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Merger of Banks: Needs, Issues and
Challenges

- Prof. Malan Zardi

{é 1" > p

As sistant Professor, Department of Business Economics Rizvi College of Arts, Science and
Commerce

s ract

- In the year 1993, the government took a drastic stride towards economic affluence and
a step towards merger of banks. The New Bank of India was merged with the Punjab
al Bank (PNB). This was the first merger between nationalized banks, ever witnessed in
n history. SBI first merged State Bank of Saurashtra with itself in 2008. Later in 2010, State
) t‘of Indore was merged with it. Recently all five associate banks of State Bank of India
* and Mahila Bank are merged with State Bank of India and SBI started functioning as
d entity. It is the largest ever consolidation exercise in the Indian banking industry. So,
f aper try to analyze the issues and challenges related merger of banks in Indian context.
Keywords: Public sector banks, Mergers, issues, challenges, needs, Bank consolidation
n oduction

The various committees appointed by the Government of India have advocated
] lldatlon They argue that we need to have three to four large nationalized banks in order to
'; vc the operational efficiency and distribution efficiency. The Narsimhan committee has
-'Jv lcally emphasized the need to have Indian Banks which are comparable in size with global
dir ing banks.

i " The Narsimhan committee proposed a three-tier banking structure in India with around 3-

c banks to take a stand in global scenario,8-10 banks to provide national coverage and rest

‘} c care of local coverage.

Most of the mergers in the pre-reform perl

WWllncssed both forced and voluntary mergers. The forced mergers have been caused by the

an ldl ill health of the acquired banks. Banks witnessing erosion in net worth, huge NPAs and
tio have been forced by the regulatory authority to undergo merger.
| Trust Bank is an example of forced merger.

iod have been forced ones. The post-reform era

¢ in capital adequacy ra

f ldl Bank of Commerce’s acquisition of Globa
have expansion, diversification and growth as the main motives. HDFC’s

lary mergers
ra Bank are a few examples of

u smon of Times Bank and ICICI’s acquisition of Madu

i ary mergers. India has also witnessed cross- border acquisitions in the recent past. SBI's

1571
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Objectives on
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1. To study the neads for bank consoltt

“merger of banks
" issues and challenges of merget of ban
To examine the issues and chaticnt

Research methodology

The sources of these datg ..
. < based on secondary data, The sc 4lahave lal,
This rescarch paper is baseq $ This ressarch paper tries to ]
.Q 3 . A Malves o
fi h joumnals, newspaper, websites, and books. This res ‘"’"')Sctnc
rom research joumals, news y WEIR

issues and challenges of merger of banks with the help of assembled data,
Need for bank consolidation

Bank consolidation occurs when two or more banks become one bapk. B
consolidation can lead to expansion for the newly merged institution. Banks consolidate f,
multiple reasons, including to mitigate competition, gain capital power both domcslical[ym
intemnationally, to compete with larger banking institutions or to expand the services that the
newly merged bank can provide both internally and geographically by decreasing overy
operating costs.

Indian Banks are too small: Even as India is the second largest growth market for

r of wealthy households, the ASSOCHAM
a at the 64th position and ICICI Bank Lid a

ital — a core measure of a bank’s financial

banking services after China in terms of the numbe
Chief said, only two Indian banks, State Bank of Ind;
81st, figure among the global top 100 by tier | cap
strength that consists largely of shareholders’ capital.

Similarly, in terms of assets, India’s largest b
bank. On the other hand, ICICI Bank Ltd, the largest

position. None of the other Indian banks features am
of size of assets.

ank, SBI is now the world’s 70th largest
private sector lender has attained the 148th

ong the top 200 banks in the world-in terms

Many experts in Banking field feels that h
banking industry, Indian banks are not able to com
credit disbursal, investment and rendering of fj

impered by the fragmented nature of the

Pete globally in terms of fund mobilization,

nancig| Services, The b

alance sheets of top 10
Indian banks suggest the greater scope of c¢q

nsolidmi0n to reap th s rod
. ; s ¢ benefi f large s1z¢
globally competitive Indian banks, P cnefits of larg

Large public sector banks (PSBs) like Punjab Nationg] Bank, Bank of Baroda, Canard
Bank and Bank of India could try looking for potentia] contenders fo; il’Cquis't' t )
ition.
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| 1;hes ::tc:a; aii\/:?l}r;im In February had decided the merger of these five associate banks
th sB ‘aner and Jaipur, State Bank of Hyderabad, State Bank of Mysore,
t atc Bank of Patiala and State Bank of Travancore were merged with SBI, tossing the country’s
st creditor to among the league of top 50 banks in the world. Later in April 1, 2017 the
; bmct further approved merger of BMB as well, The combined entity will have network of over
b 000 pranches with ATM serving 50 crore customers.
Merger Wwill increase Capital efficiency: Consolidation will also increase capital
~, ciency- Merged entity will have more leg room to raise capital.
\ ould decrease NPA: At a time when NPAs are high, and banks are putting more effort in
ecovery: the ability to recover by smaller number of banks will be higher though an individual
ks exposure may go up. This is because there are smaller number of voices ... in the joint
nders forum today there are too many voices and each lender has a differential ri ght with the
borrower and they often not agree to a common recovery programme. With consolidation the
fecovery will be far more focused. Thus consolidation could decrease NPA in India.
Tssues related to merger of Banks
_ The weaknesses of the small banks may get transferred to the bigger bank also. The
am a]gamatlon of Global Trust Bank with Oriental Bank of Commerce in 2004 is a case in point.
K Mergers will result in shifting/closure of many ATMs, Branches and controlling offices,
j it is not prudent and economical to keep so many banks concentrated in several pockets,
potably in urban and metropolitan centers. Though the closure or merger of a large number of
V'. rches will not happen all of a sudden, it is bound to happen over a period of next 5 years.
' ergers will result in immediate job losses on account of large number of people taking VRS on
one side and slow down or stoppage of further recruitment on the other. This will worsen the
u cmployment situation further and may create law and order problems and social disturbances.

The plight of people taking pre-mature retirement (through VRS route or otherwise) will turn

more pitiable than being envisaged.
plans may be affected and their deadline for their implementation

Financial inclusion
sidies and grants also

ay be delayed. ‘Direct Benefit Transfer’ (DBT) of government aid, sub

ill be affected.

, The bank accounts linked to ECS and demat reco
. laborious, time taking and expensive exercise. Since the number of bank branches will be large,
stimated that each bank will have not less

rds are to be changed. This is a

Managing them may pose greater challenges. Itise

an 8,000 branches. after merger. Experts arguc that consolidation should take place in a

e 1591
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have huge NPAS thus merger should be planneq dfiey “
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Presently these banks

capital is injected. Banking competition m
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than its nearest competitor.RBI has decl
SIBs) and its failure can shock other par

their failure with financial crisis in Japan, USA, et REA calling for strik l |
gt 1 -, ca e, .
Workers resistance from associations like Al Ndia by,

o o P
: i iated services., '
financial inclusion, thus needs variety of banks and different

Challenges of Bank Mergers |
The biggest challenge of much talked about mergers of banks is the implicag, )
consolidation on employment, profitability, market share, human motivation ang techngj, |

Since the merger exercise is in its infancy stage in India, the past experience of POSt-ers. |

implications on economy can be taken into considerations to devise and monitor of mers |

i

Employees or most affected party of mergers. The UNI Europe Report estimated that 1, 3004 |

Jjobs have been lost in the last 10 years as a result of mergers and acquisitions. i

i
{
i

The merger and resultant big entity possesses its unique set of challenges. The sc:
a
!

of the task is substantial given the total staff strength. It will pose a huge test in terms ¢ i

integration of roles, salary, and perquisite and pension structures and, no less important, |

work cultures. |
i

Much of the opposition from the bank unions stems from concerns relating to thes

issues. For example prospects of promotion may be hampered due to curtailment o
seniority or rationalization of branches due to overlap may lead to their relocation.
Customers of the smaller, community or regional market-focused subsidiaries s

as the State Bank of Travancore may be discomfited by having to deal with a larger, 2

impersonal lender, one where the size of their accounts may be viewed as comparaiive!

marginal.

: . ) o of
i P Interesting oversight issues. The si2
new entity possesses huge challenge for regulators

Conclusion

Posed merger will benefit to not only 1 2
W
he Bank Board Bureau has been tasked
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""Zeeing a restructuring among other public sector banks to speed of the long delayed
.7* SS.
Bank consolidation is a tricky issue. While it is said that the long-term benefits of
b lidation outweigh the short-term concerns, it must not be made a general policy. It is only
¢ done with right banks for right purpose with proper safeguards. Capital and Consolidation
three dimensions in the new banking regime which is imminent in India. With the
roduction of financial service convergence and competitions from outside and within, it is
V _]USUﬁable that to bring a sound transparent, efficient, and effective and culture friendly
f,' ting practices should be on the anvil of the government as well as policy makers. The post-
;. er implications of bank on customers, society, culture, stakeholders, employees,
tivity, profitability and technology in Indian context are still debatable and researchable
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[ SYLLABUS ]

USPH303 : Applied Physics - 1

This paper consists of three modules (units) designed in a way so as to offer interdisciplinary and
application oriented learning.
Learning Outcomes: On completion of this, it is expected that:
(1) Students will be exposed to contextual real life situations.
(i1) Students will appreciate the role of Physics in interdisciplinary areas related to materials, Bio Physics,
Acoustics etc.
(iii) The learner will understand the scope of the subject in Industry and Research.
(iv) Experimental learning opportunities will faster creative thinking and a spirit of inquiry.

Unit I: Acoustics, Lasers and Fibre Optics (15 Lectures)
(1) Acoustics of Buildings: Reverberation, Sabine’s formula (without derivation) Absorption coefficient,
Acoustics of Buildings, factors affecting Acoustics of Buildings, Sound distribution in an auditorium.
(2) Laser: Introduction, Transition between Atomic Energy States (without derivation), Principle of Laser,
Properties of Laser, Helium—Neon Laser, Application of Laser, Holography.
(3) Fibre Optics: Light propagation through Fibres, Fibre Geometry, Internal reflection, Numerical
Aperture, Step-Index and Graded-Index Fibres, Applications of Fibres.

Unit II: Biophysics (15 Lectures)
Introduction, definition, History and scope of biophysics, biological fluids, physico-chemical properties,
viscosity, surface tension, pH, osmosis, osmotic pressure. Diffusion, Ficks’ laws of diffusion, dialysis,
Cell is unit of life, fundamental understanding prokaryotic and eukaryotic cell structure and function,
eukaryotic cell membrane, Fundamentals of transport process through biological membrane, membrane
channels. electrical properties of cell, Action potential, propagation of action potential, methods of
measurement of action potential, Nernst equation, Golman equation, The Hodgkin-Huxely model of
action potential, voltage clamp technique, Patch clamp technique, cell impedance and capacitance.

Unit III: Materials — Properties and Applications (15 Lectures)

Introduction to Materials
Classification of Materials based on structures (Crystalline and Amorphous, single crystal, polycrystalline
and nanomaterials) and Functionality (Conducting, insulating, superconducting, reflecting, transmitting etc.)
Types of Materials: Metals and alloys, Ceramics, Polymers and Composites, Thin Films, Nanomaterials;
Some Physical and Chemical methods of materials synthesis. SL

Properties of Materials
Electrical Properties: Review of energy band diagram for materials - conductors, semiconductors and
insulators, Electrical conductivity in metals, semiconductors and insulators (dielectrics), effect of
temperature on conductivity.

Optical Properties: Reflection, refraction, absorption and transmission of electromagnetic radiation in

solids.

Magnetic Properties: Origin of magnetism in solids (basic idea), Types of magnetic order (paramagnetism,

diamagnetism, antiferro magnetism, ferromagnetism, ferrimagnetism), magnetic hysteresis. 6L)
Applications

Optical Materials: LEDs, OLEDs, LCDs, Flat Panel Displays, Optical Fibers.
Dielectric Materials: Piezoelectric, Ferroelectric and Pyroelectric Materials.

Magnetic Materials: Soft Magnets (Transformer steels), Hard Magnets for Permanent Magnets,
Magnetic Recording and Storage. 4L
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[ SYLLABUS ]

USPH303 : Applied Physics - 1

This paper consists of three modules (units) designed in a way so as to offer interdisciplinary and
application oriented learning.
Learning Outcomes: On completion of this, it is expected that:
(1) Students will be exposed to contextual real life situations.
(i1) Students will appreciate the role of Physics in interdisciplinary areas related to materials, Bio Physics,
Acoustics etc.
(iii) The learner will understand the scope of the subject in Industry and Research.
(iv) Experimental learning opportunities will faster creative thinking and a spirit of inquiry.

Unit I: Acoustics, Lasers and Fibre Optics (15 Lectures)
(1) Acoustics of Buildings: Reverberation, Sabine’s formula (without derivation) Absorption coefficient,
Acoustics of Buildings, factors affecting Acoustics of Buildings, Sound distribution in an auditorium.
(2) Laser: Introduction, Transition between Atomic Energy States (without derivation), Principle of Laser,
Properties of Laser, Helium—Neon Laser, Application of Laser, Holography.
(3) Fibre Optics: Light propagation through Fibres, Fibre Geometry, Internal reflection, Numerical
Aperture, Step-Index and Graded-Index Fibres, Applications of Fibres.

Unit II: Biophysics (15 Lectures)
Introduction, definition, History and scope of biophysics, biological fluids, physico-chemical properties,
viscosity, surface tension, pH, osmosis, osmotic pressure. Diffusion, Ficks’ laws of diffusion, dialysis,
Cell is unit of life, fundamental understanding prokaryotic and eukaryotic cell structure and function,
eukaryotic cell membrane, Fundamentals of transport process through biological membrane, membrane
channels. electrical properties of cell, Action potential, propagation of action potential, methods of
measurement of action potential, Nernst equation, Golman equation, The Hodgkin-Huxely model of
action potential, voltage clamp technique, Patch clamp technique, cell impedance and capacitance.

Unit III: Materials — Properties and Applications (15 Lectures)

Introduction to Materials
Classification of Materials based on structures (Crystalline and Amorphous, single crystal, polycrystalline
and nanomaterials) and Functionality (Conducting, insulating, superconducting, reflecting, transmitting etc.)
Types of Materials: Metals and alloys, Ceramics, Polymers and Composites, Thin Films, Nanomaterials;
Some Physical and Chemical methods of materials synthesis. SL

Properties of Materials
Electrical Properties: Review of energy band diagram for materials - conductors, semiconductors and
insulators, Electrical conductivity in metals, semiconductors and insulators (dielectrics), effect of
temperature on conductivity.

Optical Properties: Reflection, refraction, absorption and transmission of electromagnetic radiation in

solids.

Magnetic Properties: Origin of magnetism in solids (basic idea), Types of magnetic order (paramagnetism,

diamagnetism, antiferro magnetism, ferromagnetism, ferrimagnetism), magnetic hysteresis. 6L)
Applications

Optical Materials: LEDs, OLEDs, LCDs, Flat Panel Displays, Optical Fibers.
Dielectric Materials: Piezoelectric, Ferroelectric and Pyroelectric Materials.

Magnetic Materials: Soft Magnets (Transformer steels), Hard Magnets for Permanent Magnets,
Magnetic Recording and Storage. 4L
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