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Abstract: Mergers and acquisitions (M&A) in public 

sector banks (PSBs) play a crucial role in enhancing 

financial stability, improving operational efficiency, 

and addressing economic challenges. This study 

explores the key driving forces behind M&A in PSBs, 

focusing on economic, regulatory, and strategic 

factors. Using an analytical approach, the research 

examines how government policies, financial 

performance, technological advancements, and market 

competition influence consolidation decisions. The 

paper also evaluates the impact of M&A on bank 

profitability, customer service, and overall sectoral 

growth. Additionally, case studies of significant PSB 

mergers, such as the consolidation of State Bank of 

India (SBI) with its associate banks and the 

amalgamation of Punjab National Bank (PNB) with 

other entities, are analyzed to assess real-world 

implications. Findings suggest that while M&A can 

strengthen banking institutions, challenges such as 

cultural integration and regulatory compliance must 

be carefully managed. This study provides insights for 

policymakers, banking professionals, and researchers 

to understand the evolving landscape of public sector 

banking consolidation. 
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INTRODUCTION 

 

The banking industry is critical to the economic 

development of a nation by facilitating financial 

intermediation, credit provision, and financial 

stability. Since the past few decades, mergers and 

acquisitions (M&As) have been employed as 

instruments for the restructuring of the banking 

sector in order to establish more robust financial 

institutions. Banking sector M&As in India have 

picked up pace because of economic liberalization, 

financial crises, and regulatory changes. 

Historically, the Indian banking industry has 

experienced various phases of consolidation starting 

with bank nationalization in 1969 and 1980 and then 

experiencing large-scale mergers with the aim of 

developing globally competitive banks. 

 

Government-owned banks, the public sector banks 

(PSBs), serve the vast majority of society, which 

includes rural and semi-urban people. Government 

acquisitions through PSBs have now become 

inevitable based on several threats like increasing 

non-performing assets (NPAs), capital 

shortcomings, technological disturbances, and 

increasing competition from the private and 

international banks. Acquiring smaller or weak 

banks through mergers will help the government 

establish financially stronger institutions that are 

capable of managing economic stress as well as 

following international banking practices. 

 

STUDY OBJECTIVES 

 

This study seeks to: 

•Determine the most significant drivers of M&A’s 

among public sector banks 

•Examine the influence of economic, regulatory, and 

strategic drivers in these mergers 

•Assess the effect of M&A’s on financial stability, 

operational efficiency, and customer service 

•Study case studies of significant PSB mergers to 

make policy recommendations 

 

RESEARCH METHODOLOGY 

 

The research is grounded on qualitative and 

quantitative methods, examining secondary sources 

of data like government reports, financial 

statements, RBI documents, and academic papers. 

Case study analysis was applied to evaluate real-

world implications of bank mergers.  

 

1. Research Design 

Descriptive Research Design: The research portrays 

the trends, patterns, and effects of bank mergers 

based on real-world data and case studies. 
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Exploratory Research Design: The research 

investigates several reasons and effects of mergers 

in the Indian banking industry. 

 

2. Data Collection Methods 

Primary Data: 

Interviews and surveys of banking experts, 

economists, and financial analysts. 

Standardized questionnaires distributed among 

employees and customers of merged banks to gauge 

the effect on service quality and job satisfaction. 

Secondary Data: 

Government and RBI publications on banking sector 

consolidation and reforms. 

Financial statements of consolidated banks (PNB, 

BoB, SBI, OBC, UBI etc.). 

Research papers, articles, and books on M&A in 

banking. 

News articles and case studies on bank mergers. 

 

3. Sample Selection 

The research is on driving forces behind mergers 

and acquisitions of public sector banks between 

2017-2022. 

Case studies of following banks were chosen for in-

depth analysis. Financial information between 2017 

and 2022 was analyzed to determine pre- and post-

merger performance. 

 

 PNB, OBC, AND UBI MERGER (2020) 

 Canara Bank and Syndicate Bank (2020) 

 Union bank of India, Andhra Bank and 

Corporation Bank (2020) 

 Indian Bank And Allahabad Bank (2020) 

 

4. Limitations of the Study 

Data Availability and Consistency – Secondary data 

sources, including financial records, government 

guidelines, and case studies, form the basis of the 

study. Inconsistency or transparency shortcomings 

in these resources could influence the reliability of 

conclusions. 

Short-Term Focus – The analysis is possibly limited 

to a particular timeline, which will not reflect the 

long-term consequences or changing rules 

governing M&As. 

Macroeconomic Impacts – External elements like 

global economic crises, inflation, and political 

unrest could influence M&A activity but are hard to 

measure accurately within the study horizon. 

Regulatory and Policy Shifts – Constant shifts in 

bank regulations and government policies could 

influence the reliability of the findings over time 

since fresh regulations might redefine the reasons 

and consequences of bank mergers. 

Subjectivity in Qualitative Analysis – Expert views 

and case study analysis can be subject to 

subjectivity since interpretations of M&A success or 

failure are based on different viewpoints. 

Generalizability – The research is conducted on 

public sector banks, and its implications might not 

be entirely transferable to private sector banks or 

cross-border banking mergers. 

Long-Term Impact Measurement – Although short-

term financial record can be examined, long-term 

effect on customer service, worker satisfaction, and 

economic growth might take longer to be observed 

than within the scope of this study. 

 

MERGERS AND ACQUISITIONS DRIVE 

FORCES IN PUBLIC SECTOR BANKS 

 

1. Economic Factors 

1.1 Financial Stability and Economic Growth 

Public sector bank mergers are usually motivated by 

the desire to enhance financial stability. A fragile 

banking system can be detrimental to the overall 

economy, causing banking crises. Consolidating 

weaker banks with stronger ones helps governments 

and regulators to establish financially sound 

institutions that can survive economic downturns. 

Factor Explanation 

Economic Growth & Stability Mergers help stabilize financial institutions during economic crises. 

Market Competition M&As help PSBs compete with private and foreign banks. 

Capital Adequacy Mergers enable banks to meet Basel III capital norms. 
 

1.2 Market Competition and Consolidation 

With the fast development of private banks, fintech 

firms, and digital financial services, public sector 

banks are under strong competition. Mergers enable 

PSBs to hold their place in the market by improving 

their service capabilities, branch networks, and 

digital banking services. 

1.3 Capital Adequacy and Risk Management 

As per Basel III standards, banks must have a 

minimum capital adequacy ratio (CAR) to cover 

credit risk. Small banks find it difficult to achieve 

this, and hence mergers are a strategic option to 

enhance capital buffers. 
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2 Regulatory and Government Policies 

Policy Impact on M&As 

Banking Reforms Government-driven initiatives promote consolidation. 

Basel III Compliance Mergers help banks meet international capital requirements. 

RBI & Government Role Regulatory bodies oversee and approve bank mergers. 

 

2.1 Banking Reforms and Policy Interventions 

Governments also tend to encourage bank mergers 

to consolidate banking operations and promote 

financial inclusion. For example, the Indian 

government's 2019 banking reforms resulted in the 

merging of various PSBs for greater banking 

efficiency. 

 

2.2 Basel Norms and Compliance Regulations 

Global regulatory standards, including the Basel 

Accords, prescribe stricter management of financial 

risk. Consolidation of small banks aids in meeting 

compliance needs by developing institutions with 

more robust financial systems. 

2.3 Reserve Bank of India (RBI) and Government's 

role 

RBI has played a key role in sanctioning and 

controlling bank mergers for maintaining financial 

stability and safeguarding customers' interests. 

Government policies, including recapitalization 

proposals, also help promote the merger process. 

 

3 Strategic and Operational Factors 

Below are tables outlining Strategic and Operational 

Factors on the basis of mergers and acquisitions 

(M&A's) in Indian public sector banks (PSBs) so 

far: 

Table 1: Strategic Factors in M&As of PSBs 

 

Table 2: Operational Factors in M&As of PSBs 

Operational Factor Explanation Example 

Technological 

Integration 

Harmonizing IT infrastructure and 

digital banking platforms across 

merging entities. 

Migration of Allahabad Bank's systems to 

Indian Bank's core banking platform. 

Cultural Integration Aligning organizational values and 

employee policies to ensure smooth 

operation post-merger. 

Employee resistance in the Bank of Baroda 

merger due to differences in workplace 

cultures. 

Branch 

Rationalization 

Optimizing the number of branches to 

reduce duplication and cut operational 

costs. 

Consolidation of overlapping branches in 

Union Bank merger with Andhra and 

Corporation Bank. 

Customer Service Ensuring seamless service during the SBI ensured uninterrupted service post-

Strategic Factor Explanation Example 

Economies of 

Scale 

Achieving cost reduction and operational 

efficiency through larger operations. 

SBI and its associate banks' merger, 

resulting in reduced overhead costs. 

Market 

Competitiveness 

Strengthening competitive positioning in 

the financial sector. 

Bank of Baroda merger helped it compete 

against private players like HDFC and 

ICICI Bank. 

Financial 

Inclusion 

Expanding reach to underserved and rural 

areas to enhance economic participation. 

Merged Bank of Baroda expanded rural 

banking services. 

Regulatory 

Compliance 

Meeting capital adequacy requirements 

and other norms set by regulators (e.g., 

Basel III). 

Union Bank merged with Andhra Bank 

and Corporation Bank for stronger 

regulatory compliance. 

Digital 

Transformation 

Adopting and integrating advanced digital 

technologies for better customer 

experience and efficiency. 

Adoption of SBI's YONO app post-merger 

improved customer engagement. 

Resource 

Optimization 

Optimal utilization of financial, human, 

and technological resources across entities. 

Canara Bank and Syndicate Bank reduced 

redundancies in branch locations and 

employee roles. 
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Continuity transition to maintain customer trust. merger by advanced planning and 

communication. 

Employee Training Upskilling employees to work within 

the new operational framework and 

systems. 

Training programs for Canara Bank 

employees post-merger with Syndicate 

Bank. 

Risk Management Strengthening internal controls and 

processes to handle larger asset 

portfolios. 

Enhanced risk management measures in the 

Punjab National Bank merger with OBC 

and United Bank. 

3.1 Cost Synergies and Efficiency Enhancement 

Mergers remove duplication of resources, lowering 

operating costs and enhancing efficiency in 

infrastructure, manpower, and technology. 

3.2 Growing Market Share and Customer Base 

A bigger merged bank can extend to new 

geographic locations, enhancing customer reach, 

particularly in rural and semi-urban areas. 

3.3 Technological Consolidation and Digital 

Revolution 

The banking industry is experiencing accelerated 

digital revolution. M&As offer the scope to 

consolidate cutting-edge technologies like AI-based 

banking, blockchain, and digital payments. 

 

CASE STUDIES OF MAJOR MERGERS IN 

PUBLIC SECTOR BANKS 

 

1. Punjab National Bank (PNB), Oriental Bank of 

Commerce (OBC), and United Bank of India (UBI) 

Merger (2020) 

• Effective Date: 1st April 2020 

• Acquiring Bank: Punjab National Bank (PNB) 

• Merged Banks: Oriental Bank of Commerce 

(OBC) and United Bank of India (UBI) 

Objective: 

 To form a more robust banking entity with 

better financial stability and increased 

customers. 

 Increase capital efficiency and technological 

convergence. 

Impact: 

 PNB became the second-largest PSB in India, 

behind the State Bank of India (SBI). 

 The combined entity's total business size was 

over 18 lakh crore. 

 The challenges were integration of IT systems 

and restructuring of employees. 

 

2. Merger of Canara Bank and Syndicate Bank 

(2020) 

• Effective Date: April 1, 2020 

• Acquiring Bank: Canara Bank 

• Merged Bank: Syndicate Bank 

Objective: 

 To enhance the national presence of the bank. 

 In order to improve operational efficiency and 

eliminate redundant costs. 

Impact: 

 Established the fourth-largest PSB in India with 

a combined business of ₹15.20 lakh crore. 

 The merger rationalized branch operations, 

minimizing duplication. 

 Challenges were managing a large customer base 

and merging work cultures. 

3. Union Bank of India, Andhra Bank, and 

Corporation Bank Merger (2020) 

• Effective Date: April 1, 2020 

• Acquiring Bank: Union Bank of India 

• Merged Banks: Andhra Bank and Corporation 

Bank 

Objective: 

 To establish a well-capitalized, efficient, and 

technology-based banking institution. 

 Enhance Union Bank's network across India. 

Impact: 

 The resultant entity stood as the fifth-largest 

PSB in India with a business size of more than 

₹14.59 lakh crore. 

 Increased digital banking functions and 

accessibility to credit. 

 First challenges in the integration of IT systems 

and adjustment by customers. 

4. Allahabad Bank - Indian Bank merger (2020) 

• Effective Date: April 1, 2020 

• Acquiring Bank: Indian Bank 

• Merged Bank: Allahabad Bank 

Objective: 

 Improvement of capital adequacy and 

broadening market share. 

 Boosting financial inclusion and operations 

efficiency. 

Impact 

 The merged entity's business size was ₹8.08 

lakh crore. 

 Wider penetration in rural and semi-urban 

areas. 
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 Issues were harmonizing HR policies and 

integrating customer service. 

Significant Takeaways from These Mergers 

• Efficiency Savings: The mergers assisted in 

lowering operation costs and improving digital 

banking services. 

• Market Growth: Merged institutions enjoyed a 

larger customer base and a large branch network. 

• Technology Integration Issues: Banks experienced 

challenges in integrating IT systems and ensuring 

smooth customer service. 

• Employee and Cultural Challenges: It was a 

challenging task to align various work cultures and 

policies. 

 

CONCLUSION 

Mergers and acquisitions (M&A’s) have become a 

revolutionary strategy for public sector banks 

(PSBs) to address changing economic, regulatory, 

and operational issues. The mergers are intended to 

enhance the financial solidity of banks, enhance 

operational efficiencies, and position them more 

competitively. The research paper identifies the 

most important driving forces for M&A’s as 

financial performance, technological innovation, 

regulatory requirements, and market 

competitiveness needs. 

While the advantages of M&A’s are clear—i.e., 

enhanced fiscal robustness, greater customer 

outreach, and greater digital banking skills—there 

are serious challenges. These encompass integrating 

cultures, technologically aligning systems, and 

adhering to regulatory norms. Through specific case 

studies of some prominent Indian PSB mergers, the 

paper illustrates the power of M&A’s to build 

larger, more robust banking entities that are in a 

better position to cater to various sections of society. 

The success of M&A’s also depends on forward-

looking governance, strong regulatory 

infrastructure, and out-of-the-box approaches to 

contain operational and market risks. For the future, 

there is a need to shift attention towards green 

practices, people engagement, and customer focus 

strategies to unlock the full potential of M&As. 
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