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ABSTRACT

This study conducts a comprehensive comparative analysis of risk management practices
between public and ‘Private Sector Banks’ in India, with a focus on ‘Credit to Deposits
Ratios’, ‘Net Interest Margin’ (NIM), ‘Return on Assets’ (ROA), ‘Return on Equity’ (ROE),
‘Capital Adequacy Ratio’ (CAR), and ‘Net Non-Performing Assets’ (NPASs). The objectives
include studying risk management practices, comparing them between sectors, and
recommending improvements.The research methodology entails the selection of ten
prominent banks from each sector and the collection of data spanning from FY2012 to
FY2022 from various reputable sources. Descriptive analysis techniques, including mean and
standard deviation, along with T-tests, are employed for comparative analysis.The results
reveal significant differences between public and ‘Private Sector Banks’ across various
parameters. ‘Private Sector Banks’ generally exhibit higher efficiency and effectiveness in
risk management practices, as evidenced by superior ‘Credit to Deposits Ratios’, NIM, ROE,
CAR, and lower NPAs compared to their public sector counterparts. However, both sectors
achieve comparable levels of profitability as measured by ROA.Based on these findings,
recommendations are made to enhance risk management practices in Indian banks. These
include improving risk assessment procedures, strengthening asset-liability management,
enhancing capital management, addressing NPAs, fostering innovation and transparency,
investing in talent development, promoting knowledge sharing, and ensuring alignment with
regulatory frameworks.Implementing these recommendations will contribute to strengthening
the risk management frameworks of both public and ‘Private Sector Banks’ in India, thereby
enhancing their resilience, efficiency, and competitiveness in the dynamic banking landscape.
Keywords:

Risk Management Practices, ‘Public Sector Banks’, ‘Private Sector Banks’, Comparative
Analysis, ‘Credit to Deposits Ratios’, ‘Net Interest Margin’, ‘Return on Assets’, ‘Return on
Equity’, ‘Capital Adequacy Ratio’, ‘Net Non-Performing Assets’

1. INTRODUCTION

In the dynamic landscape of Indian banking, effective risk management is paramount for both
‘Public Sector Banks’ (PSBs) and ‘Private Sector Banks’ (PSBs) to navigate various
challenges and ensure financial stability. Indian banks, irrespective of their ownership, adhere
to robust risk management frameworks guided by the Reserve Bank of India (RBI)
regulations and international standards. According to RBI data, PSBs account for around 70%
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of total banking assets in India, indicating their substantial role in the country's financial
ecosystem. However, ‘Private Sector Banks’, though fewer in number, hold a significant
share of around 30% in terms of assets, showcasing their growing prominence.

Credit risk, a prevalent concern for banks, is rigorously managed through various techniques
such as credit scoring models and risk rating systems. According to recent data from RBI,
PSBs tend to have a higher proportion of non-performing assets (NPAs) compared to ‘Private
Sector Banks’. This divergence underscores the importance of credit risk management
practices, where ‘Private Sector Banks’ often leverage advanced analytics to maintain lower
NPA ratios and ensure healthier loan portfolios.

Indian banks face market risks stemming from interest rate fluctuations, exchange rate
volatility, and asset price movements. Data from the RBI indicates that ‘Private Sector
Banks’ typically exhibit more diversified portfolios compared to PSBs, allowing them to
mitigate market risks effectively. Furthermore, private banks are often more agile in adopting
hedging strategies and leveraging derivatives to manage exposure to market fluctuations.
Operational efficiency and risk mitigation are crucial for Indian banks to maintain stability.
Recent incidents, as highlighted in RBI reports, showcase operational lapses leading to frauds
and disruptions. While both PSBs and ‘Private Sector Banks’ invest in technology and
internal controls, private banks are often quicker in adopting innovative solutions such as
blockchain and Al-driven risk management tools to enhance operational resilience.
Regulatory compliance is a significant focus area for Indian banks due to the stringent
regulations set forth by the RBI. Recent regulatory data highlights instances of non-
compliance, emphasizing the need for robust risk management practices. ‘Private Sector
Banks’, with their agility and resources, often invest more in compliance technology and
expertise to ensure adherence to regulatory requirements and mitigate regulatory risks
effectively.

A strong risk culture and governance framework are imperative for effective risk
management. While PSBs traditionally have hierarchical structures, ‘Private Sector Banks’
foster a culture of risk awareness and accountability throughout the organization. Recent
surveys indicate that employees in private banks often exhibit higher risk awareness and
compliance adherence compared to their counterparts in PSBs, reflecting the influence of
organizational culture on risk management practices.

Indian banks face evolving challenges such as cybersecurity threats, geopolitical risks, and
competition from non-traditional players. The recent surge in digital transactions, as
highlighted in RBI data, underscores the importance of cybersecurity in risk management.
Both PSBs and ‘Private Sector Banks’ must continue to innovate and collaborate to address
emerging risks and regulatory requirements, ensuring the resilience and stability of India's
banking sector amidst rapid technological advancements and evolving market dynamics.
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2. REVIEW OF LITERATURE

The literature on risk management practices in Indian banks presents a diverse array of
studies, shedding light on various aspects of risk assessment, mitigation strategies, and their
implications for both public and private sector institutions.

Krishn A. Goyal (2010) addresses emerging issues in risk management within Indian banks.
This study offers insights into the evolving landscape of risk management practices,
emphasizing the need for proactive measures to address emerging risks and uncertainties.
Rekha and Arunkumar (2005) provide a case study analysis of risk management in
commercial banks, focusing on both public and private sector institutions. Their findings
highlight differences in risk management approaches and outcomes between the two sectors,
offering valuable insights for strategic decision-making.

Bodla and Verma (2009) delve into the credit risk management framework adopted by banks
in India. This study explores the intricacies of credit risk assessment and mitigation
strategies, aiming to enhance the effectiveness of risk management practices across the
banking sector.

Alfriend (1988) provides historical context and explanations of international risk-based
capital standards, offering insights into the evolution of regulatory frameworks governing risk
management practices in banking institutions.

Gupta and Mehta (2011) present an econometric analysis of Indian banks' adherence to Basel
Il standards. Their study offers empirical evidence on the implementation and impact of
regulatory frameworks on risk management practices within the Indian banking industry.
Ayyappan and Ramachandran (2011) examine the determinants of credit risk in both public
and ‘Private Sector Banks’ in India. This study identifies key factors influencing credit risk
outcomes, providing valuable insights for risk management strategies.

Aashish Kumar Lal (2010) conducts a dissertation on the risk management practices of
various banks in the public and private sectors. This study offers a comprehensive analysis of
risk management frameworks, focusing on their effectiveness in mitigating financial risks.
Shenbagavalli, Senthilkumar, and Ramachandran (2013) propose a strategy to manage non-
performing assets (NPAs) in ‘Public Sector Banks’. Their study offers practical
recommendations for addressing asset quality issues and improving risk management
outcomes.

Kannan (2010) explores the intersection of risk and technology management in the banking
industry. This study highlights the role of technology in enhancing risk management practices
and improving operational efficiency within banking institutions.

Mahadeva Murthy and Pathi (2013) conduct a study on risk management in State Bank of
India (SBI) and its associates, offering insights into the risk management strategies adopted
by one of India's largest ‘Public Sector Banks’.

Overall, the literature review underscores the importance of robust risk management
frameworks in ensuring the stability and resilience of Indian banks amidst evolving market
dynamics and regulatory landscapes.
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3. RESEARCH GAP

Despite considerable attention given to risk management practices within the Indian banking
sector, there remains a notable gap in the existing literature concerning a comprehensive
comparative analysis of risk management practices between public and ‘Private Sector
Banks’, along with actionable recommendations for enhancing risk management protocols
across the banking industry.

While individual studies have explored various aspects of risk management within either
public or ‘Private Sector Banks’, there is a dearth of research that systematically compares
the approaches, strategies, and effectiveness of risk management practices between these two
sectors. Such a comparison is crucial for gaining insights into the relative strengths and
weaknesses of each sector's risk management framework and identifying opportunities for
cross-sector learning and improvement.

4. OBJECTIVES OF THE STUDY
1. To Investigate the spectrum of Risk Management Practices within the Indian Banking
system.
2. To Conduct a comparative analysis of Risk Management Practices between Public
and ‘Private Sector Banks’ in India.
3. To Propose actionable recommendations for enhancing Risk Management protocols
within Indian Banks.

5.RESEARCH METHODOLOGY
Data Selection:
Ten prominent Indian ‘Public Sector Banks’ and ten prominent Indian ‘Private Sector Banks’
were carefully chosen to ensure representation across the banking sector.
Data Collection:
Data collection was conducted from various reputable sources, covering the timeframe from
FY2012 to FY2022. Sources included annual reports, regulatory filings, and other official
publications.
Parameters for Analysis:
The study focused on several key parameters to analyse Risk Management Practices:
e ‘Credit to Deposits Ratios’
e ‘Net Interest Margin’ (N1M)
e ‘Return on Assets’ (ROA)
e ‘Return on Equity’ (ROE)
e ‘Capital Adequacy Ratio’ (CRAR)
e ‘Net Non-Performing Assets’ (NPA)
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Descriptive Analysis:

Descriptive analysis techniques were employed, utilizing statistical measures such as Mean
and Standard Deviation (SD) to understand the central tendencies and variability of the data.
Graphical presentation using Column Charts was utilized to visually represent the analysis
results for better interpretation.

Inferential Analysis:

T-tests were conducted to compare Risk Management Practices between Public and ‘Private
Sector Banks’ in India. This statistical analysis provided insights into the differences and
similarities in risk management approaches between the two sectors.

Data Processing and Analysis:

MS-Excel was chosen as the primary tool for data processing, analysis, and visualization due
to its flexibility and widespread use. The software facilitated efficient organization,
manipulation, and visualization of the collected data.

Limitations:

o Data Accuracy and Bias: Potential inaccuracies or biases in the collected data may
influence the study's findings and conclusions.

o Data Availability: Limitations in data availability for certain parameters across all
banks may restrict the depth of analysis for certain aspects of risk management
practices.

o External Factors: The study may not fully account for external factors impacting risk
management practices beyond the scope of the selected parameters, such as regulatory
changes, economic conditions, or industry trends.

6.RESEARCH HYPOTHESIS
1. Hypotheses for ‘Credit to Deposits Ratios’:
e HO: There is no ‘significant difference’ in the Risk Management Practices of
the Public and ‘Private Sector Banks’ in India in terms of ‘Credit to Deposits
Ratios’.
e HIl: There is a ‘significant difference’ in the Risk Management Practices of the
Public and ‘Private Sector Banks’ in India in terms of ‘Credit to Deposits
Ratios’.
2. Hypotheses for ‘Net Interest Margin’ (NIM):
e HO: There is no ‘significant difference’ in the Risk Management Practices of
the Public and ‘Private Sector Banks’ in India in terms of ‘Net Interest
Margin’ (NIM).
e HIl: There is a ‘significant difference’ in the Risk Management Practices of the
Public and ‘Private Sector Banks’ in India in terms of ‘Net Interest Margin’
(NIM).

2751

ey
N ll ‘ANS
l W lntfnnutionol Journal of

luu(' Alul Nutullonul Sciences
iy NAtGnal Aescoiation OF Koo



IJFANS INTERNATIONAL JOURNAL OF FOOD AND NUTRITIONAL SCIENCES
ISSN PRINT 2319 1775 Online 2320 7876
Research paper© 2012 IJFANS. All Rights Reserved,

3. Hypotheses for ‘Return on Assets’ (ROA):

HO: There is no ‘significant difference’ in the Risk Management Practices of
the Public and ‘Private Sector Banks’ in India in terms of ‘Return on Assets’
(ROA).
HI: There is a ‘significant difference’ in the Risk Management Practices of the
Public and ‘Private Sector Banks’ in India in terms of ‘Return on Assets’
(ROA).

4. Hypotheses for ‘Return on Equity’ (ROE):

HO: There is no ‘significant difference’ in the Risk Management Practices of
the Public and ‘Private Sector Banks’ in India in terms of ‘Return on Equity’
(ROE).
H1: There is a ‘significant difference’ in the Risk Management Practices of the
Public and ‘Private Sector Banks’ in India in terms of ‘Return on Equity’
(ROE).

5. Hypotheses for ‘Capital Adequacy Ratio’ (CRAR):

HO: There is no ‘significant difference’ in the Risk Management Practices of
the Public and ‘Private Sector Banks’ in India in terms of ‘Capital Adequacy
Ratio’ (CRAR).
H1: There is a ‘significant difference’ in the Risk Management Practices of the
Public and ‘Private Sector Banks’ in India in terms of ‘Capital Adequacy
Ratio’ (CRAR).

6. Hypotheses for ‘Net Non-Performing Assets’ (NPA):

HO: There is no ‘significant difference’ in the Risk Management Practices of
the Public and ‘Private Sector Banks’ in India in terms of ‘Net Non-
Performing Assets’ (NPA).

H1: There is a ‘significant difference’ in the Risk Management Practices of the
Public and ‘Private Sector Banks’ in India in terms of ‘Net Non-Performing
Assets’ (NPA).

7. DATA ANALYSIS& INTERPRETATION

The comparative analysis of risk management practices between public and ‘Private Sector
Banks’ in India reveals significant differences across various parameters, shedding light on
the efficiency and effectiveness of risk management within each sector.
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Examining the ‘Credit to Deposits Ratios’, a critical indicator of a bank’s lending activity
relative to its deposit base, the data show that ‘Public Sector Banks’ exhibit a mean ratio of
83.21% with a standard deviation of 3.45, while ‘Private Sector Banks’ demonstrate a higher
mean ratio of 89.73% with a standard deviation of 2.34. The t-test results indicate a
significant difference (p-value = 0.001) between the two sectors. This disparity suggests that
‘Private Sector Banks’ are more aggressive in lending activities, potentially leveraging their
capital more efficiently to generate returns.

NET INTEREST MARGIN (NIM)

5.58%
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Analysing the ‘Net Interest Margin’ (NIM), a crucial measure of a bank's profitability from
its core lending and investment activities, ‘Public Sector Banks’ exhibit a mean NIM of
3.23% with a standard deviation of 1.21, whereas ‘Private Sector Banks’ display a higher
mean NIM of 5.58% with a standard deviation of 2.54. The t-test results (p-value = 0.023)
signify a significant difference, indicating that ‘Private Sector Banks’ have a higher NIM
compared to ‘Public Sector Banks’. This suggests that ‘Private Sector Banks’ are better
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positioned to capitalize on interest rate differentials and optimize their revenue streams from
interest-bearing assets.

RETURN ON ASSETS (ROA)
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The analysis of ‘Return on Assets’ (ROA) does not exhibit a significant difference between
public and ‘Private Sector Banks’, with ‘Public Sector Banks’ demonstrating a mean ROA of
0.78% (SD = 0.52) and Private Sector Banks’ showing a mean ROA of 1.65% (SD = 0.76).
The t-test result (p-value = 0.213) suggests no significant difference in ROA between the two
sectors. This finding implies that both sectors achieve similar levels of profitability relative to
their total assets.

RETURN ON EQUITY (ROE)
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The examination of ‘Return on Equity’ (ROE) reveals a notable divergence between public
and ‘Private Sector Banks’. ‘Public Sector Banks’ exhibit a mean ROE of 13.24% (SD =
6.32), while ‘Private Sector Banks’ demonstrate a higher mean ROE of 15.03% (SD = 3.21).
The t-test results (p-value = 0.012) reveal a significant difference, indicating that ‘Private
Sector Banks’ outperform ‘Public Sector Banks’ in terms of ROE. This suggests superior
profitability and shareholder value creation potential of ‘Private Sector Banks’.
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The analysis of ‘Capital Adequacy Ratio’ (CRAR) unveils a substantial contrast between
public and ‘Private Sector Banks’. ‘Public Sector Banks’ exhibit a mean CRAR of 12.77%
(SD =1.27), whereas ‘Private Sector Banks’ maintain a higher mean CRAR of 16.32% (SD =
2.55). The t-test results (p-value = 0.008) indicate a significant difference, suggesting that
‘Private Sector Banks’ have more robust capital positions and risk-absorbing capacities
compared to ‘Public Sector Banks’.

M

NON-PERFORMING ASSETS (NPA)

1.83

0.44%

PUBLICSECTOR BANKS PRIVATE SECTOR BANKS

The examination of ‘Net Non-Performing Assets’ (NPA) exposes a significant discrepancy
between public and ‘Private Sector Banks’. ‘Public Sector Banks’ demonstrate a mean NPA
of 1.83% (SD = 0.66), while ‘Private Sector Banks’ exhibit a lower mean NPA of 0.44% (SD
= 0.28). The t-test results (p-value = 0.042) suggest a notable difference, indicating that
‘Private Sector Banks’ have lower levels of NPAs compared to their public sector
counterparts. This implies superior asset quality and risk management capabilities of ‘Private
Sector Banks’.
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8. CONCLUSION

The comparative analysis of risk management practices between public and ‘Private Sector
Banks’ in India reveals notable differences across various parameters. ‘Private Sector Banks’
generally outperform their public sector counterparts in metrics such as ‘Credit to Deposits
Ratios’, ‘Net Interest Margin’, ‘Return on Equity’, ‘Capital Adequacy Ratio’, and ‘Net Non-
Performing Assets’. These findings suggest that ‘Private Sector Banks’ exhibit greater
efficiency and effectiveness in managing risks and generating returns. However, both sectors
achieve comparable levels of profitability as measured by ‘Return on Assets’. Overall, these
insights underscore the importance of continuous monitoring and enhancement of risk
management frameworks to ensure the resilience and sustainability of India's banking sector
amidst evolving market dynamics and regulatory landscapes.

9. RECOMMENDATIONS
Based on the findings of the comparative analysis of risk management practices between
public and ‘Private Sector Banks’ in India, the following recommendations can be made:

« Enhance Risk Assessment Procedures: Both public and ‘Private Sector Banks’ should
focus on strengthening their risk assessment procedures to ensure a more
comprehensive evaluation of credit risks, market risks, operational risks, and
compliance risks.

e Improve Asset-Liability Management: ‘Public Sector Banks’ can learn from ‘Private
Sector Banks’ in optimizing asset-liability management practices to enhance ‘Net
Interest Margin’ (NIM) and overall profitability.

« Strengthen Capital Management: ‘Public Sector Banks’ should prioritize enhancing
their ‘Capital Adequacy Ratio’ (CAR) to improve resilience against adverse market
conditions and ensure compliance with regulatory requirements.

e Address Non-Performing Assets (NPAS): ‘Public Sector Banks’ should adopt
proactive measures to address Non-Performing Assets (NPAs) and improve asset
quality, taking cues from the lower NPA levels observed in ‘Private Sector Banks’.

o Foster a Culture of Innovation: Both sectors should foster a culture of innovation and
agility to adapt to changing market dynamics and technological advancements,
thereby enhancing risk management practices and overall competitiveness.

« Enhance Governance and Transparency: Both public and ‘Private Sector Banks’
should prioritize governance and transparency in their risk management practices,
ensuring accountability, integrity, and effective communication with stakeholders.

e Invest in Talent Development: Both sectors should invest in talent development
initiatives to build a skilled workforce equipped with the necessary expertise in risk
management practices and emerging technologies.

e Collaborate for Knowledge Sharing: Public and ‘Private Sector Banks’ should
collaborate and share best practices in risk management through industry forums,
seminars, and knowledge-sharing platforms to drive continuous improvement and
innovation.
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e Regular Monitoring and Evaluation: Both sectors should establish robust monitoring
and evaluation mechanisms to continuously assess the effectiveness of risk
management practices and identify areas for improvement.

o Align Strategies with Regulatory Frameworks: Both sectors should ensure alignment
of risk management strategies with regulatory frameworks and industry standards to
maintain compliance and mitigate regulatory risks.

Implementing these recommendations will contribute to strengthening the risk management
frameworks of both public and ‘Private Sector Banks’ in India, thereby enhancing their
resilience, efficiency, and competitiveness in the dynamic banking landscape.
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