its clients. 

R Modern retail banking 
is all about technology 
banking. ICICI Bank has 
deployed Finacle from In-
fosys to manage its Core 
Banking applications. 
ICICI Bank has spread 
its wings in the areas of 
tele-banking, ATMs, call-
centres and e-banking. 
Its 1,759 seats call-centre 
operates round-the-clock 
and handles 1.5 lakh calls 
from customers per day, 
while 1,880 ATMs pro-
vide banking services all 
round the country. Its 
e-banking facilities have 
made anytime, anywhere 
banking a reality. Thus 
ICICI bank has been able 
to further solidify its po-

sition in the Indian banking 
scenario.

The above instances clearly 
point out that ICICI Bank 
is going all out to achieve the 
goals it had set for itself before 
the reverse merger. 

Challenges to the other 
Banking companies

ICICI Bank has showed 
the way on how to manage a 
successful concentric merger 
and grow into India’s second 
largest financial house. This 
has enthused a lot of other 
banking companies to merge 
with other entities and grow 
into a formidable force. IDBI 
has already bitten the bullet by 
reverse merging with its com-
mercial arm. IFCI and prob-
ably HDFC have plans to re-
verse merge with commercial 
banks and shed their ‘develop-
ment bank’ tag in the process. 
The following part attempts to 
highlight the challenges and 
peculiarities that the banking 
companies may face on the 
road to merger.

The process of merger 
should not be expected to be 
a panacea for all the ills that 
plague the banking industry 

today. The merged entities 
may be confronted with a 
variety of problems. They are 
being summed up in the next 
few lines.
l Development banks merg-

ing with commercial ones 
may get a ready source of 
cheap funds but of a short-
term nature. Moreover, any 
sudden run on the deposits 
on any panicky reaction to 
rumour, like that happened 
with ICICI Bank in May 
17, 2004, would put the 
bank in a precarious posi-
tion with very long-term 
assets and extremely short-
term liabilities. So the 
problem of asset-liability 
maturity mismatch does 
remain.

l Technology today perme-
ates the entire banking 
industry. But there is no 
standard software or hard-
ware for the entire industry. 
So banks use software and 
hardware of their choice. 
The following table will 
give a glimpse of various 
technology platforms be-
ing used by Indian banks.

Bank Core Banking
Application

Vendor

State Bank of India (India) FNS-Bancs 24 TCS

State Bank of India (Int’l) Finacle Infosys

Indian Bank FNS-Bancs 24 TCS

Corporation Bank Lasersoft Inhouse

Punjab National Bank Finacle Infosys

Bank of Baroda ALPM/BONLAN/ISBS Onwards/Veermati/TCS

United Bank of India ALPM/TBM Onwards

Allahabad Bank RFP -

ICICI Bank Finacle Infosys

Centurion Bank Equation3 Midas Kapiti

ING-Vysya Profile Sanchez

[Source: Patel, Freny (2004); “Technology’s the key to a merger”; Banking Annual; October]

Table 6: Technology platforms used by Indian banks

In 2001, 
about 
95,000 
employees 
of various 
Indian 
banks got 
voluntarily 
separated 
from their 
respective 
banks. But 
as banks 
race to 
implement 
‘Core 
Banking 
Solutions’, 
even this 
reduced 
workforce 
looks 
bloated. 
This 
problem of 
redundant 
employees 
becomes 
even more 
acute when 
two banks 
merge
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The banking industry is seen to 
be dominated by products like 
Finacle from Infosys, Flexcube 
from I-Flex and Bancs24 from 
Financial Solutions of Austra-
lia. But if two banks, going for 
merger, have different technol-
ogy platforms, crores of rupees 
will be required for replacement 
of one of them.
l Banks are a part of the 

service industry. Employ-
ees are the true assets for 
any service company. But 
when merger happens, 
employees from different 
organizational cultures 
are forced to work to-
gether, leading to attitude 
problems among the em-
ployees. This happened in 
the recent case of merger 
between GTB and OBC 
where employees of GTB 
did not feel comfortable 

while working with OBC 
employees.

l Banks want to merge for 
gaining in size and profit-
ability. But when a weak 
bank is merged with a 
strong one, the increase 
in size is accompanied 
with rise in NPAs [Non 
Performing Assets] and 
increase in losses. GTB 
had about Rs.1500 crores 
worth of NPAs when it 
was merged with OBC. 
Also, the net loss posted 
by GTB was Rs.812 crores 
versus the profit of Rs.686 
crores of OBC in 2003-04. 
These divergent figures 
have made the merged 
entity a much weaker one 
and would take years be-
fore OBC can reclaim 
its former position in the 
banking industry.

l In 2001, about 95,000 em-
ployees of various Indian 
banks got voluntarily sepa-
rated from their respective 
banks. But as banks race 
to implement ‘Core Bank-
ing Solutions’, even this 
reduced workforce looks 
bloated. This problem of 
redundant employees be-
comes even more acute 
when two banks merge. 
The sudden rise in the 
number of employees with 
overlapping functions 
makes case for an imme-
diate separation scheme. 
But with the presence of 
strong Trade Unions, this 
is easier said than done. So 
the merged bank would 
often have to spend crores 
of rupees to retrain and re-
deploy all those extra em-
ployees rather than face an 
industrial unrest.
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l The credit card business 
was another lucrative area 
development banks were 
targeting prior to their 
merger. But even this source 
of revenue seems to be un-
der threat with the launch 
of a new debt instrument 
– overdraft facility for in-
dividual account holders. 
Foreign banks have already 
launched this product at 
interest rates of 12-14%, 
while Indian banks are yet 
to do so. But one thing is 
clear – the credit card busi-
ness has already reached its 
zenith.

l As various types of finan-
cial companies convert 
themselves into financial 
conglomerates, risk man-
agement becomes a key 
issue. This is because dif-
ferent financial businesses 
have different risk cultures 
– a bank has a lending cul-
ture, a securities firm has 
a trading culture while an 
insurance company have 
to concentrate on liability 
management. So creating 
a risk management system 
that will cover all these dif-
ferent cultures is a daunt-
ing task.

l Merged companies have to 
face problems from the un-
likeliest of quarters. Singer 
India Limited had to face 
eviction from its office 
in New Delhi after it got 
amalgamated with Indian 
Sewing Machine Compa-
ny Limited in 1981. This 
was because the contract 
with the landlord was in 
the name of Singer India 
Limited and not with the 
merged entity. Most of 
the Indian bank branches 
are on rent-out properties. 
So if a merged bank loses 
such a case in court, it may 
have to relocate most of its 

branches at a great cost.
But this is not stopping Indian 
companies from going in for 
merger. On 30th September 
2004 the IDBI Act of 1964 was 
repealed and RBI issued notifi-
cation to incorporate IDBI as a 
‘scheduled bank’ under the RBI 
Act of 1934. IDBI Ltd. was 
soon reverse merged with IDBI 
Bank making IDBI Bank the 
second universal bank in India.

The government has also 
given the green signal to the 
merger between Union Bank 
of India and Bank of India. The 
merged entity would become 
India’s second largest bank in 
terms of asset after State Bank 
of India. It would have a net-
work of 4,582 branches and 
more than 68,000 employees on 
its rolls.

Conclusion
Merger and acquisition is noth-
ing new in the Indian banking 
industry. But there has been 
a change in impetus. Earlier, 
with the banks firmly under the 
control of RBI, mergers were 
forced upon to save weak banks 

from collapsing. The gradual 
privatisation and globalisation 
of the banking industry has 
now forced banks themselves 
to go in for merger. Increase in 
profitability, synergies in op-
eration, global scale and other 
such reasons have replaced the 
social and political motives of 
yesteryears. Successful mergers 
can lead to prosperity both for 
the shareholders of the merged 
company and for the economy 
as a whole. The true catalyst of 
a successful merger is the top 
executive whose pragmatic and 
dynamic leadership and a clear 
foresight can help a merger 
click. The trick is to neutralise 
the expected pitfalls while 
bringing the best out of opera-
tional synergies. The making of 
ICICI Bank into a ‘Universal 
bank’ has shown the way. This 
reverse merger has thus opened 
up a challenge to the banks and 
financial institutions in India 
to merge and become ‘financial 
conglomerate(s)’ by exploiting 
the present favourable business 
environment and also to de-risk 
their operating environment. r

Increase in 
profitability, 
synergies in 
operation, 
global scale 
and other 
such rea-
sons have 
replaced 
the social 
and political 
motives of 
yesteryears. 
Success-
ful mergers 
can lead to 
prosperity 
both for the 
sharehold-
ers of the 
merged 
company 
and for the 
economy as 
a whole


