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Abstract

Bank mergers are a strategic approach adopted by financial institutions to strengthen their financial standing, increase
market share, and improve efficiency. The banking industry, being a backbone of the economy, directly influences
economic health through credit availability, employment, financial inclusion, and customer services. This research paper
examines the causes behind banking mergers, their process, and the resulting impact on the general economy. Through
case studies and data analysis, the paper identifies both the positive and negative consequences of such consolidations.

1. Introduction

In recent years, the banking sector has witnessed a significant number of mergers and acquisitions. These strategic
consolidations are generally pursued to create larger and more resilient banking entities that can withstand economic
shocks and provide better services to customers. In India, for instance, the merger of public sector banks like Punjab
National Bank with Oriental Bank of Commerce and United Bank of India in 2020 aimed to streamline operations and
create globally competitive institutions.

This paper explores the rationale behind such mergers and analyzes their economic and social implications.

Objectives of the Study

To identify the key drivers behind bank mergers

To analyze the economic impact of bank mergers on employment, customer service, and financial inclusionTo assess how
such mergers influence national economic indicators such as GDP, credit growth, and inflationTo examine specific case
studies of major bank mergers

2. Literature Review

Several scholars and financial analysts have explored the dynamics of bank mergers. According to Rhoades (2000),
mergers increase operational efficiency and reduce cost redundancies. However, Mishkin (2006) argues that large-scale
mergers may also create monopolistic tendencies that can harm customer interests. Indian economic research indicates
that while mergers of PSU banks have streamlined government liabilities, they have also led to short-term disruptions in
employment and customer service.
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3. Reasons for Bank Mergers

Financial Stability: To create stronger financial institutions with higher capital bases
Operational Efficiency: To eliminate redundancy and improve the use of technology
Global Competitiveness: To enable Indian banks to compete globally

Geographical Expansion: To increase the outreach to rural and semi-urban regions

Regulatory Compliance: To meet RBI and international norms on capital adequacy
4. Methodology

The research employs a qualitative approach using secondary data from:
RBI Reports

Ministry of Finance publications

Case studies from recent mergers

Articles from reputed financial journals
5. Case Studies

5.1.Merger of SBI and Associate Banks (2017)

State Bank of India merged with its five associate banks and Bharatiya Mahila Bank. This created a single entity with
better financial strength and market reach. While the merger increased SBI’s customer base and geographical reach, initial
challenges included employee integration and technological adjustments.

5.2.Merger of Punjab National Bank, Oriental Bank of Commerce, and United Bank of India (2020)

This merger aimed to create a bank with a combined business of over INR 18 lakh crore. It improved capital adequacy
and reduced the cost of operations. However, there were short-term customer service issues due to system integration.

6. Impact on the General Economy

6.1. Positive Impacts
Improved Credit Flow: Larger banks have higher lending capacity
Financial Inclusion: Expanded reach into rural areas
Operational Efficiency: Reduced duplication and improved customer service in the long term

Capital Formation: Strengthened financial institutions support industrial and infrastructural development
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6.2. Negative Impacts

Job Redundancy: Mergers often result in layoffs or role overlaps
Service Disruption: Customers may face temporary issues due to IT and operational integration

Branch Rationalization: Some branches may close, especially in urban areas with overlaps

7. Conclusion

Bank mergers are a double-edged sword. While they offer substantial long-term benefits such as improved stability, credit
availability, and global competitiveness, they also pose challenges related to human resources, customer satisfaction, and
operational integration. To maximize the advantages and minimize the drawbacks, a careful, phased, and transparent
implementation strategy is essential.

8. Recommendations

Ensure transparent communication with stakeholders

Invest in training and reskilling of staff

Implement advanced IT solutions for seamless integration
Monitor customer service performance during and after mergers

Establish regulatory frameworks for smooth transitions
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