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General Studies-3; Topic: Indian economy – growth; Resource mobilization 
 

PSBs Consolidation 
 

1) Introduction 

 The government is working on a consolidation agenda with a view to creating 3-4 global-sized banks 
and reduce the number of state-owned lenders to about 12. 
 

2) Need for Consolidation 

 Indian banking sector is highly fragmented, especially in comparison with other key economies.  

 To protect the financial system and depositors’ money 

 Many banks are not in a position to raise equity from the market.  

 For cutting operational cost and acquiring efficiency.  

  To build capacity to meet credit demand and sustain economic growth. 

 The need to bridge geographical gaps. 

 In 1991 it was suggested that India should have fewer but stronger PSBs. 

 The gross NPAs increased enormously for Public sector banks (PSBs). 

 The share values of several PSBs are trading at a discount to their book value. 
  

3) Benefits 

 From regulatory perspective, monitoring and control of less number of banks will be easier after 
mergers.  

  For meeting the norms under BASEL III, for ensuring capital adequacy ratio, the larger banks will be 
at ease. 

 Large sized banks enable disbursement of greater credit, for large developmental projects and 
effective management of NPAs.  

 Add commercial strength and prevent multiplicity of resources being spent in the same area. 

 Improve the capacity of the banking system to absorb shocks that the markets may cause to it 

 Banks will have the capacity to raise resources without depending on the State exchequer 

 Bigger banks can attract more Current Account, Savings Account (CASA) deposits.  

 They can take up high-end technological upgradation. 

 They can establish oversees operations. 
 

4) Risks and Challenges 

 Human Resources 
a. One of the most challenging problems would be human resource integration and management. 
b. Employees would fear job loss, reduced promotional avenues, new culture, etc. 

 Harmonization of Technology  
a. Challenge for integration of technology as various banks are currently operating on different 

technology platforms. 

 Monitoring, Regulation and Control 
a.  Failure of a very large bank may have macro implications on the economy and may have to be 

bailed out during stress periods. 
b.  RBS from United Kingdom is an example of how a big global bank collapsed post the global 

financial crises and had to sell its assets globally. 

  Large-scale shutting of branches in urban centres 
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 Rationalisation of branches due to overlap may lead to their relocation. 

 Many big private banks globally, including in the US, have failed 

 In the US and the UK, political campaigns have been run advocating break-up of big banks. 

 Following the merger of 5 SBI associate banks, SBI's gross NPAs jumped from Rs1.08 trillion to 
Rs1.79 trillion.  

 Recruitment for bank jobs will be hit badly due to consolidation of PSBs. 
 

5) Alternative Mechanism (AM) for Banks' Merger 

 The Union Cabinet has given in-principle approval for Public Sector Banks to amalgamate through 
an Alternative Mechanism (AM). 

 Mergers to be decided on commercial considerations. 

  The proposal must start from the Boards of Banks. 

 Group of ministers to oversee the bank merger process. 

 Merger proposals have to be approved by the parliament 

 This would also expedite decision-making and address issues well in time. 
 

6) Way Forward 

 RBI should continue to give banking licences for more small finance banks as well as universal banks 
along with bank mergers 

 The Narasimham committee had spoken about a large number of regional and local banks at the 
lowest tier of banking structure. 

 Address the core concerns of employees, mitigate their anxieties, and create an environment of 
trust.  

 Consolidation should be done keeping in mind the interest of minority shareholders and bring in 
greater autonomy for banks. 

 It is high time that Government takes stringent measures to recover the bad loans and take bold 
action on these big defaulters.  

 
 


