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ABSTRACT: 

The merger of HDFC Limited with HDFC Bank is seen as 
the biggest transaction in India’s corporate history. This mega-
merger deal is valued at approximately USD 40 Billion in the 
banking sector and it shake up the Indian financial services 
sector. The research paper is case study about the same and it 
helps to understand the share market activities, know how the 
share market prices fluctuate after the mergers and acquisitions 
of HDFC Bank and HDFC Ltd. and also to study the impact on 
stocks price before the merger and after the merger of HDFC 
bank and HDFC Ltd. and to compare the pre-merger and post-
merger effect on stock price of HDFC Bank and HDFC Ltd. This 
research paper is studying profoundly the impact of this announcement on wealth and stock price of 
amalgamating (HDFC Limited) and amalgamated companies (HDFC Bank). As event study methodology is 
followed to find out the impact of announcement on the stock price. The event study methodology has been 
used to estimate cumulative average abnormal returns (CAR) in a 1-day, 2-day, 5- day, 10-day, 15-day, 20 
day, and 40-day window period. 

In the study, it is found that the announcement event has created negative significance on stock 
price and short selling started to gain excess return. The basis for event study analysis is the semi-strong 
version of the efficient market hypothesis (EMH). It assumes that all publicly available information is 
incorporated in the stock prices immediately on announcement.  
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INTRODUCTION OF THE STUDY: 

The merger of mortgage giant HDFC Ltd with HDFC Bank, India's second largest bank, had not 
just helped a chunk of the country’s population build dream homes, but also birthed one of the top 
private lenders of the country. While HDFC brings to the table its domain expertise in real estate and 
mortgages, HDFC Bank provides scale and distribution with access to low-cost funds.  

The reasoning behind any corporate merger is that, two companies together are more valuable 
than, if they were separate, because they increase shareholders value over and above that of the two 
separate firms. To a large extent, this M&A strategy is based on a belief that gains can accrue through 
expense reduction, increased market power, reduced earnings volatility, and scale and scope 
economies. With the economic reforms and opening of an economy, Indian banking sector had gone 
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through some considerable out of which two changes are worth monitoring, they are increased 
competition and falling interest rates. The industry has started restructuring their operations through 
M&A because their increasing exposure to competition both domestically and internationally. M&A 
activity results in overall benefits such as improved revenue efficiency related benefits, return on Asset 
(ROA) which is decomposed into Total Asset Turnover (efficiency)and profit margin (effectiveness), 
Return on Investment (ROI), cash flows, reserves, liquidity, etc. to shareholders when the post-merger 
or post-acquired firm is more valuable. 
 
OBJECTIVES OF THE STUDY 
1. To study the impact on stocks price before the merger and after the merger of HDFC bank and HDFC 

ltd. 
2. To compare the pre-merger and post-merger effect on stock price of HDFC Bank and HDFC Ltd. 

 
Limitations of the study: This research paper is based on the database of NSE or BSE reports. 

        
REVIEW OF LITERATURE 

The literature review provides a description, summary and evaluation of each source. There are 
many research papers available but here include only 3 research papers which is recent one.  

Sonia Singh and Subhankar Das (2018) has conducted research on Impact of post-merger 
and acquisition activities on the financial performance of Indian private sector and public sector 
banks.The study covers the area of performance evaluation of M&A’s in Indian banking sector during 
the period pre and post period of six years of Merger and Acquisition activity. The paper studied the 
post-merger financial performance of merged banks with the help of financial parameters like, Net 
Profit margin, operating Profit margin, return on Capital Employed, Return on Equity, earnings per 
share, capital adequacy ratio, dividend per share etc. 

Naveen Kumara R, Vidhya VJ and Meghana B Reddy (2019) has conducted research on a 
Study on the Impact of Pre and Post Bank Merger Announcement on Stock Price Movements. This study 
aims to examine the quantum of merger announcements impact on banks pre and post stock prices 
movements.  

Divyesh Khushalani and Manish Sinha (2021) has conducted research on Pre and Post 
Merger Financial Analysis of Banks. The work intends to inspect the financial performance of our 
country's banks before and post the merger. For this , a specimen of four bank mergers that happened 
after liberalization was taken and they were analyzed based on financial parameters, for example, Net 
Profit Margin (NPM), Dividends per Share (DPS), Capital Adequacy Ratio (CAR), Return on Assets 
(ROA), and Credit Deposit Ratio.Study can conclude whether the merger of the banks involved was 
beneficial for the banks and the Indian banking industry or not. 
 
Data Collection Methods: 
1) Primary data refers to the first-hand data gathered by the researcher himself. Primary data are 

those which are gathered through the analysis of HDFC Bank and HDFC LTD and used Event Study 
methodology to EMH (efficient market hypothesis). 

2) Secondary data: Secondary data refers to data that is collected by someone other than the primary 
user. The secondary data have been taken from the official website of the National Stock Exchange 
of India Limited (http://www.nse-india.com). 

 
Analysis and Interpretation of Data 

The merger of HDFC Limited with HDFC Bank is seen as the biggest transaction in India’s 
corporate history. This Deal is valued at approximately USD 40 Billion. This mega-merger in the 
banking sector is expected to shake up the Indian financial services sector.  

 

http://www.nse-india.com/
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1) This Deal will facilitate HDFC Bank to tap into the large customer base of HDFC Limited’s housing 
portfolio and result in HDFC Bank becoming the 2nd largest bank in India by market capitalization.  

2) The entire housing finance sector due to increased access to its customers using HDFC Bank’s 
network.  

3) It increased PSL lending and a higher credit growth in the Indian market since it will allow HDFC 
Bank to underwrite big ticket loans and sustain large exposures owing to its large balance sheet 
post-merger.  

4) HDFC Bank, post-merger will benefit from the positive synergies and economies of scale through 
wider outreach, larger balance sheet, broader range of products and access to common pool of 
resources. Both twins of HDFC are listed on BSE and NSE, the ADRs (American Depositary Receipts) 
issued by HDFC Bank are listed on NYSE. 

5) The merger of the HDFC twins is seen as a win-win situation for the shareholders of both entities.  
6) HDFC Bank will emerge as a behemoth in the banking industry being among the top 10 banks in the 

world in terms of market capitalization and only to increase its footprint in the housing loan market 
by cross-selling across the customer base of HDFC Limited. 

 
RESULT AND ANALYSIS: 

The following results obtained from the preliminary analysis of the different sectors with the 
help of event study; the reaction on the stock market can be seen in following table where calculated 
abnormal return which is calculated with the help of period which we have already shown in Figure , 
with the help of daily stock prices and combination index price (market price)i.e. Nifty 50 , from the 
above information we have calculated normal return (examine the impact announcement of M&A). 0 
will be our event date as 4th April, 2022 this 0 is our event date as announcement of M&A. This event’s 
window period is pre-event 40 days and post-event 40 days, 0 is included in window period so total 81 
days window period. Window estimation is for 212 days.  

However, this study interested in market model with the help of Brown and Warner (1985) 
daily excess return as the abnormal returns. 

Flowing information and formulas– 
 

1. Event Day is 4th April,2022 Announcement of M&A 
2. vent window or window period (-40, 0, 40) 81days 
3. Window estimation is -212,0,212 days 
4. BETA (β) Slope-=SLOPE(G13:G224,H13:H224)=1.2735 
5. Alpha (α) Intercept==INTERCEPT(G13:G224,H13:H224)=-0.001034079 
6. normal return = alpha +(beta*Market return) 
7. Abnormal return = stock return - normal return 
8. Std error==-STEYX(G13:G224,H13:H224)=-0.0103400229 
9. t-stastics of AR = AR/Std error 
10. t-stastics of CAR = CAR/S.D*(no. of days in windows)^(1/2)) Statistical Significance of Event 

Returns 
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Table : Pre-Event impact on stock prices of HDFC in Event window 
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Table 3:Post-Event Impact on stock prices of HDFC in Event window HDFC 
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Bank 
Table 4:Pre-Event Impact on stock prices of HDFC Bank in Event window 

 

 
 

Table 5: Post-Event impact on stock prices of HDFC Bank in Event window 
Table : Significance of Post event T-statistics of CAR 

 
 
It is found that both HDFC and HDFC Bank have negatively significant of post event t-

statistics i.e. announcement of M&A of both twins of HDFC 
 
FINDINGS 

A study on market efficiency is in fact a study investigating how events in the financial 
market shift returns from their estimated equilibrium such that an abnormality occurs. It is a 
misconception that an efficient market would equal a return-generating process that is totally 
random. Rather, researchers try to understand whether market efficiency imperfections can be 
exploited to gain excess returns.In the study, it is found that the announcement event has created 
negative significance on stock price and short selling started to gain excess return.  
 
SUGGESTIONS 

Every investor has all the information about stock. But when event occurs it depends on the 
people behaviour. In this case, it has shown negative significance. So with this information we can 
predict that investors can earn abnormal return with the people behaviour as if they have sell the 
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stock they could earn abnormal return. Further any event occurs there is opportunities of 
abnormal return for investors either by selling or buying the stocks of HDFC Bank and HDFC Ltd.  
 
CONCLUSION 

The basis for event study analysis is the semi-strong version of the efficient market 
hypothesis, (EMH). It assumes that all publicly available information is incorporated into the stock 
prices immediately on the announcement. One of the assumptions of efficient market theory is that 
investors always act rationally when confronted with new information. Research findings in the 
psychological literature show that individuals have limited information-processing abilities, are 
often biased and prejudiced, are prone to making mistakes, and tend to rely on the opinions of 
others in their decision-making.  
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