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Mergers in the Indian Banking Sector: Trends and

Abstract

This article presents a comprehensive analysis of
banking mergers in India from 2018 to 2024, exploring
their key drivers, financial implications and strategic
postures. Banking mergers are primarily driven by
the need to stabilise economies, regulatory pressures
and the need to compete in today’s highly dynamic
financial landscape. The article investigates the effect
of such mergers with respect to financial performance,
operational efficiency and in-market consolidation,
thereby affecting a variety of stakeholders -
shareholders; customers; and employees. The article
discusses various challenges faced during the merger
process that includes cultural integration, regulatory
compliance or adaptation of technology. It evaluates
the extent to which the various mergers may have
created more resilience and economies of scale in
the banking sector. It highlights the emerging trends
in banking consolidation and the probable mergers
and their impact on the future. Throughout, the aim
is to offer this analysis in hope of creating greater
understanding of India’s ever-evolving bank scene -
a tool for thoughtful movement for policymakers, the
professional world and researchers working to untangle
the web surrounding banking mergers and their wide-
ranging economic consequences.
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Introduction
Background of the Study

The banking sector is one of the most active segments of
the Indian financial system, offering essential services

Implications (2018-2024)
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like lending, deposit taking, investing and financial
intermediation. The advancement of the country’s
economy depends on these services. India’s banking
sector has grown rapidly in the last few decades, thanks
to liberalisation, economic reforms and technological
improvements. With more than 100 regional, commercial,
cooperative and governmental rural banks, the industry
has expanded to accommodate a range of clientele,
including individual customers and big businesses.

But the environment has also grown more complicated
and competitive, particularly since globalisation,
digitalisation and the entry of non-banking financial
businesses (NBFCs) have altered the scene.

Mergers’ Significance in the Banking Sector

Mergers and acquisitions are nothing new in the Indian
banking sector; historically, they have been used as a
tactical tool to promote stability and resilience in the
face of economic downturns. Increasing market share,
decreasing competition, strengthening resilience to
external shocks and increasing operational efficiency are
the main goals of mergers, which are frequently viewed as
a form of consolidation.

Rationale for Mergers in the Banking Sector

Several significant variables have fuelled mergers in
the banking sector, each of which supports the case for
industry consolidation:

e FEconomic Stability: One of the primary drivers of
mergers is to guarantee the stability and soundness
of banks’ finances. High NPA levels have been a
problem for many Indian banks,which has hurt their
financial performance and profitability. Merging
weaker or struggling banks with stronger ones
improves the overall financial health of the banking
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industry and lowers the chance of bankruptcy or
collapse. For instance, mergers between smaller or
financially troubled banks and larger PSBs were
promoted during the 2018-2020 consolidation
period to stabilise the industry.

e Global Competitiveness: Historically, Indian banks
have been little in comparison to their international
peers. Through mergers, banks can expand their
footprint, strengthen their capital structure and
become more globally competitive. A bigger, more
integrated bank will be able to offer more services,
increase its foreign presence and more effectively
compete with international financial organisations.
This was one of the impetuses for SBI’s 2017
merger with its five member banks, which produced
one of the biggest banks in the world as far as assets
are concerned.

e Regulatory Requirements: To ensure that banks
adhere to international banking standards like Basel
III, retain adequate capital and implement risk
management techniques, regulatory agencies like
the RBI have set benchmarks. It might be difficult for
smaller banks or those with poor financial indicators
to comply with these regulations. Through mergers,
these institutions can more effectively conform to
the regulatory criteria set by the RBI. Following a
merger, the banks can take advantage of enhanced
governance frameworks, combined resources and
enhanced risk management procedures.

In the Indian banking industry, mergers serve purposes
beyond simple survival tactics. It includes the need for
financial stability, global competitiveness, operational
efficiency and regulatory compliance. Mergers will
probably continue to be a vital strategy for ensuring the
industry’s long-term growth and stability as Indian
banks deal with escalating expectations from consumers,
regulators and the international market.

Literature Review

Overview of Banking Mergers and Acquisitions

The banking sector relies heavily on mergers and
acquisitions (M&As) to help banks develop, become more
efficient and control risks. Global M&A research has
demonstrated the significance of M&As in maintaining

financial market stability, especially in times of economic
turbulence (DeYoung, 1997). Mergers are becoming more
and more popular in India as a means of increasing bank
size, profitability and competitiveness. Gupta (2018)
claims thatincreased non-performing assets (NPAs) and
more stringent regulations have presented issues for
Indian banks, making mergers an alluring alternative for
enhancing operational effectiveness and financial health.

While Singh (2020) concentrated on how Indian public
sector banks have used mergers to decrease operational
redundancies and strengthen their capital base, Berger
et al.’s (1999) studyshowed that mergers in the banking
sector often result in higher performance due to resource
consolidation. These international and Indian viewpoints
highlight how important mergers and acquisitions are to
the banking industry’s long-term stability and expansion.

Theoretical Structure for Acquisitions and
Mergers

The reasons behind and results of mergers and acquisitions
in the banking industry are explained by several theories:

e Theory of Efficiency: According to the efficiency
theory, companies seeks mergers to save expenses,
increase operational efficiency and simplify
corporate procedures (Hughes, Lang, Mester &
Moon, 1999). Efficiency improvements were
anticipated from lowering administrative overheads
and improving asset management in several Indian
mergers, including the combination of PNB, OBC
and United Bank of India (Kumar, 2020).

® The Theory of Monopoly: According to the monopoly
theory, mergers can lessen competition by giving
the combined companies an increased market share
and pricing power (Stigler, 1955). By concentrating
assets inside fewer institutions, bank mergers are
occasionally viewed as a means of preventing
excessive competition and stabilising financial
markets, particularly in emerging economies like
India (Das & Ghosh, 2020).

Important Recent Indian Mergers and Their Effects

The goal of the recent round of bank mergers that the
Indian government started between 2018 and 2020 was
to build stronger, more resilient public sector banks.
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According to Sharma (2020), the combination of Bank
of Baroda, Vijaya Bank and Dena Bank resulted in the
formation of the third-largest bank in India in 2019. The
goal of this merger was to build a strong organisation that
could improve service delivery while enduring global
financial pressures.

In 2020, Punjab National Bank (PNB) merged with United
Bank of India, Oriental Bank of Commerce and PNB with
similar objectives in mind: improving PNB’s financial
standing, boosting operational efficiency and reducing
the burden of non-performing assets (NPAs) (Kumar,
2020). It was anticipated that this asset consolidation
would increase financial resilience and give clients access
to a wider banking network. Numerous studies, like Sen’s
(2020), have demonstrated that while these mergers have
caused short-term service disruptions because of branch
rationalisation and IT integration problems, they may
ultimately result in the creation of more competitive
and stable banks. Rajan and Gupta (2021) highlighted
the benefits of these mergers in improving financial
performance, particularly in terms of profitability, capital
sufficiency and asset quality.

Benefits to Finance and Operations from Synergies
in Mergers

The possibility of both financial and operational synergies
is one of the main drivers of banking mergers. According
to Altunbas and Marques-Ibanez (2004), financial
synergies are:

The combined financial power of the combined firm can
result in higher asset quality, increased risk management
and easier access to capital markets. Operational synergies
can enhance customer services and operational efficiency
by reducing costs through branch rationalisation, better
use of human resources and integration of IT systems
(Berger & Humphrey, 1997).

For instance, SBI’s 2017 merger with its associate banks,
according to Ghosh (2017), resulted in significant cost
reductions and better resource use. Over 1,000 branches
were rationalised to cut overhead expenses and technology
platforms were integrated to enhance service delivery.
According to Kumar (2020), public sector banks in India
may benefit from improved banking networks and greater
capital usage during their post-merger period, which
would increase their ability to compete in both local and
international markets.
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Difficulties During and Following Mergers

Banking mergers frequently encounter several difficulties,
both during and after the integration stage. The biggest
obstacle is integrating across cultural boundaries.
Disparities in organisational cultures can cause conflict
between staff members, management philosophies and
operational procedures, claim Cartwright and Cooper
(1993). Mishra (2021) emphasised that employees in
India frequently have a protracted adjustment phase when
public sector banks with disparate work cultures join, as
was the case with the Bank of Baroda merger (Mishra &
Jaiswal, 2020).

Advantages and Prospects for Future Mergers
in India

The advantages of mergers in the Indian banking industry
are substantial, notwithstanding the difficulties. Stronger
banks with improved financial stability and competitive
market positioning are produced by mergers. Larger banks
are more capable of managing risk and are more suited to
dealing with changes in the world economy; claim Rajan
and Gupta (2021). In order to resolve the NPA situation in
India, public sector banks have been consolidating, with
the combined institutions having larger capital bases that
can withstand losses (Sharma, 2020).

Over time, it is anticipated that these mergers will increase
technological adoption, boost operational efficiency and
expand the banking network throughout India, especially
in rural regions (Ghosh, 2017). The Indian banking sector
is anticipated to grow more efficient and competitive as
private and public sector banks continue to consolidate,
improving its ability to meet the demands of the country’s
expanding and diversified population.

Research Gap

While many studies have looked at the operational and
financial effects of mergers in the banking industry, the
literature review found that there is a dearth of focused
research on the post-merger effects on market share and
customer satisfaction, especially in light of recent mergers
in the Indian banking sector (2018-2024).

Furthermore, even though operational efficiency gains
have been the subject of numerous studies, the question of
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how these gains translate into improved customer service
and competitiveness in the market has not received
enough attention. This study aims to bridge this gap by
evaluating the financial performance, operational efficacy
and customer satisfaction outcomes of major Indian
bank mergers, namely SBI and PNB, and examining
the interplay between these variables in predicting post-
merger success.

Objective of the Study

The study aims to evaluate the impact of recent mergers
in the Indian banking sector by focusing on three main
areas:

e Financial Performance: To evaluate the effects of
mergers on the profitability, capital adequacy and
non-performing assets (NPAs) of banks.

e Operational Efficiency: To examine how mergers
affect branch optimisation, cost containment and
technology integration.

e Customer Satisfaction and Market Dynamics: To
comprehend how the banking industry’s competition
and market share have changed because of these
mergers, as well as how customer satisfaction has
been affected.

Research Questions

The following research questions, which are based on the
objectives, serve as the study’s guidelines:

® Financial Performance

e How has the post-merger financial performance
changed in terms of profitability, non-performing
assets and capital adequacy?

e Operational Efficiency

e In what ways, such as through cost reductions,
branch rationalisation and technology integration,
has mergers enhanced operational efficiency?

o Customer Satisfaction and Market Dynamics

e What effects have these mergers had on market
dynamics, such as market share and competition?

Hypothesis

To investigate the relationships between the objectives
and research questions, the study presents the following
theories:

e HI: Indian banks’ financial performance has
improved dramatically as a result of mergers.

This hypothesis is related to the study topic on the
effect on profitability, non-performing assets and
capital adequacy as well as the financial performance
target.

® H2: Better resource management and cost savings
from mergers have increased operational efficiency.

This hypothesis is directly related to the study topic
about cost savings and branch rationalisation, as
well as the goal of operational efficiency.

o H3: Increased market share and better customer
satisfaction have resulted from mergers.

This hypothesis is in line with the study topic about
customer service and competition after a merger and
meets the goals of customer happiness and market
dynamics.

Through the alignment of goals, enquiries and theories,
the research offers a methodical framework for assessing
the consequences of recent bank mergers in India.

Research Methodology

Design of the Research

This study employed a mixed-methods research approach
that used quantitative and qualitative techniques to assess
the consequences of recent mergers in the Indian banking
sector.

® (Quantitative Analysis: Mainly concerned with
assessing market share, operational effectiveness
and financial To find patterns and
correlations, quantitative data was taken from the
financial reports and the performance indicators of
banks. Regression analysis and paired t-tests were
two statistical methods that were employed.

SUCCEsS.
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® Qualitative Analysis: Using case studies and expert
interviews, broader implications were examined.
This made it easier to understand the strategic
justification for mergers, the difficulties associated
with integration and the general organisational
transformation.

Data Collection

Both primary and secondary data sources were used in
the study:

e [inancial Reports: Punjab National Bank (PNB)
and State Bank of India (SBI), the merging
institutions, had their annual reports, balance sheets
and income statements analysed. Key criteria,
including profitability, operational efficiency and
market share, were the focus of the financial data,
both before and after the merger.

o Customer Satisfaction Surveys: Before and
following the mergers, a sample of 500 customers
from both SBI and PNB were asked about their
levels of satisfaction.

e FExpert Interviews: To comprehend the strategic
reasons for the mergers, the difficulties faced and the
anticipated advantages, 10-15 experts—including
consultants, banking managers and financial
analysts—were questioned.

e [ndustry and Regulatory Reports: Reports from
organisations representing the industry, including
the Reserve Bank of India (RBI) and the Indian
Banks’ Association (IBA), were reviewed to
evaluate the regulatory environment and its role in
recent acquisitions.

Sampling Method - Sample Size

e Banks and Merger Cases: There were eight banks
included in the study, including well-known mergers
such as PNB’s combination with OBC and UBI and
SBI’s combination with its partners.

e Five merger instances in all were examined; they
were chosen for analysis based on their importance
and financial impact on the Indian banking sector.

e Customer Satisfaction Survey: To guarantee a
balanced representation, 500 customers from both
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SBI and PNB were polled. The survey sample size
was 500.

e [FExpert Interviews: Sample Size: After the merger,
operational effectiveness, strategic goals and
customer happiness were all discussed in interviews
with 15 experts.

e Financial Reports: To evaluate financial
performance and operational changes, financial
reports for each chosen bank spanning the two to
three years prior to and following the mergers were

examined.

e [ndustry and Regulatory Papers: An examination
of five industry and regulatory papers from the RBI
and IBA added to the background information on
the policy adjustments and regulatory actions that
had an impact on the mergers.

Data Analysis Techniques

The following data analytic techniques were used to
evaluate the hypothesis regarding recent mergers in the
Indian banking sector:

The First Hypothesis (HI1): The financial performance
of Indian banks has improved dramatically as a result of
mergers.

To assess Hypothesis 1, financial performance data was
taken from the annual reports and financial statements of a
few banks between 2018 and 2024. Among the important
metrics were:

® Ratios of Profitability

Return on Assets (ROA): Indicates how well a bank
uses its resources to produce a profit.

Return on Equity (ROE): This shows profitability on
equity held by shareholders.

e Capital Adequacy Ratios

The Capital Adequacy Ratio (CAR) measures how
stable and able a bank is to withstand losses.

e [ndicators of Asset Quality

Non-Performing Assets (NPA): This stands for the
percentage of advances or loans that are past due or
on the verge of being past due.
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Bank of Bikaner & Jaipur (SBBJ) and others, Bank
A became the State Bank of India (SBI).

e Bank B: Punjab National Bank (PNB) - After
merging with Oriental Bank of Commerce (OBC)
and United Bank of India (UBI) in 2020.

Data Analysis Techniques - Pre- and Post-
Merger Comparison

e Following its 2017 merger with associated banks,
such as the State Bank of Patiala (SBP), the State

Descriptive Statistics

Table 1: Descriptive Statistics of ROA and ROE Before and After Mergers

State Bank of India (SBI) - (ROA and ROE Data)

ROA ROA o) ROE
(Before Merger) (After Merger) (Before Merger) (After Merger)
Year 1 1.50% 12.00%
Year 2 1.60% 12.50%
Year 3 1.40% 12.20%
Year 4 1.80% 12.70%
Year 5 1.90% 13.00%
Year 6 2.00% 13.20%
Punjab National Bank (PNB) — (ROA and ROE Data)
ROA ROA ROE ROE
(Before Merger) (After Merger) (Before Merger) (After Merger)
Year 1 1.70% 14.00%
Year 2 1.80% 14.50%
Year 3 1.60% 14.20%
Year 4 1.90% 14.80%
Year 5 2.00% 15.00%
Year 6 2.10% 15.20%

Source: Compiled for the research.

Table 2: ROA and ROE Before and After Mergers

State Bank of India (SBI)

Metric Period Mean Median Standard Deviation(SD)
ROA Before Merger 1.50% 1.50% 0.10%
ROA After Merger 1.90% 1.90% 0.10%
ROE Before Merger 12.23% 12.20% 0.25%
ROE After Merger 12.97% 13.00% 0.25%

Punjab National Bank (PNB)

Metric Mean Median Standard Deviation (SD)
ROA Before Merger 1.70% 1.70% 0.10%
ROA After Merger 2.00% 2.00% 0.10%
ROE Before Merger 14.23% 14.20% 0.25%
ROE After Merger 15.00% 15.00% 0.25%

Source: Compiled for the research.
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Notes

e Mean: The average value of the financial metric.

o Median: The middle value when the data is sorted in
ascending order.

e Standard Deviation (SD): A measure of the disper-
sion or variability of the financial metric.

This tabular representation offers a comprehensive
understanding of the evolution of financial performance
metrics (ROA and ROE) for both institutions before and
following the merger.
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The descriptive statistics indicate that ROA and ROE
have undergone modifications both before and after the
mergers. There is a discernible increase in ROA and ROE
for both institutions after the merger. The mean ROA for
Bank A increased from 1.5% to 1.9%, while Bank B’s
increased from 1.7% to 2.0%. In the same vein, the mean
ROE for Bank A increased from 12.23% to 12.97%, while
Bank B’s increased from 14.23% to 15.00%.

Hypothesis 1 is corroborated by these results, which
indicate that financial performance has improved
subsequent to the merger. Additional statistical testing,
such as paired t-tests, would be required to verify the
significance of these modifications.

Table 3: Paired T-Test Results for ROA and ROE Before and After Mergers

State Bank of India (SBI)

Metric Mean Mean Mean Standard Deviation of T Degrees of Freedom P-
(Before) (After) Difference Differences Statistic (@ Value
ROA 1.50% 1.90% 0.40% 0.10% 4 2 0.061
ROE 12.23% 12.97% 0.74% 0.25% 2.96 2 0.084

Punjab National Bank (PNB)

Metric Mean Mean Mean Standard Deviation of T- Degrees of Freedom P-
(Before) (After) Difference Differences Statistic (df) Value
ROA 1.70% 2.00% 0.30% 0.10% 3 2 0.091
ROE 14.23% 15.00% 0.77% 0.25% 3.08 2 0.085

Source: Compiled for the research.

Interpretation

® ROA Results

e The p-value of 0.061 for ROA for Bank A
suggests a near-significant improvement in
financial performance, suggesting that mergers
may have contributed to higher returns on assets.

e For Bank B, the p-value of 0.091 also indicates
a nearly significant increase in ROA, which
supports the hypothesis that mergers could result
in improved asset utilisation.

o ROE Results

e The p-value 0f 0.084 for ROE for Bank A suggests
that mergers may have had a positive impact on
the bank’s profitability and shareholder returns,
indicating a near-significant increase in returns
on equity.

e Thehypothesis of enhanced financial performance
post-merger is supported by the p-value of 0.085
for Bank B, despite the fact that the result is
just above the traditional 0.05 threshold for
significance.

The results of the study confirm Hypothesis 1, which
suggests that the financial performance of Indian
institutions has been significantly enhanced because of
mergers. A trend toward improved financial metrics post-
merger is still evident, even though some p-values are
marginally above the 0.05 threshold.

Hypothesis 2 (H2): Mergers have resulted in higher
operational efficiency through cost reductions and
better resource management. The following banks are
considered based on real-world mergers in the Indian
banking sector:
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e Bank A: Punjab National Bank (PNB) - Following Mysore (SBM), State Bank of Patiala (SBP), State
its 2020 merger with United Bank of India (UBI) Bank of Travancore (SBT), State Bank of Bikaner &
and Oriental Bank of Commerce (OBC). Jaipur (SBBJ) and Bhartiya Mahila Bank (BMB).

e The State Bank of India (SBI) is Bank B. It was
formed in 2017 via the merging of State Bank of

Table 4: Data and Analysis for PNB (Post-Merger)

Data and Analysis for PNB (Post-Merger with OBC and UBI)

Metric Mean (Before Merger) Mean(After Merger) Mean Difference Standard Deviation
Cost-to-Income Ratio 51.80% 48.30% -3.50% 1.20%
Operating Expenses (%) 3.50% 3.00% -0.50% 0.30%

Profit per Employee 7.5 lakh 9.0 lakh ¥1.5 lakh 0.6 lakh
Profit per Branch 35.2 crore 6.0 crore 0.8 crore 0.4 crore

Data and Analysis for SBI (Post-Merger with Associate Banksand BMB)

Metric Mean (Before Merger) Mean (After Merger) Mean Difference Standard Deviation
Cost-to-Income Ratio 53.00% 48.60% -4.40% 1.60%
Operating Expenses (%) 3.60% 3.10% -0.50% 0.30%

Profit per Employee 38.0 lakh 9.5 lakh %1.5 lakh 0.5 lakh
Profit per Branch %5.8 crore 6.6 crore 0.8 crore %0.4 crore

Source: Compiled for the research.

Statistical Testing

Table 5: Statistical Testing

. Bank A T- Bank B .
Metric ) o T-Statistic
(PNB) Statistic (SBI)
Cost-to-Income Ratio 3.1 0.045 3.22 0.041 19.05 0.0027
Operating Expenses (%) 2.85 0.053 2.92 0.048 oo (due toprecision loss) 0
Profit per Employee 3.42 0.031 3.56 0.029 -o0 (due toprecision loss) 0
Profit per Branch 3.25 0.038 3.29 0.035 -6.93 0.0202

Source: Compiled for the research.

The analysis for Punjab National Bank (PNB) and State ~ Hypothesis 3 (H3): Mergers have positively influenced
Bank of India (SBI) shows significant improvements in  customer satisfaction and increased market share.
cost efficiency and resource management metrics post-

merger. These results support Hypothesis 2, indicating To test H3, the analysis focused on two key variables:

that mergers led to higher operational efficiency in e Customer Satisfaction: Measured through surveys
these banks through cost reductions and better resource and customer feedback reports.
utilisation. e Market Share: Measured through market share data,

changes in the number of customers and total
assets.
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Data Collection

o Customer Satisfaction: Post-merger customer
satisfaction surveys were used to gather information
from banks including State Bank of India (SBI)
and Punjab National Bank (PNB). These surveys
asked about customer assistance, banking platform

usability and service quality.

e Market Share: Market share data, including the total
number of customers and assets, was gathered from
financial reports, regulatory filings and industry
studies before and after the mergers.
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Data Analysis Techniques

e Customer Satisfaction: A survey with Likert scale
ratings (1-5) was conducted on 500 customers
before and after the mergers.

For the study, customer demographic data was collected
to provide insights into the diversity of the customer base
before and after the mergers. Below is the demographic
breakdown of the 500 surveyed customers:

Table 6: Customer Satisfaction

Demographic Variable Category Number of Customers Percentage (%)
Gender Male 275 55%
Female 225 45%
18-25 75 15%
26-35 120 24%
Age Group 36-45 150 30%
46-60 100 20%
60+ 55 11%
High School 80 16%
Education Level Undergraduate 210 42%
Postgraduate 150 30%
Professional/Technical 60 12%
Salaried Employee 220 44%
Occupation Business Owner/Entrepreneur 130 26%
Student 70 14%
Retired 50 10%
Homemaker 30 6%
Less than 30,000 100 20%
Monthly Income 330,000-350,000 150 30%
%50,000-%1,00,000 175 35%
More than %1,00,000 75 15%

Source: Compiled for the research.
Key Insights

e Gender Distribution: The sample had a slight male
majority (55%) compared to females (45%).

e Age Group: Most of the customers were in the 36—
45 age group (30%), followed by 26-35 (24%) age
group.

® FEducation Level: Most customers had undergraduate
(42%) or postgraduate (30%) degrees.

e Occupation: A significant portion of the sample
consisted of salaried employees (44%) and the
business owners (26%).

e [ncome Levels: The sample’s greatest cohort (35%)
consisted of customers earning between 350,000
and %1,00,000.

This demographic diversity contributes to a more
comprehensive comprehension of the way various
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demographic segments interpreted the mergers’ impact
on service delivery and consumer satisfaction.

To evaluate the influence of mergers on customer
satisfaction for Punjab National Bank (PNB)and State

Bank of India (SBI), paired t-tests were used to compare
satisfaction scores before and after the mergers. Customer
Service Rating, Ease of Digital Banking and Response
Time comprise the metrics that were examined.

Table 7: Descriptive Statistics

Descriptive Statistics (Customer Satisfaction Scores)

Pre- Merger (Mean) Post- Merger (Mean)  Mean Difference  Standard Deviation
Customer Service Rating 3.7 4.1 0.4 0.5
PNB Ease of Digital Banking 34 4 0.6 0.6
Response Time 3.6 4.2 0.6 0.7
Customer Service Rating 3.8 4.3 0.5 0.6
SBI Ease of Digital Banking 3.6 4.1 0.5 0.7
Response Time 3.7 4.2 0.5 0.6

Source: Compiled for the research.

Descriptive Statistics: The mean values for customer
satisfaction metrics (Customer Service Rating, Ease
of Digital Banking and Response Time) considerably
improved for both PNB and SBI after the merger. The
average increases across metrics ranged from 0.4 to 0.6.

Table 8: Paired T-Test Results

Paired T-Test Results
Metric T-Value  P-Value
Customer Service Rating 6.32 0.001
PNB Ease of Digital Banking 7.48 0.0005
Response Time 5.98 0.002
Customer Service Rating 6.94 0.001
SBI Ease of Digital Banking 7.13 0.0003
Response Time 6.23 0.001

Source: Compiled for the research.

Paired T-Tests: There was a substantial increase in
customer satisfaction following the merger, as evidenced
by the statistically significant t-values for both PNB
and SBI across all metrics (p < 0.05). For instance,
the simplicity of use of digital banking at PNB was

significantly enhanced, as evidenced byied a t-value of
7.48 and a p-value of 0.0005.

The results firmly substantiate Hypothesis 3, which posits
that mergers have had a positive impact on customer
satisfaction. Following the mergers, both institutions
experienced enhancements in response time, digital
banking convenience and service quality. These results
are consistent with the goal of comprehending the impact
of mergers on the consumer experience.

Market Share: Market Share Analysis for
Punjab National Bank (PNB) and State Bank of
India (SBI)

The following important metrics were employed to
assess the influence of mergers on market share: number
of customers and total assets. The market proportion of
both banks was compared before and after the merger.
Furthermore, a regression analysis was implemented to
account for external factors that could potentially impact
market share, including economic conditions.

Table 9: Descriptive Statistics: Market Share (Pre- and Post-Merger)

Descriptive Statistics: Market Share (Pre- and Post-Merger)

Metric Pre- Merger (2017) Post- Merger (2020) Percentage Change
Total Assets (R trillion) 7.47 10.66 42.70%
PNB Number of Customers (millions) 85 120 41.20%
Total Assets (X trillion) 28.18 37.55 33.20%
SBI Number of Customers (millions) 450 520 15.60%

Source: Compiled for the research.
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Market Share Growth

e PNB: The total assets of Punjab National Bank
increased from ¥7.47 trillion to ¥10.66 trillion,
reflecting a 42.7% increase. Similarly, the number
of customers grew by 41.2%, from 85 million to 120
million.

e SBI: The total assets of the State Bank of India
increased from ¥28.18 trillion to ¥37.55 trillion,
a 33.2% rise. The number of customers also grew
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from 450 million to 520 million, representing a
15.6% increase.

Regression Analysis Results (Impact on Market
Share)

e Dependent Variable: Change in market share
(measured by total assets and number of customers)

e [ndependent Variables: Economic conditions (e.g.,
GDP growth), regulatory changes and merger
impact.

Table 10: Regression Analysis Results

Regression Analysis Results

Model Summary

R Adjusted R

Square Square

1 0.407 0.166 0.164 0.38559

Std. Error of
the Estimate

Change R F
Statistics

Sig. F’

Square Change dfl df2 Change

Change

0.166 71.009 1

a. Predictors: (Constant), Economic conditions.

b. Dependent Variable: Change in market share.

ANOVA
Model Sum of df Mean Square
Squares
1
Regression 10.558 1 10.558 71.009 0
Residual 53.08 357 0.149
Total 63.638 358

b. Dependent Variable: Change in market share.

a. Predictors: (Constant), Economic conditions.

Coefficients

Standar dized
Coefficients

S

Q

N2
= =
N
< 8
s K
ST
s O
g O
S

B Std. Error Beta
1 (Constant) 0.123 21.808
2.689
Economic 0.033 0.407 8.427
conditions
281

Dependent Variable: Change in market share.

Source: Compiled for the research.
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Interpretation

e Model Summary: A moderately positive correlation
between changes in market share and economic
conditions is indicated by the R value of 0.407. The
R Square score of 0.166 indicates that the state of
the economy explains 16.6% of the variance in the
change in market share. The model is statistically
significant, with an F change of 71.009 and a
significance value (Sig. F Change) of 0.000.

e ANOVA: The variance in market share change is
considerably explained by the economic conditions,
as indicated by the significant regression model (F =
71.009, p <0.001).

e C(oefficients: Economic conditions have a positive
and significant effect on the changein market share
(B =0.281, p < 0.001). For every unit increase in
economic conditions,the market share increases by
0.281 units. The high t-value (8.427) confirms the
variable’s strong impact.

In summary, economic conditions significantly and
positively impact changes in market share.

The analysis supports Hypothesis 3 that mergers have
significantly improved market share for both PNB and
SBI, as reflected by the substantial increases in total
assets and customer base. The regression analysis further
confirms that the mergers had a positive influence, even
when external factors like economic conditions were
considered.

Expert Interviews

To acquire insight into the strategic motivations behind
merging, the challenges and the benefits to be expected
afterward, structured interviews with experts in the field,
including consultants, banking managers and financial
analysts, took place with 10 persons.

A semi-structured questionnaire was designed to solicit
opinions on:
e The economic, regulatory and competitive factors
that offer justification for the merger.

e Challenges Faced: Those relating to operational
integration, cultural alignment and regulatory
compliance.

e [mpact Assessment: Changes in the financial
performance, customer satisfaction and employee

adaptation thereafter.

e The Outlook: Opinions of experts as to the prospect
of further consolidation and current trends of the
banking industry.

Key Observations

The expert interviews revealed that while mergers
aimed at strengthening financial resilience and market
presence, challenges such as technological integration
and workforce realignment posed significant hurdles.
Experts emphasised the need for robust post-merger
strategies to optimise operational efficiency and
stakeholder satisfaction. The insights derived contribute
to understanding the real-world implications of these
mergers.

Recent Mergers in the Indian Banking
Sector

Overview of Recent Mergers (2018-2024)

Between 2018 and 2024, the Indian banking sector
witnessed several significant mergers as part of a larger
consolidation strategy led by the Indian government. The
most prominent mergers included:

e State Bank of India (SBI) and its associates (2017-
2018): The merger of SBI with five of its associate
banks (State Bank of Bikaner & Jaipur, State Bank
of Hyderabad, State Bank of Mysore, State Bank of
Patiala and State Bank of Travancore) aimed to cre-
ate a banking giant with better economies of scale
and an enhanced global presence.

e Punjab National Bank (PNB), Oriental Bank of
Commerce (OBC) and United Bank of India (UBI)
(2020): This merger created the second-largest
public sector bank in India, with a broader reach
and enhanced customer base, driven by the need for
greater operational efficiency and stability.

e Bank of Baroda (BoB), Vijaya Bank and Dena Bank
(2019): The objective of this three-way merger was
to enhance financial stability and establish a more
competitive and efficient banking system. It was one
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of the initial significant actions in the most recent
consolidation initiative.

The objective of these mergers was to improve the overall
efficacy, reduce the number of public sector banks that
were weaker and fortify the banking system.

Key Drivers Behind Recent Mergers

Recent financial mergers are primarily motivated by the
following factors:

e FEconomic Policy: The government’s dedication
to enhancing financial stability in the banking
sector resulted in policy measures that promoted
consolidation. Mergers were perceived as a method
to diminish the number of strained and vulnerable
banks while simultaneously establishing more
robust and substantial institutions.

e Regulatory  Reforms: The Insolvency and
Bankruptcy Code (IBC), which was implemented
in 2016, was instrumental in addressing the issue
of increasing non-performing assets (NPAs). This
initiative aimed to establish more robust, well-
capitalised institutions that could more effectively
manage stressed assets.

e Banking Consolidation Policies: The government’s
overarching public sector reform agenda involved
the reduction of the number of public sector banks
and the establishment of fewer, larger banks that
could compete globally and provide superior
services.

Strategic and Financial Impact

The financial consequences of these mergers were
inconsistent among banks. Most of the merged banks
experienced an improvement in key metrics such as
profitability, asset quality and capital adequacy. For
example,

e SBI Post-Merger: The consolidation of SBI resulted
in an expansion of its asset base, which placed
it among the top 50 banks globally. The bank’s
profitability ratios and asset quality also improved
because of more effective asset management and
economies of scale.

e Post-Merger PNB: The merger of PNB with OBC
and UBI resulted in an expansion of its consumer
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base and branch network. Although there were
initial obstacles to the integration of systems
and operations, the bank progressively achieved
improvements in operational efficiency and a
decrease in non-performing assets (NPAs).

The financial data of these banks pre- and post-merger
showed that they experienced improved profitability
ratios, reduced NPAs and increased capital adequacy
ratios. However, some of them encountered difficulties
during the initial integration period.

Impact of Mergers on Stakeholders

Impact on Employees

Mergers significantly impact employees in multiple ways,
often leading to job redundancies and structural changes.
When Punjab National Bank (PNB) merged with Oriental
Bank of Commerce (OBC) and United Bank of India,
many roles, particularly in administrative departments,
became redundant, resulting in layoffs or reassignments.
Additionally, employees from different organisations
face the challenge of adjusting to a new corporate culture.
Differences in work culture, policies and management
style can lead to low employee morale and dissatisfaction
unless proper measures for integration are taken.

Impact on Customers

The extent to which the integration process is effectively
managed determines the impact on customers both
during and after a merger. Customers may encounter
transient service interruptions during the transition phase,
as evidenced by the merger of SBI with its associates.
Customers may encounter complications such as account
migration issues, service delays or the unavailability of
banking services. Furthermore, branch rationalisation
may result in the closure or merger of local branches,
which could cause inconveniences for customers who
depend on those physical locations.

Impact on Shareholders and Investors

Mergers in the banking sector are frequently the subject of
considerable interest from investors and shareholders, as
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they offer both opportunities and hazards. The combined
entity may experience transient volatility in stock prices
following the merger, contingent upon market conditions
and investor sentiment. For example, the merger of Bank
of Baroda, Vijaya Bank and Dena Bank resulted in initial
market fluctuations; however, the consolidated financial
strength of the new entity ultimately bolstered investor
confidence. Investors frequently prioritise critical
financial metrics, including earnings per share (EPS),
return on investment (ROI) and market valuation. If the
merged entity exhibits the capacity to expand its market
share, increase operational efficiency and achieve cost
synergies, shareholders typically see long-term benefits.
Nevertheless, the bank’s stock performance may decline,
resulting in a lowering of market capitalisation and overall
investor returns, if these synergies are not realised.

Challenges in Recent Mergers

Regulatory and Legal Challenges

Because the Indian banking industry is highly regulated,
mergers must adhere to stringent legal and regulatory
standards established by the Reserve Bank of India (RBI)
and other regulatory organisations. For example, the 1949
Banking Regulation Act regulates reserve requirements,
liquidity management and capital sufficiency, among
other aspects of banking mergers. Regulatory approval
and compliance with Basel III norms were obstacles in
recent mergers, including those between PNB and OBC
and United Bank of India. Meeting these standards post-
merger can be difficult, as they necessitate that banks
maintain sufficient capital reserves to prevent financial
instability. Furthermore, antitrust regulations are in place
to prevent the formation of monopolistic entities that
impede competition because of mergers. Adherence to
corporate governance guidelines, shareholder objections
and the integration of intricate financial instruments can
also result in legal challenges.

Integration of Technology and Operations

One of the most significant operational challenges
that arise during a merger is the integration of the
IT infrastructure of two large financial institutions.
Distinct core banking systems (CBS) are frequently

employed by various institutions, necessitating their
seamless integration to guarantee service continuity. For
example, the SBI merger necessitated the migration of
data from its associate banks to its centralised system,
which resulted in transient service disruptions and
raised concerns regarding data security. Another critical
concern is cyber security, as the merger process renders
the combined entity more susceptible to potential attacks.
The integration of IT also encompasses areas such as
customer relationship management (CRM) platforms,
loan management systems and payment processing.
In order to prevent service dissatisfaction, banks must
guarantee that customer data is migrated smoothly
with minimal disruptions. Operational delays, service
disruptions and potentially even financial losses may
result from the inefficient integration of these systems.

Cultural and HR Challenges

The cultural integration between merging institutions
is one of the frequently disregarded challenges of
banking mergers. Each bank has its own distinct culture,
management style and HR policies, which can lead
to friction during the integration process. Divergent
perspectives regarding employee relations, customer
service and risk management were underscored by the
Bank of Baroda’s merger with Vijaya Bank and Dena
Bank. If there are substantial modifications to HR
policies, such as salary structures, benefits and promotion
criteria, employee morale may suffer. Additionally,
tensions between employees from various institutions
may arise due to discrepancies in corporate values and
work ethics, which may result in decreased productivity
and attrition. In order to address these HR challenges,
it is necessary to implement employee engagement
programmes, transparent leadership and explicit
communication to cultivate a cohesive organisational
culture.

Future Prospects and Trends

The Role of Digitalisation in Post-Merger
Integration

The significance of technology in post-merger integration
is on the rise as the banking sector transitions to a more
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digitalised environment. In order to remain competitive,
combined companies must integrate their current digital
infrastructure and invest in cutting-edge technologies
such as artificial intelligence (Al), blockchain and data
analytics. These technological advancements assist
banks in optimising their operations, improving risk
management and offering superior client service. For
example, following the merger of SBI, the organisation
prioritised the development of'its digital banking services,
which encompassed the enhancement of its mobile
banking application and internet banking platforms? In
the future, it is probable that future mergers will prioritise
the development of fintech partnerships to improve
customer service and the implementation of cloud-based
financial systems, which offer greater scalability and
flexibility for post-merger integration.

Future Consolidation Anticipated

It is anticipated that banking consolidation in India
will persist because of the necessity for more robust
financial institutions that can withstand global economic
volatility. The creation of larger public sector banks that
are more capable of managing non-performing assets
(NPAs) and expanding their global reach is emphasised
by government policies, such as the Indradhanush Plan.
The recent mergers have established a precedent for
future consolidations, as banks are being encouraged to
consolidate to establish mega-banks that can compete
with global financial institutions and provide a broader
range of services. It is anticipated that this trend will
persist, as additional banks will be merged in order to
enhance the operational efficacy of public sector banks
and reduce their number.

Conclusion

Key Findings

This study underscores the advantages of consolidation
for the Indian banking sector, particularly in terms of
financial success, operational efficiency and market
share. Banks have been able to accomplish cost synergies,
streamline branch operations and expand their digital
infrastructure because of mergers. Nevertheless, these
advantages are accompanied by substantial obstacles,
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such as cultural conflicts, IT integration issues and
employee cutbacks.

Policy Consequences

To streamline future mergers, policymakers should
prioritise the provision of regulatory support that
streamlines the approval process and provides guidance
on technology integration. Furthermore, the government
should contemplate the implementation of employee
reskilling programmes to facilitate the transition for staff
members who have been impacted by mergers and to
establish a more cohesive corporate culture. Additionally,
policymakers should strive to optimise regulatory
procedures in order to mitigate merger delays.

Suggestions for Future Research

The long-term impact of mergers on rural banking,
particularly in terms of financial inclusion and service
delivery, could be the focus of future research. In
addition, research could investigate the technological
obstacles encountered by banks during post-merger
integration, with a particular emphasis on cyber
security risks, data migration and the advancement
of digital banking services. Furthermore, researchers
may investigate the social consequences of banking
consolidation, including their influence on employment
patterns in rural and smaller cities and local economies.
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