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Background of Banking
Consolidation

THOUGHT of mitigating the
issue, PSBs facing, the

Government of India (GoI) came
up with the concept of
Consolidation of PSBs, which is not
a recent phenomenon, Maidavolu
Narasimham, the 13th Governor of
the Reserve Bank of India (RBI), in
1991, who headed the Narasimham
Committee, recommended a three-
tier banking structure by merging
PSBs to make them stronger. The
Committee proposed that there
could be three large banks that
would have an international
presence, about 8–10 National
Banks and several Regional Banks.

In 2008, the Raghuram Rajan
Committee report on Financial
Sector Reforms too discussed on
bank consolidation and suggested
takeover of small, regional and
unprofitable banks by well
managed financial institutions
(FIs). Again, in 2014, P.J. Nayak
Committee, in similar lines,
suggested that the Government
should go for merger or
privatization of few of the state-
owned banks.

Hence, the idea of
Consolidation / Merger /
Amalgamation is not a new idea.
Post nationalization, banking in
India has witnessed many mergers.
For instance, in 1993, the New Bank
of India merged with Punjab
National Bank. Private banks are
no exception. In 2004, privately-

owned Global Trust Bank merged
with the PSB, OBC.

The biggest achievement in
merger arena of the Indian banking
sector is the merger of associate
banks of SBI and Bhartiya Mahila
Bank with the SBI, in 2017 and the
important here is, post-merger, the
SBI listed into top fifty banks in the
world, the first time in Indian
Banking Industry.

Between 1958 and 2011, 10
banks merged with Bank of Baroda
the last one was Memon Bank in
2011. Post-merger Bank of Baroda
became a large bank in India with
the business of  11.07 lac crores in
March 2019, serving 120 million
customers, spreading its presence
not only domestically but
internationally at 21 countries. On
1 April 2019, Vijaya Bank and Dena
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The idea of Consolidation / Merger / Amalgamation is not a new idea. Post nationalization,
banking in India has witnessed many mergers. Between 1958 and 2011, 10 banks merged
with Bank of Baroda the last one was Memon Bank in 2011. Post-merger Bank of Baroda
became a large bank in India with the business of INR 11.07 lac crore in March 2019,
serving 120 million customers, spreading its presence not only domestically but internationally
at 21 countries. On 1 April 2019, Vijaya Bank and Dena Bank were amalgamated with Bank
of Baroda which is a unique, first of its kind three-way consolidation of banks in India. With
this, Bank of Baroda became the second-largest PSB in India, business rose to INR 15.28
lac crore in June 2019 and also figured in the prestigious ‘Forbes Global 2000 List.’

But of-late, the state of PSBs is more challenging. The new players in the financial sector
viz Payment Banks and Fintech Companies are rapidly growing and penetrating market
fast, despite smaller in size. They are technologically more advanced than small-sized PSB
banks. Hence, merger or consolidation or amalgamation is a good idea not just for achieving
economies of scale but also for competing with new players. Also, to support the investment
needs of Indian Economy and for well sustainable economic growth; having large ‘Global
Sized Banks’ may be the better idea than to have multiple small-sized banks.
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Bank were amalgamated with Bank
of Baroda which is a unique, first of
its kind three-way consolidation of
banks in India. With this, Bank of
Baroda became the second-largest
PSB in India, business rose to  15.28
lac crore in June 2019 and also
figured in the prestigious ‘Forbes
Global 2000 List.’

But of-late, the state of PSBs is
more challenging. The new players
in the Financial sector viz Payment
Banks and Fintech Companies are
rapidly growing and penetrating
market fast, despite smaller in size.
They are technologically more
advanced than small-sized PSB
banks. Hence, merger or
consolidation or amalgamation is
a good idea not just for achieving
economies of scale but also for
competing with new players. Also,
to support the investment needs of
Indian Economy and for well
sustainable economic growth;
having large ‘Global Sized Banks’
may be the better idea than to have
multiple small-sized banks.
Considering these factors and on
prior experience, GoI announced
the merger of 10 State-owned
banks to form 4 bigger lenders and
this latest move dated 30 August
2019 has reduced the number of
PSBs to 12.

The amalgamation of Bank of
Baroda, Vijaya Bank and Dena
Bank, which started in September
2018 and the recent announcement
on the merger of 10 Nationalized
Banks to form 4, were based on this
Framework of Consolidation.

Global Economy

According to World Bank, the
COVID-19 pandemic and the
economic shutdown in advanced

economies and other parts of the
globe have disrupted billions of
lives jeopardizing decades of
development progress. In addition
to an enormous human toll,
countries are leading to the deepest
global recession since the Second
World War.

In its June 20 edition of Global
Economic Prospect, World Bank
predicted that Global GDP may
contract by 5.2 per cent in 2020
while advance economics &
emerging market and developing
(EMDEs) economies may contract
by 7 and 2.5 per cent respectively
in the same period.

Many countries have avoided
more adverse outcomes through
sizable fiscal and monetary policy
support measures. Despite these
measures, per capita incomes in all
EMDE regions are expected to
contract in 2020, likely causing
many millions to fall back into
poverty.

Indian Economy

• Effect of the pandemic was felt
on the Indian economy too. As
per the latest report of The
National Statistical Office
(NSO), India’s real GDP growth
dropped to an 11 year low of 3.1
per cent in the March 2020
quarter.

• Gross fixed capital formation
(GCF) which reflects investment
demand in the economy,
contracted by 6.5 per cent and
accounted for 28.8 of GDP, the
lowest since March 2009.

• Governments Final Consump-
tion Expenditure (GFCE) was
the only component of the
economy that grew well by 13.6

per cent during the March 2020
quarter.

• India’s merchandise exports fell
sharply by 36.5 per cent to
US$19.1 billion in May 2020
while import bill declined by
51.1 per cent Y-o-Y to US$22.2
billion in May 2020. India’s
crude oil imports fell by 72 per
cent while non-oil imports
declined by 43.1 per cent.

• Due the decline in import and
export, trade deficit in May 2020
narrowed to US$3.2 billion from
US$15.4 billion in the year-ago
month.

• Supply chain disruption,
combined with labour migration
have created further huerdles in
opening of the economy even
gradually.

• As there has been significant slump
in domestic economic activity due
to the COVID-19 induced
lockdown that has curtailed
imports, we expect that the
country’s current account balance
may remain surplus in the next
few quarters of FY 21.

Banking Industry in India

In India, nationalization of
banks happened on 19 July 1969.
Since then the Public Sector Banks
(PSBs) are making great progress
in extending financial reach
throughout the nooks and corners
of our country, with socio-
economic agenda. They are well-
capitalized, highly regulated and
far superior to any other country
in the world. Credit, market,
operation and liquidity risk studies
suggest that banks in India are
generally strong and have
withstood the global downturn
well, including sub-prime crisis.
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Post ‘Liberalization,
Privatization and Globalization’
era, the growth of PSBs has
increased manifold due to rapidly
growing business which depends
on banks for their credit needs.
Also, through technological
advancements, the PSBs are
providing improved services to
their clients and compete with their
private and foreign peers.

On the other side, banks in
India, more particularly PSBs, are
facing numerous challenges due to
NPAs, increasing frauds,
competition (from Private Banks,
Foreign Banks, NBFCs, other Non-
Banking players (viz Post Office,
Insurance Companies, Payment
Banks, Fintech companies),
profitability issue, decrease in
efficiency with increase in
operation cost, low credit growth
which leads to lower Return on
Assets (RoA), lack of geographical
spread, implementation of
International Financial Reporting
Standards (IFRS) / Indian
Accounting Standards (Ind AS),
etc. The result is, the PSBs, which
roughly account for 70 per cent of
the industry, losing their market
share fast.

Present Challenges on
Indian Banking Industry

Challenge for Indian Banking
at present can be presented as three
dimensional which are discussed in
detail in the report:

Shrinking Market Share

Here is the list of banks ranked by business size based on March
2019 data:

Bank Consolidation-
Areas to be Adressed

Bank consolidation enables the
creation of a bank with a business
scale comparable to global banks
and capable of competing
effectively in India and globally.
Large banks would also provide an
impetus for building banks with
scale, ramping up credit growth,
adoption of best practices across
amalgamating entities for cost
efficiency and improved risk
management and financial
inclusion through wider reach.
Having said that, the merged entity
faces certain issues as follows:

HR Merger Issue

The most critical issue is that
of HR. In the private sector, the
easiest action for the management
is to lay off people for cost savings
but that option is not the preferred
one for state-owned banks. The
merged entity has to take care of

Financial
Inclusion

Rising NPAs and bad
loans with economic
slowdown catalyst by

Covid-19

Adequate
Capitalization as per

guidelines under
BASEL

Banks Business Market Share
(in Lac Cr) (%)

SBI 52.05 22.5

PNB+OBC+UBI 17.94 7.7

HDFC 17.5 7.6

Bank of Baroda 16.13 7.0

Canara+Syndicate Bank 15.20 6.6

Union+Andhra+Corporation Bank 14.59 6.3

ICICI 12.72 5.5

AXIS 10.60 4.6

Bank of India 9.03 3.9

Indian Bank + Allahabad Bank 8.08 3.5

This mega merger exercise
aims for better supervision of a
few large state-owned banks,
which will imp corporate
governance, bring in discipline
and spur competition. The merger
will help in improving the banks’
profitabili ty and not remain
dependent on the government for
capital each year. After the board
approval of the merging banks, it
will take around 18 to 24 months
to complete the full
amalgamation as previous
mergers have shown that it is time
consuming. Merger of weak state-
owned banks will be useful if the
strategic vision is driven by
synergy and create value for both
the banks
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culture, employee psyche, their
strengths and weaknesses, and
geographical distribution to
derive the best out of each of
them.

Technology Integration

There are multiple data
centers which handle numerous
customers across banks that need
to converge. Technology
integration, in theory, is easy to
achieve but in practice, it requires
a lot of hard work like just getting
a new account code for all
customers and communicating
the same to the customers is a
huge exercise in itself.

Vertical Integration

Next important step is to
integrate the key verticals and
functionaries of all the
consolidating banks. The
committee may be formed among
different verticals, and integration
has to be done on time. Planning is
the most important part, which
needs in-depth scrutiny of various
practical issues and the same have
to be well executed which is to be
monitored properly, to avoid any
flaws. The procedures and
practices of each bank have to be
studied and after thorough
analysis, the ‘Best Practices’ among
the consolidated banks may be
considered for implementation in
the new entity. Many-a-times
interdependency and inter-relation
of verticals / departments may be
required, which has to be taken
care of methodically and
meticulously. More importantly,
credit, forex, operations,
compliance, audit and learning
departments has to be
strengthened.

Product and Process
Synchronization

Post amalgamation, the
consolidated entity should have
uniform products to avoid any
commotion among customers and
employees. The best practices
among the consolidated banks may
be implemented for a better unique
selling proposition (USP). The
details of the product, its features,
FAQs, service charges, has to be
rolled out across consolidated
entity for uninterrupted ‘Customer
Service’ and non-stop ‘Business
Growth’ of the bank. The training
establishments and e-learning
platforms can be used in full swing
to impart knowledge and to bridge
the knowledge gaps. Customers
should be encouraged to use
alternative delivery channels and
the branch has to concentrate on
sales and service and compliance.
Key processes and underwriting
part can be moved to the
centralized system.

Customer Service

Customer service is the first
and foremost important for the
growth of the business and should
not be interrupted at any stage of
amalgamation. The consolidated
entity’s future success depends on
the active customer base. To retain
them, their anxieties and queries on

consolidation have to be effectively
addressed on a timely basis. And
due care has to be taken to nurture
not just customer service or
customer satisfaction but
‘Customer Delight’ through
formulating Customer Escalation
Matrix.

Media Management

360-degree media outreach is
necessary. Branding is an
important aspect and has to be
done through print publications,
television / radio advertisements,
outreach activities, digital media,
social marketing, etc. Addressing
the stakeholders by Senior
Management is the key aspect and
has to be followed religiously. All
positive aspects of consolidation,
strategies, mission and vision have
to be communicated to all
stakeholders including customers,
employees, public, regulators and
the government by the
management. The examples are:

• Strengthening of capital.

• Geographical spread.

• Increase in Branch / ATM
network.

• Enhanced talent pool.

• Best-in-Class products /
services.

• Technological innovations, etc.

NEXT-GEN BANKS

(Figures in  trillion)

Merged Entity Total Gross No. of M-cap
Assets NPA Branches (Aug. 30)

PNB+OBC+United Bank 12.0 1.1 11437 0.5

Canara+Syndicate Bank 10.0 0.6 10342 0.2

Union+Corporation+Andhra Bank 9.6 1.0 9609 0.3

Indian Bank+Allahabad Bank 5.3 0.4 6104 0.2
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Flagging off ‘Brand Identity’ is
the most important task for
retaining customers and to
increase visibility.

Financial Inclusion and
Sustainable Financing

It is nearly impossible to
imagine financial inclusion on the
scale the government is talking
about without public sector banks
playing a pivotal role. One of the
aims of nationalization was an
increase public confidence in
banking in a largely unbanked
country. The unfinished task of
financial inclusion forms part of the
aim. Sustainable Finance
encompasses thrust on Financial
Inclusion through use of
technology and financing
environmentally sustainable
projects by the Banking System.
Banks in India have taken several
steps towards promoting financial
inclusion through digital initiatives
like Digital India and the JAM
Trinity. Government has
announced Pradhan Mantri Jan
Dhan Yojana (PMJDY) as the
National Mission on Financial
Inclusion on 15 August 2014, to
ensure comprehensive financial
inclusion of all the households in
the country by providing universal
access to banking facilities with at
least one basic bank account to
every household, financial literacy,
access to credit, insurance and
pension facility. The inclusive
aspect of this is evident from the
fact that 60 per cent of PMJDY
accounts are in rural areas and over
53 per cent PMJDY account holders
are women. Many ‘Small Finance
Banks’ (SFBs) and ‘Payments
Banks’ have also come up to further
the cause of financial inclusion in

the country. The government has
also been leveraging the increased
use of Mobile Banking, pre-paid
instruments in the form of digital
wallets and mobile wallets,
operationalization of the Aadhaar
Bridge Payment System (ABPS)
and Aadhaar Enabled Payment
System (AEPS), etc. to promote
inclusion through last-mile
connectivity. Sustainable financing
also encompasses financing for
environmentally sustainable
projects such as financing
greenfield projects, climate and
renewable energy projects and
issuing green bonds for financing
green projects. SBI have issued
Green bonds aggregating US$700
million under this framework to re-
finance its green projects. As of 30
September 2019 SBI have also
sanctioned 693 renewable energy
projects of 12,916 MW capacity
with an aggregate sanctioned limit
of US$4.4 billion. SBI has also
availed line of credits from World
Bank (US$625 million). Financial
Inclusion measures that Punjab
National Bank 2.0. (After Merger)
has taken as follows:

• PNB 2.0 has introduced Door-
step Banking. The policy of
Doorstep Banking Service is
aimed at providing certain basic
banking services to senior
citizens of more than 70 years of
age and differently abled
persons at the doorstep of such
customers in an effective and
transparent manner.

• NABARD had launched
Financial Inclusion Fund (FIF)
wherein installation of Point of
Sale (PoS) including PNB GPRS
and MPOS terminals is being
encouraged in rural areas
especially in Tier 5 & 6 centres

covering population of less than
10000 since December 2016. In
order to increase the digital
payment acceptance infra-
structure in rural areas,
NABARD has extended the
scheme to Tier 3 & 4 Centres
from September 2018. With this
revision, villages with
population of less than 50,000
are also eligible for financial
support under the scheme.
NABARD will provide financial
support on both CAPEX &
OPEX model for deployment of
PoS terminals in Tier III-VI
centres subject to a cap of 2
(Two) PoS devices per village.
The maximum support in
CAPEX model will be 60 per
cent of cost of the device, with a
cap of  6,000/- per device.

• PNB has advised that financial
literacy is an important tool for
creating demand for financial
products. Considering this, it
has now been decided to adopt
a structured policy for imparting
financial literacy to different
target segments of population. It
has, therefore, been decided that
need based support will be
provided to the banks on
financial literacy as assessed by
them in tune with their
approved Financial Inclusion
Plans. The support will be
provided for financial literacy
programmes conducted by bank
branches. Separate Financial
Literacy Awareness
Programmes conducted for
different target groups, as
under:

1. Programmes for people
newly inducted in the
financial system.
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2. Programmes for Adults.

3. Programmes for Farmers,
School Children, Senior
Citizens, SHGs and
Entrepreneurs.

4. Programmes on digital
financial literacy covering
transactions on ATM,
Internet.

• Under the campaign ‘DIGITAL
APNAYEN’, PNB contribute

 5 towards the PM CARES
Fund on behalf  of  each
customer conducting the first
financial transaction to activate
their RuPay Debit card either
on point  of  sa le (PoS) or
ecommerce platform. This
campaign was to digital ly
onboard compulsorily 100
customers per branch within a
given time frame.

Strategy Adopted to Curb
Recovery and NPA Concern

There are two aspects related
to NPA issues: stock and flow. As
for stock of NPAs, recognition
phase is done with standard
restructured advances declining
to 0.5 per cent of banking sector
advances as end March 2019. The
recoveries have also gathered
pace with several legacy assets
seeing resolution this year.
However, there have emerged
new vulnerabilities, especially in
non-banking financial space, real
estate, telecom, and power asset.
Now, the amalgamation of PSBs
has been done with view of better
NPA management. Taking
instance of second largest bank
Post-amalgamation PNB
has emerged with new
organizational  structure of
recovery as follows:

• Post amalgamation a need to
revamp the NPA Recovery
Model was felt  to further
improve the efficiency and
TAT in view of the size of the
bank. As such, the modified
SASTRA Vertical Structure has
been approved for
implementation in the Bank.
The structure is designed to
improve efficiency, reduce
TAT and provide scope for
focused recovery and
monitoring of  the NPA
accounts. The structure lays
emphasis on enabling branches
to focus on Service Delivery to
become truly a service outlet.
The new SASTRA Vertical
Structure focuses on recovery
of NPA through branches and
2 types of structures equipped
with skilled staff having
separate verticals for recovery
and follow up in NPA
Accounts with balance
outstanding above  1.00 lakh
and NPA accounts with
balance outstanding above 
10.00 crore. Branches shall
have focused recovery
responsibility for NPA
Account (Borrower Wise) upto

 1 lakh and will have shared
responsibility for NPA
Account (Borrower Wise) upto

 10 lakh.

• With the amalgamation of
Oriental Bank of Commerce
and United Bank of India into
Punjab National Bank, all
branches of E-OBC and E-UBI
are now functioning as
branches of Punjab National
Bank. Due to different versions
of Finacle software being used
by branches of both the
erstwhile Banks, the accounts

where branches are having
common exposure cannot be
transferred to a single branch.
Till the IT integration takes
place, the following
mechanism has been approved
better monitoring and
consistency in decision making
in respect of NPA accounts: „«
one Branch designated as
Parent Branch and other
branch(es) having exposure to
the same borrower as Satellite
Branch so as to have
commonality of  decision
making in respect of the
a g g r e g a t e / c o n s o l i d a t e d
exposure. The Satellite Branch
will function in similar way as
Branch functioning with
allocated limits.

• It was need of hour to develop
a proper system of
documentation / record of the
field visits made by the
officials for recovery in NPA
accounts, a Digita l Web
Application & Mobile App (M-
Touch) has been developed to
capture the records of all field
visits made by the Branch
Officials for recovery in NPA
accounts. The Mobile App &
Web Application is linked to
exist ing monitoring
mechanism to access the NPA
data with functionalities to
upload the visit details on real
time basis and to download the
reports by controlling offices.
Objective of the Application is
to strengthen the system of
monitoring and maintaining
proper records of field visits of
Officials to the Borrower /
Guarantor’s office / residence
for recovery in NPA accounts.
It will help the Branch Officials
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in recovery and ZO / CO
Officials for real  time
monitoring of field visits made
by BO Officials.

PSB Consolidation: A Right
Reform?

Though strategic decisions are
getting implemented but question
still arises whether the execution of
mega merger of PSB during
economic distress and moreover
amidst Covid-19 lockdown, is it
right reform?

The core objectives of
consolidation of PSBs in nutshell
are:

• Economy of scale.

• Economy of scope.

• Enhanced risk appetite.

• Better risk-mitigating capacity.

• Taxation.

• Capital availability and
conservation.

• Increased customer base.

• Diversified products.

• Better NPA management.

• Operational efficiency.

• Cost rationalization.

• Wide geographical presence.

• Visibility enhancement.

• Increase in market share.

• Technological innovation.

• Synergic effect, etc.

Above all, post-amalgamation,
the PSBs will have the full potential
to become large-sized global banks.

In the above sense, the
consolidation of PSBs is the ‘Right

Reform’. But has it happened at the
‘Right Time’? (considering long term
economic slowdown and Covid-19
lockdown).

At present, the growth rate of
the country’s economy has slowed
down. In this scenario,
consolidation of PSBs may lead to
loss of potential Retail / SME /
Corporate customers who may be
discomforted with a new entity and
may lead to a further slowdown in
credit flow. Also, the consolidated
entity may lose their customer base
to their private competitors, and
the merger may be counter-
productive. The merged
organization will have a
consolidated Balance Sheet but will
possess the same asset quality. The
employees of the merged entity
may lose interest with new entity
due to emotional affinity and fear
of losing their identity, which will
affect all parlances, including
marketing of products,
underwriting and compliance.

Apprehensions (collected after
gathering data from survey and
interview taking various view
points of different stakeholders)

Some apprehensions on the
consolidation of PSBs are:

• Not suitable for the Indian
context.

• Few large banks – less
competition.

• Too big, if failed: May fast
deteriorate the Indian economic
order.

• Emotional attachment of
employees to existing entities
will demoralize them.

• A high rate of employee
attrition.

• Managing large employee
strength and customer base is
critical.

• Consolidation and stabilization
will take a few years.

• Consolidation without the
cleansing of Balance Sheet.

• Consolidated entry may become
a global sized bank.

• No skill sets to manage large
banks.

Addressing these apprehen-
sions and various other issues viz
HR and cultural integration,
managing customer perception,
product harmonization,
operational challenges, IT
integration, business procedures,
etc need well-crafted strategy and
effective execution. Way forward
Speed of execution is the key. It
begins with ‘Legal Process’, which
is time-bound and involves Top
Management of the consolidated
banks, Company Secretaries,
Chartered Accountants, Law
Firms, Valuers, etc. to arrive at
‘Share Exchange Ratio’. Financial
due diligence and Legal, due
diligence is indispensable, and the
banks have to follow the Scheme
of Amalgamation notified by ‘GoI’,
invariably. Amalgamation /
merger management department
one separate vertical or department
may be created by the consolidated
banks solely for managing,
monitoring, guiding, supporting
and coordinating the consolidation
process. End state achievement has
to be taken care of by them. The
department has to bring in new
ideas to have entirely different,
practical and success-oriented
‘Structural Changes’ in order to
address the fundamental issues in
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the present PSB model. More focus
on functional control is required;
otherwise, the core aspect of
merger may be defeated. This
department has to be well
connected with all vertical heads of
all amalgamating banks for the
smooth process of merger.
Presently, all banks that are
amalgamated now in the process of
integration and migration. On this
process of migration, the banks and
customers both are facing lots of
inconveniences that inevitably
caused due to process break or
failure. Hence, there are many old
customers lose interest and affinity
and take business to other bank. On
the other hand, there are many
additions of new customers as well,
for example many E-UBI branches
outside West Bengal and Eastern
Regions, faces new customers’ foot
fall for account opening as the
Brand name of PNB get
acknowledged and recognized.

Voices of Stakeholders

Stakeholders involve are:

• Employees

• Customers

• Top Management

• Government

To collect data on ground
reality and success of merger, we
have surveyed 20 bank employees,
20 customers of PSB banks that are
part of mega merger and 10 top
management level managers i.e.
Chief Managers; AGMs and DGMs
regarding necessity of mega
merger for growth of economy;
Impact of merger on customer
service and NPA management and
Digital Banking and its future
prospect.

Necessity of Mega-merger for Growth of Economy
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Impact on Customer Service
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Impact on NPA Management
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Mega Merger is Right Step
but not at Right Time:
Why?

The mega merger took place
when there was national
lockdown due to Covid-19, the
implications were huge. Apart
from that, there are other factors
that make the mega-merger
questionable of its time. Let us
start with the PNB, OBC and
United Bank merger. While the

merger would create the second
largest PSB in terms of size,
thanks to PNB’s large Balance
Sheet, there isn’t one bank in the
basket that is strong enough to
carry the merger through. Fraud-
hit PNB is already saddled with
weak core income and capital
ratio. The bank’s GNPA is a high
16.5 per cent as of June 2019.
Oriental Bank and United Bank
have bad loans of about 13-16 per
cent. The amalgamated entity will

have CET 1 ratio of 7.5 per cent,
just above the regulatory
requirement of 7.375 per cent. It
is little surprising then why the
Centre decided to infuse the
maximum capital into this entity
(  16,000 crore). Given the weak
finances of these banks, it is likely
that the Centre will  have to
continue to support them going
forward too.

BoB itself has been given a
notable  7,000 crore of capital – the
bank’s Tier 1 capital which stood
at 10-11 per cent in recent quarters
fell to 9.5 per cent in the latest June
quarter.

Again Union, Andhra Bank
and Corporation have huge bad
loans of 15-16 per cent. All three
banks had incurred huge losses in
the March quarter. The Centre has
understandably proposed to infuse
a significant  11,700 crore into the
merged entity. But the Centre’s
burden may not ease in the coming
year.

The merger of Canara and
Syndicate Bank is possibly among
the better fits, with Canara Bank
relatively a stronger entity with
lower GNPA ratio of 8.7 per cent.
But Syndicate Bank’s higher bad
loans and the fact that both banks
have a low provision cover of less
than 50 per cent, capital needs
could be significant. The Centre
allocating  6,500 crore into the
entity could help, but again
integration issues could arise.

Lastly,  in the merger of
Indian Bank with Allahabad
Bank, the former’s relatively
stronger financial metrics and
capital base, offers some comfort.
Indian Bank is the only PSB that
has not received capital from the
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Centre since the FY15 fiscal. The
bank’s lower bad loans and
stronger capital adequacy ratio
has been a big draw for investors.
The Centre has hence proposed to
hand out only  2,500 crore of
capital into this entity.

Now from the bank’s point of
view, the entire exercise of
merger process involves huge
number of  tasks requiring
constant interaction and
congregation of the employees of
the anchor and target banks and
representatives of outsourced
consultants, agencies, etc. In the
merger process, thousands of
bank employees and officers and
executives involved in the
process exposed to the risk of
their lives and in turn, may cause
further contamination to other
people who need to be interacted
with. Some of these activities
carried out through video
conferencing, but these are
complex tasks, where apart from
video conferencing,  several
meetings held among the rank
and file of the banks involved in
order to ensure accomplishment
of the job of assimilation and
integration of the systems and
processes, But at the branch level,
employees need to face customers
and their inquiries,  without
proper training and back-
support, they were thrashed by
the customers. From the
customers’ point of view, the
whole merger-process became
painful for them, their operation
in the account has been badly
affected due to migration as the
services like net banking stopped
working and debit cards
cancelled at the time of crisis,
basic banking services failed. Due

to which, there were large
number of switching of banks
take place on the part of
customers.

Post-amalgamation
Strategic Organization
Structure

PNB, UBI and OBC

The Centre will soon announce
the new name and logo of the
combined entity after the merger of
PNB, UBI and OBC. Discussions on
logo have been taken place at the
highest level of the three  state-run
banks and it is decided to keep the
logo of all 3 banks in its hoarding
and boards. The 34-odd
committees, formed by the three
banks for standardization and
harmonization of procedures, have
already submitted their reports to
the respective boards of the
lenders. Consultant Ernst & Young,
which has been appointed by the
anchor bank PNB, supervised the
process of harmonization and
standardization. It includes issues
relating to HR, software, products
and services. PNB is looking to

recalibrate its non-performing loan
classification and branch network
and also organization structure has
been developed as mentioned in
the following figure:

Allahabad Bank-Indian Bank

The harmonization of banking
products, policies and processes for
the amalgamated entity is likely to
be completed this month. Indian
Bank is likely to retain its name
after the merger, and a team is
working on a new logo and tagline
to capture the identity of both the
partners. Both banks have engaged
consultants for branding and logo,
and the decision will be arrived by
consensus. The banks have formed
32 committees for the merger. For
synchronization, there are three
layers of committees with lower-
level committees looking into
operational matters. Any
differences are escalated to higher-
level committees, which are
steering committees, comprising
general managers of both the
banks. The apex committee
comprising managing director of
Indian Bank, executive directors
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and general managers of both the
banks, takes care of the policy level
decisions. On initiatives taken post
amalgamation, restructuring of the
corporate office verticals is headed
by general managers to improve
the efficiency of control. The bank
also created additional Field
General Manager Offices and
Zones to help in driving the bank’s
business more effectively while
establishing Large Corporate
Branches (LCBs) and Mid
Corporate Branches (MCBs) to
cater to the needs of the corporate
and mid-corporate borrowers. A
centralized processing unit for
MSME and RAM has been set up,
while strengthening the Credit
Monitoring Department and
Recovery Department with new
centres at Kolkata and Chennai. As
part of diversifying the loan book,
Indian Bank is positioning for
taking exposure in well-rated large
and mid-level corporates. The new

change in the strategy is to have
lesser dependence on PDs/CDs
and replace it with retail deposits,
the key pointers are as follows:

• Combined entity is supported
by the micro-level touchpoints
viz., 9128 business
correspondents.

• Network will help the bank to
make further inroads
contributing to the financial
inclusion in the Rural/Semi-
urban areas.

• Restructuring the Corporate
Office verticals headed by
General Managers to improve
control efficiency.

• Creation of additional Field
General Manager Offices and
Zones would help in driving the
Bank’s business more
effectively.

• Establishing Large Corporate
Branches (LCBs) and Mid

Corporate Branches (MCBs) to
cater to the needs of the
corporate and mid-corporate
borrowers.

• Focus on RAM – Centralized
processing units for MSME and
RAM.

• Strengthening Credit
Monitoring Department and
Recovery Department by
establishing centers at Kolkata
and Chennai.

• Positioning for taking exposure
in well-rated large & mid-level
corporates.

Union Bank and Andhra Bank

The merger of Union Bank of
India with Andhra Bank and
Corporation Bank in April 2020 has
eroded its capital buffers. Tough
operating conditions will further
strain the Bank’s already weak
capitalization as per S&P Global

Growth Strategy and Future Road Map
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Ratings. We anticipate Union
Bank’s earnings will  remain
muted for the fiscal year ending
31 March 2021. The amalgamated
entity could take more than two
years to benefit from the
significant improvement in scale
and franchise,  and generate
superior prof itability.
Meanwhile, the sizable pile of
stressed assets will likely drag on
earnings. Union Bank’s
capitalization could also become
increasingly stressed as credit
costs are likely to stay high, given
our forecast that India’s economy
will shrink 9 per cent this fiscal
year. The bank’s Tier 1 capital
ratio fell to 9.5 per cent as of 30
June 2020, compared with the
pre-merger level of 10.7 per cent
as of 31 March 2020.

Digital Delivery

In the last few years, banking
as an industry has seen a massive
move towards digitization.
Traditional banks are challenged
by new-age, digital only banks that
rely on replacing the traditional
banking experience with a hyper-
personalized digital first approach.
In addition, banks need to boost
their Return on Equity, bring down

Cost to Income ratio, etc. in order
to stay competitive. Banks have
also been facing threats from new
entrants such as Google, Amazon
and other technology companies
looking to enter this space. COVID-
19 has accelerated some of these
trends, like changed customer
behaviour and adaptation of newer
tools and technologies by the
banks. During Covid-19
Lockdown, aggressive promotion
of digital channels has been
encouraged.

Omni-Channel

Mobile banking is the heart of
omni-channel banking soon. An
added advantage of mobile
banking is that it can offer near
real-time communication avenues
to banks. Also, access and
authentication can be handled
through a mobile’s in-built security
mechanism. Banks should focus on
generating omni-channel
experiences that are mobile
friendly and can be repurposed
across other channels.

Modular Banking

Customers expect increased
dynamism at the front end.
However, legacy bank systems are

monolithic in nature leading to
potential delays in implementing
changes, increased time to market
for new products along with an
unpredictability of outcome. To
address this, banks must focus on
decoupling existing monoliths to
begin with. However, this will not
be enough for banks to compete
with digital only banks. Banks will
need to incorporate a platform that
at its core is “digital first”. This
means the breaking down of
functionality into smaller
components that can be combined
to alter processes and products as
needed. For example, PNB
launched “PNB LenS- The Lending
Solution”, an IT application for
online processing and sanctioning
of credit proposals.

Open Banking

Traditionally, banks didn’t
require to share data with
competitors or other  service
providers. Some banks used their
data to improve their services and
products, however, there was no
obligation for them to share this
data with third parties or
competitors. Open Banking will
create opportunities for banks
that are open to alliances with
Fintechs and other third-party
products, thus offering customers
an end-to-end experience. Banks
will need to open up their APIs
and tap into third party
capabili ties to dramatically
improve customer experience and
build deep, lasting relationships
with their customers.

Intelligence Driven

Traditional approaches to
customer service, cross-selling and
recommending products to the
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customers have relied on a “One
size fit all” approach. With a bigger
scale, financial penetration and
reduced customer interaction,
there is a clear opportunity for
banks to use data to personalize
customer experiences,
recommendations, and services.
By integrating different kinds of
customer data (demographic,
transaction, interaction,
behaviour, application usage,
etc.), banks can create unique
experiences for each customer by
leveraging technologies such as
Cognitive Computing, Machine
Learning, Natural Language
Processing,  etc .  In the post-
COVID world, customers will
need to feel unique and cared for
even when they interact with
banks over digital channels.
Digital Banking experience will
be a game changer for enhancing
customer satisfaction post-
COVID. Banks need to take a
holistic view and invest across all

pillars of digital banking to retain
existing customers and acquire
new ones.

Focus on Profitability

Strategic Profitability Drivers at
Branch Level of PNB (2.0)

Improving CASA: CASA is a
key profitability enabler for the
branch. As the current deposits
are ZERO COST for the branch,
the entire for current account
ledger folio charges received by
the branch adds to i ts
profitability. Likewise, savings
deposits are low cost and the net
earnings is high.

Quality Advances: Standard
advances also is a profitability
driver since the branches earn net
income ( Interest Income –
Transfer Price paid) from these
products. Hence, the branch must
focus on garnering high yielding
quality advances to score on this

point. As per the risk rating of the
portfolio “credit risk premium”
has been added to the transfer
price for Corporate, MSME and
Agriculture portfolio of  1 crore
and above. Higher the rating
lowers the premium the branch
needs to pay.

Reduction of NPA:  Non-
Performing Asset does not earn
any income and entails burden to
the branch/center. However, since
our focus is on reduction of NPA,
such assets are charged at 4.20 per
cent, at present. Hence, lower fresh
slippage and higher reduction in
NPA portfolio will act as a
profitability enabler for the branch.
Therefore, branch must eliminate/
minimize fresh slippages to keep
NPA at low level. Thrust is to be
on cash recovery as the branch
earns incentive under TPM for the
same. Currently, the bank is
providing 20 per cent incentive
under TPM for cash recovery in

Design Principle of Organization Structure of Amalgamated banks
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sub-standard and 30 per cent
incentive under TPM for cash
recovery in doubtful and loss
accounts as on 31 March 2020.

Controlling Expenses: Branches
to ensure that energy
consumption is as per
requirement of  the branch
through measures like energy
efficient fixtures, renegotiation of
generator rent, etc. Telephone
rental plans, from time to time,
need to be reviewed so as to
ensure optimum advantage. The
staff mix/age profile need to be
reviewed by the field
functionaries keeping in view the
profitability of the branch.

Improving Fee Based Income:
The branch should focus on fee-
based income to diversify its
income source. Some of the steps
that can be taken by branches:
Tapping quality Non-Fund Based
Business (NFB). Expansion in
Wealth Management Products
through branch activation on
regular basis; Focus on increasing
number of transactions though
activation of all the customer
accounts.

Technology and Automation:
Digital Banking helps the
customer save their precious time
with no added cost.  Hence,
branches to focus on minimizing
footfall by enrolling more and

more customers into digital
platforms like internet banking,
mobile banking, etc. and also to
increase active users in the digital
platforms. Enrolling customers
into digital platform not only
helps branches to reduce
expenses but also help the branch
to expand its focus on business
acquisition thereby increasing
profitability.

Cross/up Selling: Cross selling
is more cost-effective than adding
new customers. Branch should
optimize cross/ up sell by selling
deposit/advances and other
wealth management product so
as to increase income and
generate other income.

Customer Centricity

The following aspects are taken
care of while improving customer
centricity:

• Disclosure of charges and
interest rate.

• Pro-active communication
about new products or service.

• Trustworthiness.

• Complaint Resolution.

• Wide ATM coverage.

• Convenient Banking hours.

• Well-trained staff.

• Faster service at branches.

Conclusion

It must be understood that the
merged / amalgamated entity may
take some time to reap the benefits
of consolidation, and the result is not
immediate always. The ultimate aim
of amalgamation / merger is to
consolidate bank’s resources (both
tangible and intangible), create
world-class banking environment
for the customers, employees and
other stakeholders, to improve the
quality and efficiency of services, to
spread its wings internationally,
increase market share, generate
revenue, decrease NPA, enhance
profitability and above all to create
‘Large Global Sized Strong
Competitive Bank’ with ‘Economies
of Scale’. The PSBs are the pioneers
in implementing Government
schemes, executing financial
inclusion, discharging social
initiatives, aiding infrastructure
projects. Pre-Consolidation they
were ‘Mass Banking’. Post-
Consolidation they will be ‘Mass and
Class Banking’. PSBs are the one who
shouldered our India and its
economy for the past 50 years and
crossed several world turmoils
successfully. Hence, instead of
discussing on‘Privatising the PSBs’,
the government and its citizens need
to have agenda for further
strengthening of the PSBs, which is
one of the pillars of the Indian
economic system. The New Era for
PSBs has begun…!
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