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Key pointers

• Post merger 
mechanism

• Rules and 
regulations

• Treatment to 
existing customers

A bank merger occurs when banks join to become one.

Many people think of bank mergers as something that

occurs between two banks, but it may involve more than

two in some cases. No matter how many banks are involved, the merger results 
in a single bank with one identity rather than multiple banks with multiple 
identities

What is a bank merger?



• A large chunk of their loan books have turned sour

• Bank of Baroda reported provisions for non-performing 
assets for the increasing by 190 per cent year-on-year 
to Rs 7,052.53 crore in the last quarter of FY 2017-18.

• IDBI Bank posted a gross NPA rising to 27.95 per cent of 
its loans at quarter four, March 2018.

• The department of financial services is considering a 51 
per cent stake sale in IDBI Bank to a strategic partner 
for Rs 9,000-10,000 crore.

• Create India's second largest bank after State Bank of 
India with a combined asset of Rs 16.58 trillion

• Except Bank of Baroda, all three banks - IDBI Bank Ltd, 
Oriental Bank of Commerce and Central Bank of India -
are under the RBI's Prompt Corrective Action (PCA) 
framework

• Once placed under PCA, the banks are barred from 
distributing dividends, remitting profits and disbursing 
fresh loans.

Proposed Merger of Bank of Baroda, IDBI Bank Ltd, 
Oriental Bank of Commerce and Central Bank of 

India



There are 21 Public Sector banks which is planned to be reduced to 6 thus 
helping the banking industry become better managed in the following ways:

Decreased costs of the 
banking industry achieving 
economies of scale and 
operational efficiency
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Better NPA and Risk 
Management
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The objective of 
inclusion and better 
geographical reach can 
be attained

Global recognition by 
increasing HHI index

Synergy by creating 
availability of better and 
integrated products and 
services

What benefits will this step bring in?



-Cons

Merger

• The weaknesses of a 
smaller banks are infected 
in the larger bank

• Power in the hands of a 
few, reducing competition 
may be bad

• The idea of regional 
penetration and inclusion 
may be lost in search of 
profits

• Large banks collapsed 
during the global financial 
crisis whereas smaller ones 
had survived due to their 
focus on micro aspects

Can this merger be bad?



The Narasimham Committee was established under former RBI Governor M. Narasimham in August 1991 to look 
into all aspects of the financial system in India. The report of this committee had comprehensive recommendations 
for financial sector reforms including the banking sector and capital markets. In broad acceptance to this committee, 
the government announced slew of reforms.

Narasimham Committee recommendations

Narasimham 
committee

Committee 1
(1991)

Committee 2
(1998)

SLR and CRR

Interest Rate

Removing dual 
control, autonomy

Asset 
Reconstruction

Narrow banking

Capital 
Adequacy Ratio

• Reduction in SLR from 38.5-25%

• Reduction in CRR from 15-5%

• Interest rates to be deregulated to 
reflect market conditions

• Only RBI to monitor banks

• Autonomy in decision making

• Setting up of ARCs

• Cleaning up of balance sheet

• It recommended a three tier banking 
structure in India

• The committee targeted raising the 
capital adequacy ratio to 9% by 2000 
and 10% by 2002



Recapitalisation of PSB’s

Recapitalisation Bonds
• Issued by the government to bail 

out PSB’s 
• Subscribed by PSB’s themselves
• Fund from the issue of bonds used 

to subscribe shares of PSBs 
themselves

• A holding company will be formed 
which will hold government’s share 
in PSB’s

The term recapitalisation means giving equity money to cover debt 
of an entity. In the case of PSBs, their NPAs (debts) will be replaced 
by equity capital from recapitalisation by the government.
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Aug 2015 – ‘Indradhanush’ Plan – Proposed Issue of Rs. 
70,000 crore via a seven-pronged action plan to revamp 
PSB’s over 4 years   

Oct 2017 – Government’s decision to infuse 2.11 Lakh 
crore.  Rs. 1.35 lakh through recapitalized bonds and Rs. 
80,000 crores through budgetary allocations and selling 
the Govt.’s equity stake 

Dec 2014 - CCEA decided to allow PSBs to raise capital from public markets through instruments 
such as FPO or QIP by diluting the government holding up to 52%, in a phased manner.

• Will be issued in six tranches – with a 
tenure of 10-15 years 

• Coupon rates up to 7.68%
• Interest Burden of about Rs. 9000 crore 

to be reflected in the Govt.’s fiscal deficit

Jan 2018 – Govt. discloses details of plan of issuance 
in two phases – Phase I and Phase II 
Phase I includes remittance of Rs. 88000 crores to 
various stressed banks strategically 



PLAN OF ACTION

Infusion
2.11 Lakh crores

1.35 lakh crores
From sale of

recapitalization bonds

57,861 crores
By diluting government’s 

equity

18,139 crores
Budgetary allocation

Spread over a period 
of 2 financial years 
2017-18 and 2018-19
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s SBI
8,800 crores 

Bank of 

India
9,232 crores 

UCO Bank

6,507 crores

PNB
5,473 crores

IDBI Bank 
10,610 

crores

Canara 

Bank
4,865 crores 

Central 

Bank of 

India

5,158 crores

Indian 

Overseas 

Bank 
4,694 crores 

Union Bank 

of India

4,524 crores

Bank of 

Baroda
5,375 

crores

PHASE I (2017-18) – Rs. 88000 crore 
infusion 

Other Banks like 
• Oriental Bank of 

Commerce 

• Dena Bank 

• Bank of 

Maharashtra

• Corporation Bank

• Syndicate Bank 

• Allahabad Bank

PHASE II (2018-19) – Rs.123000 
crore infusion 



Recapitalization Process 

Deploying Recapitalization 
Bonds

Govt. will front-load capital 
injections while staggering 
the attendant fiscal 
implications over a period 
of time

Participation of private 
shareholders of public 
sector banks 

It requires these banks 
to meet the parts of 
capital needs from the 
market funding

Calibrated Approach to 
Issuance

Banks that have better 
addressed their balance-
sheet issues and are in a 
position to use fresh 
capital injection for 
immediate credit creation 
can be given priority while 
others shape up to be in a 
similar position



• Rising NPA in Banks – rose from 10.2% in Sept 2017 to 11.6% in Mar 
2018. Private Banks average NPA – 4%

• Banks not meeting adequate CAR of 9% and other Basel III Norms and 
regulations. Several PSB’s don’t meet 7%  Tier I capital requirement 

• Increasing creation of credit and boosting economy

• To avoid ARC debt takeover – which lead to 40-70% haircuts

• Capital inclusion in Banks will lead to lending activity enhancing and 
provision write-off possibilities 

Reasons for Recapitalisation

Impact on the Economy
• Growth in the Economy- With low NPAs the 

lending capacity of banks will increase. This 
will boost investments in the economy leading 
to its growth.

• Fiscal Deficit - The interest payments on the 
recapitalization bonds and the budgetary 
allocation of the funds to banks will add to the 
burden on the fiscal deficit. Estimated Interest 
Burden will amount to Rs 9000 crores This 
interest payments expense will be covered 
from the profits of capital receiving PSBs.




